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Every  person  who  maliciously 
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any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
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erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
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of  a  misdemeanor. 
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THE  COW. 


Italian  cheese  makers  take  pride  in  Parmigiano  Reggiano, 
a  cheese  so  distinctive  that  1^ dictates  it  come  only  from 
select  provinces  of  Italy.  Parmigiano  Reggiano  cheese  makers 
wanted  more  productivity  while  maintaining  this  legendary 
quality.  Cargill  brought  animal  nutrftion  experts  into  the  process 
who  understood  dairy  co#  productivity.  We  developed  special 
feeds  to  supplement  the  coals'  bas4  diet  of  local  grasses  and 
hay.  Now  the  cows  give  milk  that  generates  better  yields  of  high- 


quality  Parmigiano  Reggiano.  And  there's  more  of  the  famed 


cheese  for  all  to  enjoy.  This  i|  how  Cargill  works  with  customers. 
collaborate    >   c  r  e  &t  e   >  succeed 


Cargill 


Nourishing  Ideas.  Nourishing  People: 


Inspired  by  a  souscription  watch,  "La  Tradition  Breguet"  salutes  one  of  Breguet's  most  important  inventions,  the  pare-chute. 
Hand-wound  mechanical  movement,  caliber  507DR,  with  straight-line  lever  escapement,  monometallic  balance  and  Breguet  overcoil. 

Breguet  Boutique,  779  Madison  Avenue,  New  York,  (212)  288-4014 
Breguet  Boutique,  280  North  Rodeo  Drive,  Beverly  Hills,  (310)  860-9911 

www.breguet.com 
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80  Dump  the  Couch 

No  pills,  no  shrinks  sofa,  no  whining.  Cognitive 
behavioral  therapy  sheds  long-winded  wallowing 
in  past  pain — and  may  be  better  than  Prozac — 
after  only  25  sessions.  By  Robert  Langreth 

36  Tech  Dreck 

Craig  McCaw's  wireless  IPO  had  a  bad  reception. 
Was  it  an  anomaly  or  is  the  market  for  hot  new 
tech  stocks  going  sour?  By  Quentin  Hardy 

62  Should  You  Still  Buy  Value  Stocks? 

After  a  seven-year  run  value  stocks  are  pricier  than 
ever.  When  leremy  Grantham  says  that,  it's  time  to 
think  about  buying  growth  stocks  instead. 
By  David  Serchuk  and  James  M.  Clash 

68  Billionaire  Weed  Killer 

Dennis  Albaugh  made  his  money  by  seeing 
opportunity  where  others  saw  only  challenge. 
By  Emily  Lambert 

88  Autism:  The  Lawyers  Cash  In 

The  recent  spike  in  autism  diagnoses  has  school 
districts  spending  ever  more  time  and  money 
fending  off  special  ed  disputes. 
By  Mary  Ellen  Egan 
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Thomas  Cook 

High-performance  operations,  de 

A  163-year-old  brand  with  many  owners  over  the 
years,  Thomas  Cook  UK  &  Ireland  was  a  respected 
but  complex  decentralized  travel  services  business 
in  need  of  a  return  to  profitability.  In  an  innovative 
co-sourcing  arrangement  with  Accenture,  the 
company  created  a  shared  services  center  to 
consolidate  its  widely  dispersed  IT,  finance  and 
HR  administration  operations.  Responsibility  for 
strategy  and  policy  was  retained  by  Thomas  Cook, 
with  Accenture  facilitating  operations  management 
In  16  months,  the  company  removed  £140  million 
in  operational  costs,  helping  to  achieve  an  £83 
million  turnaround,  establishing  Thomas  Cook  as 
a  high-performance  player  in  the  competitive  UK 
travel  business. 


Wyeth 

High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative  new 
medicines,  Wyeth's  research  &  development 
leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers 
new  molecular  entities  and  moves  them  through 
preclinical  development  and  clinical  trials.  The 
companies  designed  and  implemented  vast  changes 
to  streamline  operations  and  dramatically  improve 
the  effectiveness  of  Wyeth's  proven  R&D  organization. 
Now,  three  years  into  the  initiative,  the  productivity 
of  Wyeth's  drug  discovery  effort  has  risen  400  percent, 
early  clinical  trial  cycle  times  have  been  cut  by 
60  percent,  and  a  new  high-performance  model 
for  outsourcing  clinical  data  management  is 
substantially  reducing  costs  by  about  50  percent. 


We  know  what  it  takes  to  be  a  Tiger- 
True  high  performers  aren't  defined  by  what  they  do  to 
reach  the  top,  but  what  they  do  to  stay  there.  It's  what 
we  call  continuous  renewal  and  it's  one  key  finding  from 
our  proprietary  research  into  the  world's  most  successful 
companies.  For  an  in-depth  look  at  our  study  of  and 
experience  with  high  performers,  visit  accenture.com/research 

Consulting  •  Technology  •  Outsourcing 
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48  Oh,  Canada  Conrad  Black  is  the  latest 
Northerner  to  get  tagged  with  stock  fraud 
and  wind  up  in  the  U.S.  By  Nathan  Vardi 
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the  Corner  By  Jerry  Flint 
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52  Very  Light,  Has  a  Loo  Innovations 
in  airplane  design  give  new  meaning  to  the 
term  "business  class."  By  Erika  Brown 

56  Blog  Easy  Google's  new  Blogger  soft- 
ware is  a  huge  leap  forward.  By  Daniel  Lyons 

58  Future  Play  Sony,  Nintendo  and 
Microsoft  battle  over  who's  got  the  baddest 
box.  The  creative  types  think  outside  of  it. 
By  Rachel  Rosmarin 
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60  Power  to  the  People  infousA's 

Vinod  Gupta  sells  hot  sales  leads  to  small- 
fry  entrepreneurs.  By  Christopher  Steiner 
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does  it  take  to  change  a  drill  bit?  The  answer 
may  save  the  American  auto  industry. 
By  Joann  Muller 

96  Urban  Renewal  Redux  Nationwide^ 

Brian  Ellis  is  making  progress  developing 
blighted  areas.  By  Mark  Tatge 
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Sachs  gives  a  boost  to  working-class  kids 

applying  for  college. 
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By  Peter  Huber 
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VIDEO  HIGHLIGHTS 

MoneyMasters.  Economist  Kathleen 
Camilli  warns 
Vahan  Janjigian 
that  subprime 
mortgage  trou- 
bles could  cause 
a  credit  crunch 
and  recession. 

StreetTalk. 

Portfolio 
manager  Barry 
James  tells  Bob 
Lenzner  why  he's  bullish  on  energy, 
Financials  and  high-quality  fixed- 
income  investments. 

Adventurer.  Colorful  ski  moguls 
champ  Jonny  Moseley  tells  Jim  Clash 
how  Olympic  gold  changes  one's  life. 

SportsMoney.  Why  sponsors  and 
fans  win  from  Web  coverage  of  the 
NCAA  March  Madness  tournament. 

Commentary.  Paul  Maidment's  Notes 
on  the  News  every  Monday  morning 
and  Lea  Goldman's  Celebrity  Minute 
every  Wednesday. 

Plus:  Get  the  latest  stock  market 
news  via  our  Business  News  Bulletin 
at  10  a.m.,  1  p.m.  and  4:45  p.m.  EST 
each  business  day.  Check  John 
Dobosz's  Stock  of  the  Week  every 
Wednesday.  And  don't  miss  our  Look 
Ahead  feature  on  Friday  afternoons, 
on  what  will  move  the  markets  the 
following  week. 

All  these  videos  and  more  are  available 
on  demand  at  www.forbes.com/video. 
You  can  also  find  them  via  the  Video 
tab  in  the  search  box  at  the  top  of  each 
page  on  the  site.  Or  subscribe  to 
Forbes.com  video  programs  at  iTunes. 

Forbes  Attache.  Personalized  news, 
stock  quotes,  sports  and  more — always 
in  your  browser  or  on  your  desktop. 

News  Alerts.  Sign  up  from  any  article 
on  our  site  to  get  e-mail  news  alerts  of 
a  wide  range  of  business  topics. 


SPECIAL  REPORT 

The  American 
Dream 

Edited  by  David  M.  Ewalt 

To  kick  off  a  yearlong  celebration  of  a  decade  of 
Forbes.com,  we  asked  over  50  great  achievers,  including 
artists,  politicians,  athletes  and  executives,  to  answer  the 
question  "What  is  the  American  Dream?"  This  special 
report  has  interviews  with  luminaries  including  Buzz 
Aldrin,  Maya  Angelou,  Tom  Brokaw,  Mel  Brooks,  Mark 
Cuban,  Colin  Powell,  Sumner  Redstone  and  Martha 
Stewart,  and  essays  by  David  Halberstam  and  Steve 
Forbes.  We  would  like  to  hear  your  answers,  too.  To 
find  out  how  to  respond  in  text,  audio  or  video,  go  to 
www.forbes.com/americandream. 
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The  Tastemakers 

Edited  by  Lucy  Maher 

Visit  Forbes.com  to  see  our  annual  listing  of  100  men 
and  women  who  affect  the  way  we  read,  eat,  listen  and 
live.  This  year  Forbes.com  chose  ten  such  tastemakers 
in  the  fields  of  music,  literature,  industrial  design, 
wine/spirits,  film,  architecture,  art,  fashion,  food  and 
performing  arts.  All  have  made  significant  impact 
in  their  respective  fields.  Some  are  internationally 
renowned;  others  are  familiar  only  to  other  connois- 
seurs, but  all  embody  what  it  takes  to  be  a  tastemaker. 
See:  www/forbes.com/tastemakers. 
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What  do  you  call  a  year  in  which  you  sell  63  million 
Earth-friendly  products?  A  healthy  start. 


The  Home  Depot  is  committed  to  home  improvement,  including  the  home  we  call  Earth. 
We  started  this  initiative  in  1990  and  brought  our  vendor  partners  aboard. Together,  we  offer 
customers  a  wide  range  of  eco-savvy  options.  Last  year,  sales  of  ENERGY  STAPT  qualified 
products  increased  by  25%.  And  the  energy  saved  by  the  compact  fluorescent  lightbulbs  we've 
sold  could  light  the  homes  in  Washington,  D.C.,  for  three  and  a  half  years.  All  of  which 
lets  us  know  that  we're  on  the  right  path.  For  our  people.  For  our  communities.  For  our  planet. 


©2007.  HOMER  TLC,  Inc  All  rights  reserved. 
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What's  Ailing  Our  Kids? 

IT  ALL  STARTED,  IN  A  WAY,  WITH  TOBACCO  AND  ASBESTOS. 
A  disease  takes  a  terrible  and  increasing  toll  on  the  population.  A 
culprit  is  found:  corporate  America.  Bad  Guy  epidemiology.  It 
keeps  a  lot  of  lawyers  busy.  And  in  the  case  of  mesothelioma,  the 
epidemiology  makes  scientific  sense. 

For  two  other  diseases,  autism  and  asthma,  Bad  Guyism 
poisons  our  understanding  of  what  is  going  on. 

A  Bad  Guy  theory  about  autism,  popular  with  tort  lawyers  and 
certain  of  their  fans  on 
Capitol  Hill,  is  that  mer- 
cury in  childhood  vac- 
cines is  to  blame.  In  this 
theory,  which  gets  next  to 
no  credence  among  scien- 
tists, Eli  Lilly  &  Co.  is  the 
evildoer. 

What's  making  asthma 
so  prevalent?  Possible 
culprits:  cigarette  smoke 
(let's  sue  Philip  Morris 

again),  air  pollution  (Con  Ed's  fault),  allergens  shed  by  cockroaches, 
which  are  the  fault  of  greedy  landlords  (that  would  explain  why 
kids  in  Harlem  are  more  likely  to  get  asthma  than  kids  on  mid- 
western  farms).  There  is  no  question  that  smoke  and  allergens 
can  set  off  an  asthma  attack.  But  there's  a  problem  with  blaming 
these  culprits  for  the  long-term  rise  in  asthma.  Cigarette  smok- 
ing, air  pollution  and  cockroaches  are  all  less  prevalent  than  they 
used  to  be. 

Dr.  Lara  Akinbami  of  the  Centers  for  Disease  Control  &  Pre- 
vention keeps  an  open  mind  about  environmental  factors.  She 
mentions  two  more  that  are  not  fully  understood.  Neither  will 
find  favor  with  Bad  Guy  theorists.  One  is  the  genetic  component. 
Asthma  is,  for  example,  far  more  common  among  immigrants 
from  Puerto  Rico  but  rare  among  Mexican- Americans.  It's  hard 
to  believe  that  one  group  of  Hispanics  but  not  the  other  is 
exposed  to  wicked  landlords  or  urban  smokestacks.  Another  fac- 
tor may  be  that  the  environment  is  too  clean.  Protected  from 
pathogens  by  their  aseptic  upbringing,  today's  kids,  especially 
those  in  cities,  may  wind  up  with  immune  systems  predisposed 
to  overreact  to  allergens  instead. 

Here's  another  possible  cause  for  an  epidemic:  public  aware- 
ness. Families  are  more  likely  now  to  mention  asthma  in  a 
survey;  doctors  who  might  once  have  put  only  bronchitis  or 
emphysema  on  a  death  certificate  now  would  cite  asthma  as  well. 
As  for  autism,  families  are  now  more  aware  not  just  of  the  disease 
but  of  the  financial  benefits  that  attach  to  the  diagnosis.  (Read 
Mary  Ellen  Egan's  story  on  page  88.)  This  is  not  a  bad  thing— 
these  kids  need  help — but  it  does  get  Eli  Lilly  off  the  hook. 

EDITOR 
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We  take  a  similar  approach. 

Just  without  the  awkward  inser.  ■    ,  - 


Call  us  crazy,  but  we  believe  your  insurance  should  fit  your  business.  Perfectly. 
No  easy  off-the-rack  solutions.  No  cookie-cutter  plans.  At  Travelers,  we  specialize 
in  the  unique  solutions  that  come  only  from  underwriters  who  truly  understand 
your  industry.  Solutions  crafted  from  an  unparalleled  breadth  of  products.  Ask 
your  independent  agent  how  our  approach  can  help  keep  your  business  in-synch. 
And  don't  worry — it  won't  be  awkward  at  all. 

TRAVELERS?* 

Insurance,  /n-syncfi.' 
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Readers  Say 

READERS@FORBES.COM 


Skipping  the  Fine  Print 

I  never  thought  I  would  accuse  FORBES  of  pandering  to  the  public, 
but  Matthew  Swibel's  opening  paragraphs  in  "The  Mortgage  Nanny" 
(Feb.  26,  p.  40)  did  just  that  as  he  wrote  of  a  34-year-old  victim  who  wasn't 
aware  of  her  newly  refinanced  mortgage  terms  until  too  late. 

As  any  service  provider  knows,  there  are  always  situations  when 
customers  don't  hear  what  they  should  or  fail  to  ask  questions  up  front. 
Loan  terms  are  explicit  at  the  time  of  closing,  and  the  woman  in  question 
could  have  walked  from  the  closing  table  if  she  didn't  like  what  she  heard 
before  she  signed.  It's  hard  to  determine  who  was  at  fault  here:  the  loan 
officer  for  not  doing  a  better  job  explaining  or  the  customer  for  not 
asking? 

Unfortunately,  our  industry  is  also  one  where  too  many  inexperienced 
newbies  attempt  to  make  a  quick  buck  and  are  "learning"  on  their 
customers.  It's  so  important  to  choose  a  reputable  lender  with  a  standard  set 
of  fees;  these  lenders  also  recruit  more  experienced  people  and  closely  mon- 
itor customer  service.  As 
far  as  the  federal  govern- 
ment is  concerned,  mort- 
gage regulation  needs 
to  be  left  to  the  states. 
Georgia's  fair-lending  act 
includes  a  "high-cost"  test 
and  scared  away  predatory 
lenders  and  their  terms 
years  ago. 

SHINDY  CHEN-SEIFERT 
Vice  President 
Wachovia  Mortgage  Corp. 

Duluth,  Ga. 


Hard  Currency 

"Pols  Can't  Paper  Over  This  One"  (Fact 
and  Comment,  Mar.  12,  p.  24)  knocks 
Canada's  use  of  first  $1  and  now  $2 
coins,  a  very  widely  accepted  practice 
that  began  more  than  20  years  ago. 

Canada's  smallest  note  is  $5. 
Consider  then  Great  Britain.  Its  small- 
est note  in  circulation  is  £5,  approxi- 
mately $10. 

All  small  transactions  are  done  in 
coin:  50  pence,  £1  and  £2,  roughly 
equivalent  to  $1,  $2  and  $4.  Is  this  just 
another  area,  such  as  the  use  of  metric 
measures,  where  the  U.S.  is  out  of 
touch  with  much  of  the  world? 

W.  J.  GALLOP 
Montreal,  Que. 


EDITOR'S  NOTE:  The  heck  with  the  rest 
of  the  world — most  Americans  prefer 
using  paper  dollars.        —Steve  Forbes 

Dropped  Call 

In  "Slims  Chance"  (Mar.  26,  p.  134)  we 
said  that  America  Movil  toppled 
market-leader  Iusacell,  which  was 
controlled  by  billionaire  Ricardo 
Salinas  Pliego.  Salinas,  however,  did 
not  acquire  Iusacell  until  2003 — three 
years  after  Telmex  spun  off  America 
Movil. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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per  stock  &  options  trade 
per  options  contract1 

FREE 
RESEARCH 

6  independent  sources 
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No  fee 
No  minimum 
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with  electronic 
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Get  started  with  1 00 
commission-free  trade; 



Click       Call  Visit 

(800)731-5226 
jetpoweretrade.com 
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ii  or  details  and  important  information  about  Power  E*TRADE,  please  visit  getpoweretrade.com. 

I. To  qualify  for  $6. 99  stock  and  options  commissions  &  a  75?  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9. 99  stock  and  options 
u'j  lommissions  &  a  750  fee  per  options  contract,  you  must  execute  10-49  stock  or  options  trades  per  month  or  maintain  a  balance  of  $50,000  or  more  in  combined  E*TRADE  accounts 
urmg  a  calendar  quarter.  Qualification  will  be  determined  at  the  end  of  each  quarter.  To  continue  receiving  these  commission  rates,  you  must  requalify  by  maintaining  a  balance 
f  $50,000  or  more  in  combined  E*TRADE  accounts  or  by  making  at  least  30  stock  or  options  trades  by  the  end  of  the  following  calendar  quarter. 

1 .  There  is  no  annual  custodial  fee  for  IRAs  if  you  sign  up  for  and  maintain  electronic  delivery  of  statements  and  confirmations.  If  you  choose  paper  delivery  of  these  documents,  you 
lill  be  subject  to  a  $25  annual  custodial  fee  unless  the  total  assets  in  your  linked  E*TRADE  Bank  and  E*TRADE  Securities  brokerage  accounts  are  $25,000  or  more.  Other  fees  may 
pply.  May  be  subject  to  change  Please  visit  etrade.com/nofeelRA  for  details. 

.  Commission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 
ommissions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of 
le  trades  ($9.99  for  stock  and  options  trades — plus  an  additional  750  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of 
ualifymg  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE 
ccounts.  Account  must  be  opened  by  December  31,  2007. 

ecurities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
/stem  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 
)  2007  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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'  Scenes  and  improvements  are  not  within  the  project,  are  pif 
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Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


The  Latest  Inflation  Numbers 

remain  disturbing.  The  Fed  doesn't  need  to  raise  interest  rates.  It  just  needs  to  drain  the  excess  liquidity  it  created,  until  the  gold  price — the 
best  monetary  barometer — goes  down  to  the  $400  range.  But  Chairman  Ben  Bernanke  will  likely  dawdle.  And  then  overreact.  Stay  tuned. 


Rights  Move 


DESPITE  MYRIAD  SOCIAL,  POLITICAL  AND  ECONOMIC  PROBLEMS, 
China's  long-term  prospects  were  exponentially  improved  by  the 
enactment  in  March  of  the  country's  first  law  to  explicitly  protect 
private  property.  China  has  a  long  way  to  go  in  this  area  to  reach 
what  we  have  in  the  U.S.,  Europe  or 
Japan.  The  status  of  farmers'  hold- 
ings, a  significant  source  of  discontent, 
was  not  addressed.  The  judiciary,  es- 
sential to  effectively  enforcing  rights, 
remains  weak  and  Communist  Party- 
pliant.  But  the  law's  passage  demonstrates  that  this  still  very 
authoritarian  country  is  able  to  make  the  institutional  and  legal 
changes  necessary  for  sustained  progress. 

What  the  legislation  really  did  was  not  so  much  create  new 
rights  as  ratify  and  codify  what  tens  of  millions  of  Chinese  had 
already  put 
into  practice, 
turning  the 
more  or  less 
informal  in- 
to the  formal. 
Without  a 
more  secure 
body  of  prop- 
erty rights, 
China's 


China  Approves  Property  Law 
Strengthening  Its  Middle  Class 


-New  York  Times 


Farmers'  property  rights  remain  unsettled,  which  is  harvesting  growing  unrest,  thanks  to  high-handed 
government  seizures.  Urban  and  suburban  homeowners,  on  the  other  hand,  can  now  sleep  easier. 


impressive 
boom  inevi- 
tably would  have  wound  down  as  innovation  and  entrepreneur- 
ial risk-taking  withered.  Instead  the  burgeoning  middle  class  will 
become  wealthier  and  feel  more  secure  about  the  future — and 
will  thus  be  more  independent- minded.  All  this  bodes  well  for 
future  liberalization  of  Chinese  politics. 

As  in  China,  America's  property  rights  system  grew  out  of  what 
people  were  already  doing.  In  the  17th  century  our  British  overlords 
didn't  dream  the  colonies  would  become  hotbeds  of  individual  land- 
ownership.  But  the  colonists  took  matters  into  their  own  hands, 
and  subsequent  laws  codified  actions  already  in  practice. 

That,  by  the  way,  is  also  how  we  achieved  our  mineral  rights 
law,  whereby  individuals  not  only  own  the  surface  of  the  land  but 
also  what  lies  below.  (In  Mexico,  in  contrast,  if  oil  is  discovered  in 
your  back  yard,  the  national  oil  company  [PEMEX]  simply 


comes  and  takes  it.  In  the  U.S.,  however,  you  can  get  rich  through 
royalties.)  Our  mineral  properly  rights  grew  out  of  what  hap- 
pened during  the  1849  California  gold  rush  and  thereafter;  those 
informal  arrangements  were  passed  into  law  in  the  1870s. 

Something  similar  happened  in 
Japan  after  WWII.  General  Douglas 
MacArthur  essentially  took  the 
informal  web  of  land  arrangements 
of  Japanese  farmers  and  made  them 
transparent  and  legal,  thus  giving  the 
farmers  official  possession  of  the  land  they  worked. 

Scores  of  developing  countries  around  the  world  do  not  lack 
entrepreneurial  hustie  and  busde.  But  because  they  lack  the  exten- 
sive property  rights  that  we  take  for  granted,  their  economies  are 
stunted.  Their  nonuniform,  myriad  property  systems  make  own- 
ership a  dicey 
proposition. 
Result:  Uncer- 
tainty inhibits 
long-term  in- 
vesting in  those 
properties  and 
makes  capi- 
talizing them 
impossible.  In 
other  words, 
there  can  be 


no  vigorous 

mortgage  market  such  as  the  U.S.  enjoys.  Remember,  the  biggest  source 
of  capital  for  new  businesses  in  the  U.S.  is  mortgages — people  either 
increasing  an  existing  one  or  taking  out  a  second  one  on  their  home. 
Properly  rights  expert  Hernando  de  Soto  once  estimated  that  4  billion 
poor  people  in  the  Third  World  and  former  communist  nations  owned 
$9  trillion  worth  of  real  estate.  But  because  of  insecure  property  rights, 
those  assets  were  dead  assets.  Imagine  what  would  happen  to  the 
global  economy  if  even  a  fraction  of  that  $9  trillion  were  liberated. 

The  Chinese  property  rights  law  aroused  fierce  opposition 
inside  and  outside  the  government  from  still-strong  leftists.  Per- 
haps the  powers  that  be  had  read  and  taken  to  heart  De  Soto's 
classic  work  The  Mystery  of  Capital:  Why  Capitalism  Triumphs  in 
the  West  and  Fails  Everywhere  Else,  in  which  he  discusses  how 
crucial  secure  property  rights  are  to  achieving  prosperity. 
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Kangaroo  Court 


THE  "SCOOTER"  LIBBY  TRIAL  WAS  A  TRAVESTY.  BOTH  THE  SPECIAL 
prosecutor  and  the  presiding  judge  were  the  real  wrongdoers  here, 
not  the  defendant.  President  Bush  should  pardon 
Libby  immediately  but  probably  wont. 

Prosecutor  Patrick  Fitzgerald  was  originally 
appointed  some  four  years  ago  to  investigate  who 
had  leaked  the  name  of  a  CIA  agent.  It  soon 
became  clear  that  this  particular  revelation  did 
not  violate  U.S.  law.  More  important,  the  actual 
source  of  the  leak,  the  State  Departments  number 
two  official,  Richard  Armitage,  told  FBI  investi- 
gators early  on  what  he  had  done.  A  normal,  law- 
abiding  prosecutor  would  have  quickly  closed 
the  case.  But  vainglorious  Fitzgerald  wanted  to 
make  headlines  and  collect  some  big  scalps,  so 
he  conducted  an  investigation  without  letting 
anyone  know  he  already  knew  who  had  done  the  deed.  Libby 
was  indicted  for  perjury,  ostensibly  because  he  said  he  had  heard 
about  the  CIA  agent  from  a  particular  journalist,  Tim  Russert, 
but  Russert  said  he  couldn't  remember  discussing  it  with  Libby. 


Rogue  prosecutor  Fitzgerald 


How  many  of  us  can  precisely  remember  every  conversation  we 
had  several  years  ago?  Russert  himself  was  forced  to  acknowledge 
that  his  own  memory  of  conversations  wasn't  per- 
fect. In  one  instance  he  denied  having  phoned  a 
newspaper  reporter  to  complain  about  the  reporter's 
story.  When  shown  evidence  to  the  contrary, 
Russert  apologized  for  his  error.  But  the  jury  never 
learned  of  Russert  s  fallible  memory.  The  judge  dis- 
allowed it  because  he  was  in  a  snit  over  the  fact  that 
Libby  himself  would  not  testify.  Thus,  Libby's  error, 
if  there  was  one,  could  land  him  in  prison  for  years. 

The  judge  made  a  mockery  of  fair  play  by 
not  allowing  the  defense  to  make  the  point  that 
no  one's  memory  is  perfect.  He  would  not  allow 
the  defense  to  call  an  expert  witness  who  had 
made  extensive  studies  of  memory — especially 
what  happens  when  a  person  is  handling  the  multitude  of  tasks 
Libby  was  handling  14  hours  a  day,  seven  days  a  week. 

This  indictment  and  trial  are  the  kinds  of  abuse  one  expects 
to  find  in  North  Korea,  not  the  U.S. 


A  Merger  and  a  Prayer 


THE  PROPOSED  MERGER  BETWEEN  THE  TWO  SATELLITE  RADIO 
broadcasters,  XM  and  Sirius,  faces  serious  regulatory  obstacles, 
primarily  for  anticompetition  reasons.  FCC  Chairman  Kevin 
Martin  has  said  the  antitrust  hurdle  will  be  high.  Critics  carp  that 
the  two  firms  got  the  green  light  to  go  into  business  a  decade  ago 
because  they  would  be  competing,  not  combining,  and  thus 
would  not  be  in  a  position  to  gouge  customers.  Some  Capitol  Hill 
politicians  gloomily  warn  that  this  joining — if  allowed — is 
another  nefarious  example  of  the  "consolidation"  of  the  commu- 
nications industry,  since  a  handful  of  companies  have  already 
bought  scores  of  television  and  hundreds  of  radio  licenses. 

These  Rip  Van  Winkle  skeptics  are  apparently  unfamiliar 
with  something  called  the  Internet:  Expanding  broadband  capac- 
ity is  making  it  easier  for  almost  anyone  to  go  into  the  broadcast- 
ing business.  Satellite  radio  faces  competition  that  didn't  exist  a 
mere  decade  ago,  such  as  digital  radio  and  cell  phones;  iPods  are 


also  starting  to  factor  in  both  radio  and  video. 

In  short,  innovation  is  making  these  monopoly  concerns  look 
like  a  Saturday  Night  Live  parody.  The  merger  should  be  given  the 
go-ahead  immediately — and  investors  had  better  hope  the  new 
entity  can  survive  the  onslaught  of  once  unforeseen  competition. 

It's  nothing  new  for  regulators  to  be  behind  the  technology  eight 
ball.  Years  ago  when  Xerox  invented  the  copier  business  and  drew 
the  unwelcome  antitrust  attention  of  the  Federal  Trade  Commis- 
sion, bureaucrats  didn't  foresee  that  a  slew  of  companies  would  soon 
make  cheaper,  less  advanced  copiers  that  over  time  would  become 
more  efficient  and  reliable  and  would,  ultimately,  eat  Xerox's 
lunch.  Once  mighty  Xerox  stock  today  sells  at  only  a  fraction  of 
its  price  ten  years  ago.  And  don't  forget  that  decades  ago  GM  and 
IBM  were  frequently  eyed  by  antitrusters.  Competition  and  inno- 
vation sharply  cut  the  clout  and  comparative  size  of  both  giants. 

In  free  markets,  monopolies  are  always  short-lived. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Nish— 405  East  58th  St.  (Tel.:  212-754-6272).  The  co-owners 
of  March  have  turned  their  unabashedly  aristocratic  restaurant 
into  this  more  democratic  and  casual  one.  Now  the  $59  four-course 
tasting  menu  is  a  real  bargain,  as  well  as  delicious  (especially  the 
littleneck  clam  ravioli  and  the  mouthwatering  slivers  of  beef).  The 
service  is  tops,  and  the  space  beautiful. 

•  Demarchelier— 50  East  86th  St.  (Tel.:  212-249-6300).  This  ven- 
erable bistro  serves  very  good  French  fare  in  a  setting  that  is  pure 
Paris  minus  the  cigarette  smoke.  Try  everything  from  the  crab 


and  endive  salads,  to  the  steak  tartare,  to  the  grilled  salmon,  the 
pepper  steak  and  the  grilled  shrimp.  The  Dover  sole  is  perfec- 
tion but  expensive.  Desserts  are  scrumptious. 
•  Sasabune— 401  East  73rd  St.  (Tel.:  212-249-8583).  A  sushi 
and  sashimi  purist's  paradise.  The  menu  is  omakase,  with  the 
chef  making  the  decisions  about  what  you're  going  to  eat  and 
in  which  order  it  will  be  served.  The  raw  fish  served  here  is 
some  of  the  best  in  the  city.  Especially  noteworthy:  the  kan- 
pachi,  the  sea  urchin  and  the  albacore  sashimi.  F 


20      FORBES  APRIL 


A  selection  of  delicious  gourmet  meals. 

A  seat  designed  to  relax  the  body  and  mind. 

Comfort  that  carries  you  to  faraway  places. 

All  for  this  one  moment. 


rom  menus  created  by  world-renowned 
tar  Chefs  to  extensive  entertainment 
ptions  and  more,  Lufthansa  truly  brings 
orld-class  service  to  international  travel, 
isit  lufthansa.com. 


There's  no  better  way  to  fly." 


Lufthansa 


A  STAR  ALLIANCE  MEMBER  ' 


ytner  wonfiii 


Like  mothers,  taxes  are  often  misunderstood,  but  seldom  forgotten. 

—LORD  BRAMWELL 


Cold,  Hard  Cash  Iceland's  300,000  citizens  have  become 
some  of  the  worlds  wealthiest  people  by  opening  up  their  econ- 
omy and  cutting  taxes,  and  now  they're  contemplating  another  dose 
of  the  same  economic  tonic.  The  benefits  of  low  taxes  are  on  full 
display  in  Iceland,  which  provides  an  almost  perfect  demonstra- 
tion of  the  Laffer  Curve.  From  1991  to  2001,  as  the  corporate-tax 
rate  fell  gradually  to  18%  from  45%,  tax  revenues  tripled  to  9.1  bil- 
lion kronas  ($1 34  million  in  today's  exchange  rate)  from  just  above 
3  billion  kronas.  Revenues  have  more  than  tripled  again  since  2001 . 
Personal  income-tax  rates  were  cut  gradually  as  well,  to  a  flat  rate 
of  22.75%  this  year  from  33%  in  1995.  Meanwhile,  the  economy 
has  averaged  annual  growth  of  about  4%  over  the  past  decade. 

Iceland's  government  hasn't  moved  on  the  [new]  tax-cut 
recommendations,  [which  include  reducing  the  corporate-tax 
rate  to  10%].  The  tax-cutting  competition  isn't  sleeping,  however, 
especially  in  Switzerland  and  the  flat-tax  movement  in  Eastern 
Europe.  If  Reykjavik  wants  to  stay  ahead  of  the  game,  it  might 
consider  learning  from  its  own  tax-cutting  history. 

—  Wall  Street  Journal 

Road  to  Revolution?  Without  an  accountable  exec- 
utive branch,  the  necessary  reform  of  the  legal  system  [in  China] 
is  not  going  to  happen.  As  the  passage  of  the  property  law  itself 
demonstrates,  the  [Communist  Party]  is  showing  itself  somewhat 
more  responsive  to  public  opinion  than  it  was  in  the  past.  But  it 
still  runs  a  government  that  does  its  best  to  silence  most  dissent- 
ing voices,  strictly  controls  the  press  and  lavishes  resources  on  the 
best  cybercensorship  money  can  buy.  Property  rights  are  a  start; 
but  only  contested  politics  and  relatively  open  media  can  ensure 
that  they  are  enforceable.  No  revolution  today  then. 

Yet  in  the  long  term  the  leftist  opponents  of  Chinas  property 
law  are  surely  right  to  be  worried  about  what  has  been  begun.  They 
understand  the  law  will  entrench  the  rights  of  the  carpetbaggers  who 
have  looted  the  state  as  it  has  privatised  assets.  They  also  under- 


"Don't  feel  so  bad  about  this.  I'll  give 
you  a  receipt  for  tax  purposes." 


22      FORBES      APRIL  9,  2C 


stand  that  the  law,  for  all  its  technicalities,  does  not  chime  with  an 
avowedly  communist  government.  The  leftists  derive  their  theory 
not  from  Confucius,  but  from  Marx.  Were  the  latter  writing  today, 
he  would  surely  see  in  China  a  revolution  waiting  to  happen. 

— The  Economist 

Lapse  in  Judgment  There  are  lies  and  there  are  mem- 
ory lapses.  Bill  Clinton  denied  under  oath  having  sex  with  Mon- 
ica Lewinsky.  Unless  you're  Wilt  Chamberlain,  sex  is  not  the  kind 
of  thing  you  forget  easily.  Sandy  Berger  denied  stuffing  classified 
documents  in  his  pants,  an  act  not  quite  as  elaborate  as  sex,  but 
still  involving  a  lot  of  muscle  memory  and  unlikely  to  have  been 
honestly  forgotten.  Scooter  Libby  has  just  been  convicted  of  four 
felonies  that  could  theoretically  give  him  25  years  in  jail  for  . . .  what? 
Misstating  when  he  first  heard  a  certain  piece  of  information,  namely 
the  identity  of  Joe  Wilson's  wife.  Think  about  that. 

— CHARLES  KRAUTHAMMER,  Washington  Post 

Fixing  LuXUry  Prices  We're  not  saying  government  does 
not  have  a  role  in  regulating  businesses  that  sell  goods  and  services 
seen  as  more  essential  than  satellite  radio.  But  we  think  the  market, 
the  free  and  voluntary  exchanges  between  people  in  an  open  sys- 
tem, is  the  best  regulator.  First,  no  company  can  charge  whatever  it 
wants  for  its  goods  or  services,  even  if  it  holds  100%  of  the  market. 
There's  always  a  limit  to  prices.  Yes,  the  fee  of  $  12.95  a  month  might 
creep  upward.  But  it  can't  go  far,  even  with  only  one  provider  in  the 
market  and  not  with  free  radio  still  around.  Second,  markets  abhor 
a  vacuum.  In  an  open  marketplace  with  few  or  no  government  bar- 
riers to  entry,  the  Sirius-XM  conglomerate  will  eventually  be  faced 
with  competition.  No  matter  what  fills  the  void,  competition  always 
restrains  prices.  Finally,  merger  opponents  act  as  if  satellite  radio  is 
a  necessity  that  must  be  regulated  so  it  will  remain  affordable.  But 
satellite  radio  is  a  luxury.  Consumers  who  find  the  rates  too  high 
can  drop  the  service  or  decide  not  to  buy  in  the  first  place  at  no  harm 
to  themselves.  Why  should  the  government  fix  prices  for  them? 

— Investors  Business  Daily 

What  I  Know  Many  years  ago  British  diplomat  and 
political  philosopher  Isaiah  Berlin  taught  us  that  while  the  fox 
knows  many  small  things,  the  hedgehog  knows  one  big  thing — 
and  that  it's  the  one  big  thing  that  always  wins  the  race.  Today, 
the  successful  worldwide  spread  of  free-market  capitalism  is  the 
one  big  idea  that  puts  me  solidly  in  the  hedgehog  camp.  But  are 
there  any  hedgehogs  running  for  President? 

—LAWRENCE  KUDLOW,  New  York  Sun 

On  the  Run  Bahrain  has  stripped  marathoner  Mushir 
Salem  Jawher  of  his  citizenship.  His  crime?  The  Kenyan-born 
Jawher  competed  in,  and  won,  a  marathon  in  Israel. 

—CHARLES  OLIVER,  Reason  Online  F 
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Current  Events 


By  Paul  Johnson 


Benefactors  Must  Be  Hardhearted 


WHAT  WOULD  WE  DO  WITHOUT  BENEFACTORS  AND  THE  MONEY 
they  leave?  I've  been  reading  a  new  biography  of  James  Smithson,  the 
mysterious  English  gentleman  scientist  who  died  in  1829  and  left  a 
half-million  dollars  to  endow  a  foundation  in  Washington,  D.C.  that 
would  create  "an  establishment  for  the  increase  and  diffusion  of  knowl- 
edge among  men."  This  munificent  gift— a  little  more  than  100,000 
gold  sovereigns — was  unprecedented  in  America  and  aroused  suspi- 
cion. Smithson  had  never  set  foot  in  the  U.S.  He  was  an  illegitimate 
son  of  the  Duke  of  Northumberland,  who  had  held  high  office  under 
George  III.  Smithson  detested  the  monarchy  and  all  it  stood  for  and 
believed  America  to  be  the  country  of  the  future,  especially  if  science 
flourished  there.  His  gift  was  intended  to  ensure  that  it  did. 

Well,  Smithson  was  right,  wasn't  he?  But,  at  the  time,  his  gift  seemed 
too  good  to  be  true.  It  took  the  persuasive  powers  of  former  Presi- 
dent John  Quincy  Adams  to  persuade  Congress  to  accept  it  and  set 
up  the  new  powerhouse  of  knowledge.  The  Smithsonian  has  proved 
to  be  one  of  the  world's  great  success  stories  in  institution  creation. 
It  is  indeed  a  center  of  advanced  technology  and  science,  and  it  is 
also  the  nation's  luxury  attic,  in  which  such  treasures  as  the  original 
Star- Spangled  Banner,  Lincoln's  top  hat,  the  Spirit  of  St.  Louis  and  the 
Mercury  Friendship  7  spacecraft  are  displayed.  The  delightful  castle, 
which  is  the  museums  core,  has  spawned  many  other  museums,  and 
as  a  place  to  visit,  there's  nothing  like  it  anywhere  else  in  the  world 
for  charm,  variety,  richness  and  sheer  fun.  Smithson's  spirit  has  every 
reason  to  be  delighted  with  the  success  of  his  scheme  and  the  way  in 
which  it  has  been  a  model  for  so  many  other  large-scale  benefactions. 

Model  by  Example 

Andrew  Carnegie — the  man  whose  blast  furnaces  produced  the  first 
cheap  high-quality  steel,  making  him  in  his  day  one  of  the  world's 
richest  men — clearly  had  Smithson  in  mind  when  deciding  what 
to  do  with  his  own  money.  In  his  fascinating  essay,  "The  Gospel  of 
Wealth,"  Carnegie  argues  that  it  is  morally  acceptable  to  become 
rich  by  lawful  means  but  reprehensible  to  hang  on  to  that  wealth: 
"  [The]  man  who  dies  rich  dies  disgraced."  Carnegie  set  up  a  num- 
ber of  institutions  dedicated  to  the  arts,  teaching,  scientific  research 
and  the  humanities.  He  used  the  bulk  of  the  $480  million  he  got 
from  the  sale  of  his  business  to  endow  Carnegie  Corp.  of  New  York, 
an  umbrella  body  for  dispensing  cash.  In  1919  a  volume  entitled 
A  Manual  of  the  Public  Benefactions  of  Andrew  Carnegie  listed  a 
vast  number  of  projects,  including  7,689  church  organs  and  2,811 
free  public  libraries,  on  which  a  total  of  $350,695,653  had  been  spent. 

This  set  a  pattern  that  other  rich  men,  led  by  John  D.  Rockefeller 
and  Henry  Ford,  followed.  These  entrepreneurs  made  their  millions 


by  reducing  prices — Carnegie,  steel;  Rockefeller,  kerosene  and  other 
basic  products;  and  Ford  by  producing  cheap,  sturdy,  reliable  cars.  Count- 
less millions  of  housewives,  farmers,  consumers  and  manufacturers  ben- 
efited. And  the  overwhelming  mass  of  these  capitalists'  earnings  went 
back  to  the  American  public  through  their  charitable  foundations. 

Effecting  a  Positive  Change 

The  tradition  of  businessmen  leaving  their  wealth  to  the  nation  is 
a  peculiarly  American  virtue.  In  Britain  and  Europe  (and,  more 
recendy,  Asia)  the  tendency  has  been  to  "keep  it  in  the  family,"  but 
rich,  self-made  Americans  have  been  loath  to  give  their  children  much 
more  than  a  good  upbringing  and  education.  As  a  result  the  U.S. 
has  more  well-endowed  universities  and  more  elite  scientific  and 
technical  institutions  and  first-class  art  galleries  than  the  rest  of  the 
world  put  together.  This  helps  to  explain  why  for  a  quarter  of  a  mil- 
lennium the  U.S.  has  remained  ahead  of  other  countries  in  the  race 
to  give  its  people  a  better,  richer  and  fuller  life.  And,  of  course,  that 
is  exacdy  what  Smithson  intended  and  hoped  would  happen. 

Two  of  the  20th  century's  most  ingenious  wealth  creators,  Bill  Gates 
and  Warren  Buffett,  have  decided  to  follow  in  the  footsteps  of  Smith- 
son  and  Carnegie.  However,  I  hope  they  and  those  who  follow  will 
learn  from  the  past.  Corporations  that  dispense  vast  sums  of  money, 
however  benevolent  in  theory,  are  not  always  wise  in  practice.  Clever 
men  and  women  on  the  left,  whose  lives  are  driven  by  die  lust  for 
power  and  a  taste  for  social  engineering,  have  a  gift  for  infiltrating 
charitable  institutions  and  gaining  control  of  their  spending  programs. 

I  am  often  astonished  by  the  way  in  which  corporations  that 
were  created  by  the  fruits  of  capitalism  shamelessly  finance  bodies 
and  individuals  whose  objectives  are  to  undermine  the  capitalist 
system,  destroying  private  enterprise  and  the  free  market.  I  wish 
some  well-endowed  institution — the  Smithsonian,  for  example — 
would  commission  a  thorough  investigation  of  this  kind  of  philan- 
thropy in  the  U.S.,  showing  exactly  how  the  money  has  been  used 
and  how  far  or  close  that's  been  to  the  intentions  of  the  founders. 
Such  a  study  would  provide  future  benefactors  with  practical 
advice  on  what  to  avoid  when  setting  up  their  foundations. 

Another  equally  important  purpose  would  be  to  gain  insight, 
based  on  accurate  historical  experience,  into  how  tax  policies  have 
adversely  affected  philanthropies  and  how  to  reshape  those  poli- 
cies to  effect  a  positive  change.  The  spirit  of  generosity  in  Ameri- 
can private  enterprise  has  never  been  stronger  than  it  is  today.  But 
we  must  ensure  that  it  is  not  frustrated  by  legislative  folly,  admin- 
istrative barriers  and  the  sinister  activities  of  ideological  fanatics 
burrowing  into  the  warm  woodwork  of  generosity.  F 
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Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co., 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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By  Rich  Karlgaard,  publisher 


Tax  Attack  on  Private  Equity 


THE  STORY  OF  THE  YEAR,  THUS  FAR,  IS  PRIVATE  EQUITY— MAKE 
that  big  private  equity.  You  can't  open  a  magazine  these  days  and 
miss  the  feral  grin  of  KKR's  Henry  Kravis  or  fail  to  read  about  Black- 
stone  Groups  Stephen  Schwarzman's  $3  million  60th  birthday  party. 

Did  I  mention  that  private  equity  is  big?  It  is  vast.  Something 
like  $700  billion  in  private  equity  investor  cash  is  sloshing  around 
the  planet  in  search  of  deals  right  now.  That  doesn't  count  leverage, 
fueled  by  extraordinarily  cheap  credit.  The  leverage  logic  is  silly  sim- 
ple. With  ten-year  government  bonds  in  Japan  going  for  1 .6%,  loans 
can  be  had  dirt  cheap.  But  the  S&P  500  pro- 
duces a  return  on  equity  approaching  20%. 
So  why  not  use  debt  to  buy  equity?  With 
such  leverage,  private  equity  has  grown  into 
a  $2.5  trillion  global  business  today. 

Take  heed,  you  masters  of  the  uni- 
verse. A  populist  backlash  is  coming.  In 
the  U.K.  private  equity  has  become  a 
political  football.  GMB,  one  of  the  coun- 
try's largest  unions — with  600,000  mem- 
bers embedded  in  all  parts  of  the  econ- 

r  c  4.      *  -l    u      Chuck  Grassley:  tax-cutter  turned  tax-hiker? 

omy,  from  manufacturing  to  retail — has  ' 

declared  war  on  private  equity.  Go  to  gmb.org.uk  and  see  for 
yourself.  Private  equity  partners  are  called  "barbarians,"  "asset 
strippers,"  conspiracists,  self-aggrandizers  and  tax  cheats. 

In  February  GMB  sent  protesters  to  Frankfurt,  Germany  to 
picket  the  SuperReturn  2007  conference,  a  European  private 
equity  and  venture  capital  summit.  Protesters  carried  banners 
that  read  "Plague  of  Locusts."  GMB  also  led  strikes  against  firms 
owned  by  3i,  one  of  the  U.K.'s  largest  private  equity  firms. 

Some  Labour  Party  members  have  joined  in.  Member  of  Par- 
liament Michael  Meacher  said  in  the  House  of  Commons:  "Private 
equity  firms  . . .  often  extract  huge  personal  gains  at  the  expense 
of  enormous  job  losses  and  cripple  a  firm  with  large  debt." 

Gosh,  just  like  Gordon  Gekko. 

Here  in  the  U.S.  the  attack  on  private  equity  has  only  started.  It  is 
subtler  but  surprising  in  its  leadership:  Senator  Charles  Grassley 
(R-Iowa),  the  ranking  Republican  on  the  Senate  Finance  Committee. 
Grassley  is  known  as  a  tax-cutter.  But  he  wants  to  more  than  double 
taxes  on  the  profits  of  private  equity  firms.  Here's  how  that  would  work. 

A  private  equity  firm  makes  its  money  in  two  ways.  One  is  by  a 
management  fee,  typically  2%.  Thus,  a  $1  billion  fund  will  bring  in 
$20  million  each  year  in  fees,  whether  the  money  is  invested  properly 
in  companies  or  sits  in  a  bank  collecting  5%  interest.  The  second  way 
is  by  taking  a  profit  share — also  called  tire  "carry" — of  its  successful 
investments.  Most  private  equity  firms  take  a  20%  carry.  The  other  80%, 
of  course,  goes  to  the  firm's  limited  partners  who  put  up  the  capital. 

The  2%  fee  brings  in  enough  to  keep  a  Manhattan  or  Silicon  Val- 


ley private  equity  firm  in  the  high-rent  district  and  its  partners  in  Zegna 
suits  and  Mercedes-Benz  600s.  But  the  big  money  is  in  that  20%  carry. 

What's  a  fair  tax  rate  for  the  20%  carry?  Should  it  be  taxed  at 
the  15%  capital  gains  rate,  which  is  now  the  rule?  Or  at  the  35% 
regular  income  tax  rate?  Senator  Grassley  is  pushing  for  35%. 

Andrew  Ross  Sorkin,  the  New  York  Times'  chief  mergers  and 
acquisitions  reporter,  agrees.  On  Mar.  1 1  Sorkin  wrote:  "There's 
no  doubt  about  it:  The  Internal  Revenue  Service  should  clearly  be 
considering  it  regular  income.  After  all,  their  own  money  is  not  at 
risk — it's  a  fee.  (By  contrast,  when  they 
invest  their  own  money  in  the  funds,  the 
profit  is  obviously  a  capital  gain.)  Let's  be 
honest:  It  is  a  charade  that  private  equity 
firms  have  claimed  their  20%  perform- 
ance fees  at  the  lower  capital  gains  rate." 

A  charade?  Strong  language,  though 
it  pales  next  to  GMB's  favorites  of 
"locust"  and  "asset  stripper." 

And  now  Chuck  Grassley's  piling  on, 
too?  Only  last  month  he  and  Senator  Judd 
Gregg  (R-N.H.)  wrote  a  Wall  Street  Jour- 
nal op-ed  piece,  "Don't  Mess  With  Success" — a  rousing  defense  of 
the  Bush  tax  cuts  of  2003.  The  authors  warned  that  "the  new  [De- 
mocratic] majority  party's  budget  fails  to  keep  [Bush's  tax  cuts]  in 
place,  which  amounts  to  a  $900  billion  tax  hike  over  five  years,  the 
largest  tax  increase  ever."  Good  stuff.  Grassley  then  lists  the  bene- 
fits of  the  tax  cut.  "Since  2003,  more  than  7  million  new  jobs  have 
been  created. . . .  The  rate  of  economic  growth  has  more  than  dou- 
bled. Real  wages  and  benefits  have  increased  7.5%  under  President 
Bush  compared  to  6%  under  President  Bill  Clinton  during  the  first 
six  years  of  their  respective  presidencies." 

Why,  then,  does  Grassley  the  tax-cutter  want  to  stick  private 
equity — which  includes  coastal  giants  such  as  Blackstone,  as  well 
as  tiny  Iowa  firms  such  as  Aavin  in  Cedar  Rapids— with  doubled 
taxes?  Companies  backed  by  private  equity  or  venture  capital 
grow  faster  and  eventually  employ  more  people  at  higher  wages 
than  other  companies.  Is  Grassley  jealous  of  private  equity  riches, 
in  the  manner  of  prairie  populists  from  William  Jennings  Bryan 
onward?  Is  Grassley's  ploy  a  ham-fisted  attempt  to  shake  down 
rich  Wall  Streeters  for  campaign  contributions? 

Here's  Blackstone's  answer  to  the  tax  grab:  Go  public.  That 
way  the  founders  and  partners  can  take  their  proceeds  now  at  a 
15%  tax  rate  rather  than  wait  for  Grassley's  grab.  Who  said  taxes 
don't  shape  action?  F 
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So  Subprime  Is  Good? 

A  recent  academic  study  suggests  that  antiusury  laws 
impede  economic  development.  Looking  at  19th-century 
America,  Harvard's  Efraim  Benmelech  and  the  University 
of  Chicago's  Tobias  J.  Moskowitz  said  states  that  raised 
the  maximum  interest  rate  permitted  for  loans  generally 
experienced  higher  economic  growth  rates  in  subsequent 
years.  While  speculating  that  other  political  factors  also 
might  have  been  at  work,  the  researchers  declare, 
"Restrictions  on  lending  do  not  seem  consistent  with 
public  interests."  — Daniel  Fisher 


High  Flyer 


COM 


Taxing:  V.  Cheryl  Womack. 


V.  Cheryl  Womack,  who 
touts  her  own  business  suc- 
cesses as  the  longtime  head 
of  the  nonprofit  group  Lead- 
ing Women  Entrepreneurs 
of  the  World,  signed  per- 
sonal tax  returns  for  2001 
and  2002  claiming  a  nega- 
tive $1.8  million  in  total  tax- 
able income  and  no  income 


tax  liability.  Her  declared  losses  became  known  when  she  filed  a 
U.S.  Tax  Court  lawsuit  disputing  Internal  Revenue  Service  asser- 
tions she  actually  had  $2.6  million  in  taxable  income  those  years 
and  owes  $3.1  million  in  taxes  and  penalties.  The  feds  disallowed 
losses  Womack  said  she  incurred  from  various  corporations  she 
owns.  The  big-profile  Womack,  whose  first  venture  in  her  native 
Kansas  City  sold  insurance  to  truckers,  holds  herself  out  as  a  role 
model  and  advocate  for  businesswomen.  A  Womack  flack  says 
the  pending  case  involves  only  disputed  aircraft  depreciation,  not 
ailing  businesses.  — Janet  Novack  and  William  P.  Barrett 

Now  That's  a  Fast  Metabolism 

Since  a  January  merger,  Celsius  Holdings  shares  have  zoomed 
from  15  cents  to  a  recent  $1.68,  creating  a  $164  million  market 
cap.  The  profitless  Delray  Beach,  Fla.  firm,  which  just  changed 
auditors,  touts  "the  worlds  first  calorie-burning  soda  which  has 
been  scientifically  validated."  The  hint  that  one  can  lose  weight 
simply  by  consuming  a  mix  of  green  tea,  ginger  and  caffeine, 
which  speeds  human  metabolism,  is  based  on  a  single  one-para- 
graph study  examining  20  drinkers  that  a  company  unit  itself 
funded  two  years  ago.  Previously  Celsius  called  itself  Vector  Ven- 
tures, sported  an  address  in  Greece  and  unsuccessfully  searched 
for  natural  resources.  Boss  Stephen  Haley  says  sales  are  rising  and 
another  study  is  under  way.  He  disclaims  involvement  with  a 
$1.65  million  investor  relations  campaign  paid  by  a  mysterious 
outfit  called  Watermark  Capital  Ltd.  —Matthew  Rand  and  W.P.B. 


CondoFlop.com  Is  More  Like  It 

CondoFlip.com,  the  famous  Web  site  where  would-be  real  estate 
tycoons  could  buy  and  sell  unbuilt  Miami  housing  units,  has 
shut  down  for  lack  of  deals.  Since  2004  "we  saw  thousands  of 
sellers,  and  very  few  buyers,"  says  a  posted  notice  that  cites 
"overly  ambitious  speculators"  who  realized  "further  purchasing 
was  increasingly  risky."  Owner  Mark  Zilbert  now  sends  traffic  to 
CondoSuperCenter.com,  which  deals  primarily  in  existing  con- 
dos  and  offers  broader  services.  But  this  site  retains  Zilbert  s  infa- 
mous Condo  Flip  Panic  Buttons  "for  sellers  who  get  into  trouble 
situations  and  need  to  sell  fast."        —Neil  Weinberg  and  W.P.B. 

Blame  Short-Sellers 

The  35  companies  that  got  a  recent  ten-day  trading  halt  from  the 
Securities  &  Exchange  Commission,  which  cited  "recent  and 
repeated  spam  e-mail  campaigns,"  include  Espion  International — 
which  says  its  sole  product  "combat[s]  the  ever-changing  tactics 
of  spammers."  The  SEC  said  "questions  have  arisen  regarding  the 
adequacy  and  accuracy  of  press  releases"  concerning  the  Costa 
Mesa,  Calif,  business,  which  sells  an  antispam  hardware  product 
called  the  Interceptor.  While  acknowledging  the  irony,  President 
Ryan  Smith  says  tiny  Espion  (2006  revenues,  $400,000)  had 
nothing  to  do  with  the  massive  puffery  and  was  assisting  author- 
ities. In  the  year  to  the  trading  halt,  Espions  162  million  shares 
fell  by  99%.  —Kai  Falkenberg  and  W.P.B. 


Judicial  Standards  Aren't  What  1^ 

That  Wikipedia  explicitly  refuses  to  guarantee  the  validity  of  its  postings  hasn't  stopped  federal  judges  recently  from 
citing  the  online,  user-edited  encyclopedia  in  written  opinions  for  all  kinds  of  propositions.— J.N.  and  W.P.B. 


CASE  NAME  |  U.S.  COURT  |  JUDGE 

NATURE  OF  WIKIPEDIA  CITATION 

Breitfeller  v.  Playboy  Ent.  |  Mid.  Dist,  Fla.  |  James  S.  Moody 

description  of  "booty  music" 

Sacirbey  v.  Guccione  |  S.  Dist,  N.Y.  |  Barbara  S.  Jones 

history  of  Bosnia-Herzegovina 

McDonald  v.  HSBC  Finance  |  S.  Dist.,  Ind.  |  Richard  L.Young 

meaning  of  phrase  "catch  22" 

U.S.  v.  Radomski  |  Appeals,  7th  |  Richard  A.  Posner 

bio  of  Polish  boxer  Andrew  Golota 

N'Diom  v.  Gonzales  |  Appeals,  6th  |  Gilbert  S.  Merritt 

2005  coup  in  Mauritania 

Smith  v.  Crose  |  Dist.,  N.J.  |  Faith  S.  Hochberg 

definition  of  "methadone"  } 

Franklin  v.  Rees  |  W.  Dist.,  Ky.  |  Joseph  H.  McKinley  Jr. 

overview  of  Sikh  religion  ' 

Ferguson  v.  Commissioner  |  Tax  |  Robert  N.  Armen 

definition  of  "video  poker" 
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If  you  take  any  AstraZeneca  medicines, 
you  may  be  surprised  that  there's  someone 
you  can  turn  to  for  help  if  you  can't  afford 
them:  us.  A  family  of  four  without  prescription 
coverage  making  up  to  $60,000  per  year 
may  qualify  for  patient  assistance.  The 
AstraZeneca  Personal  Assistants  can 
assist  you  in  signing  up  for  programs  that 
can  provide  you  free  medicines  or  significant 
savings  if  you  qualify. 


We'll  be  the  first  to  admit  we  don't  have 
all  the  answers.  But,  as  a  pharmaceutical 
company,  we  recognize  that  when  you 
trust  us  to  help  you,  we  feel  we  owe 
you  the  same  trust  in  return.  That's  what 
AZ&Me  is  all  about.  A  place  we're 
creating  to  put  the  personal  touch  back 
into  healthcare. 

Please  visit  AZandMe.com 
or  call  1  -800-AZandMe. 


Healthcare  for  people. 


AstraZeneca 


Qn  My  Mind  -  

By  Sanford  Ikeda,  associate  professor  of  economics,  purchase  College,  State  University  of  new  York  and 

AFFILIATED  SENIOR  SCHOLAR,  MERCATUS  CENTER  AT  GEORGE  MASON  UNIVERSITY. 


Break  It  Up 

How  New  Orleans  can  finally  clean  up  its  act. 


NINETEEN  MONTHS  AFTER  THE 
chaos  of  Hurricane  Katrina,  New 
Orleans  is  on  its  fourth  official 
rebuilding  plan,  and  homeowners 
in  the  Big  Easy  have  written  off  the 
process.  The  current  planning 
program  is  viewed  as  neither  good 
nor  bad.  Its  simply  irrelevant. 

Nevertheless,  you  can  see 
pockets  of  resilience.  Hard-hit 
Broadmoors  active  neighborhood 
association  has  formed  partner- 
ships with  corporations  and  non- 
profits. Two-thirds  of  this  sectors 
homes  have  been  rebuilt.  As  early 
as  October  2005,  while  Mayor  Ray 
Nagin  fiddled,  the  5,000-plus 
parishioners  of  Mary  Queen  of 
Vietnam  Church  in  New  Orleans 
East  were  well  organized  and 
rebuilding. 

These  pockets  of  productivity 
are  notable  in  that  people  suc- 
ceeded with  little  if  any  involvement 
from  the  central  government.  To  my 
colleague  Peter  Gordon  of  the  Uni- 
versity of  Southern  California  and 
me,  this  sends  an  important  message: 

Rather  than  try  to  fix  a  doomed  political  process,  neighborhoods 
should  be  allowed  to  secede  from  the  city. 

At  first  blush  this  idea  probably  sounds  radical,  even  absurd.  But 
secession  is  the  logical  extension  of  the  Unified  New  Orleans  Plan, 
which,  in  an  earlier  incarnation,  allowed  each  neighborhood  to  hire 
urban  planners  to  coordinate  post-Katrina  reconstruction.  If  neigh- 
borhoods can  be  trusted  with  this  vital  task,  why  can't  they  manage 
their  own  security,  garbage  collection,  noise  ordinances  and  road 
maintenance?  Devolving  power  in  this  way  goes  far  beyond  UNOP's 
proposed  "citizen  participation"  and  enables  neighborhoods  to  more 
effectively  mobilize  their  energy  and  know-how. 

Consider  this:  Secession  has  been  happening  for  decades. 
Almost  a  fifth  of  Americans  now  live  in  suburbs,  private  neigh- 
borhoods with  deed  restrictions  and  community-oriented  gover- 
nance. Why  shouldn't  urban  dwellers  have  those  options? 

The  population  of  New  Orleans  has  been  falling  for  30  years  as 
people  move  away  from  high  taxes,  increasing  regulation,  crum- 


If  seceding  neighborhoods 
competed  for  residents,  with; 
better  services  and  lower 
fees,  voting  with  one's  feet 
wouldn't  necessarily  mean 
 leaving  the  city.  1 


bling  infrastructure,  entrenched 
poverty,  dismal  schools  and  poor 
city  services.  While  the  government 
ignores  signals  of  decline,  residents 
vote  with  their  feet. 

If  seceding  neighborhoods  in 
New  Orleans  were  allowed  to  com- 
pete for  residents  by  offering  better 
services  and  lower  fees,  voting 
with  one's  feet  wouldn't  necessarily 
mean  leaving  the  city. 

University  of  Maryland  econo- 
mist Robert  Nelson  provides  a 
blueprint  for  how  secession  might 
work.  A  community  collects  sig- 
natures from  homeowners.  If,  say, 
40%  of  homeowners  request  a 
secession  election,  the  state  sched- 
ules and  manages  a  plebiscite. 
Then,  if  70%  of  homeowners  and 
80%  of  votes  weighted  for  prop- 
erty value  vote  yea,  a  neighbor- 
hood leadership  election  is  held, 
and  the  new  neighborhood  board 
negotiates  transfer  of  property  and 
services  from  the  city.  The  state 
serves  as  mediator. 

Opponents  might  argue  that 
large  urban  governments  achieve  economies  of  scale,  that  bigger 
cities  can,  for  instance,  provide  fire  protection  cheaper  on  a  per- 
person  basis.  If  that  were  true,  New  York  City  would  be  a  model 
of  efficiency  and  no  one  would  want  to  live  in  Greenwich,  Conn. 

Would  secession  create  de  jure  rich  and  poor  areas  with 
different  levels  of  public  services?  That  is,  in  fact,  the  status  quo 
in  New  Orleans — roads,  police  protection,  schools  and  public 
spaces  are  better  in  wealthier  areas.  Seceding  communities  have 
an  incentive  to  pay  for  more  than  their  share  of  regional  public 
services  to  keep  property  values  high. 

While  seceding  neighborhoods  may  not  be  ideal,  they  are 
better  than  the  status  quo.  The  failure  of  local  government  to 
adequately  perform  any  of  its  functions,  from  policing  to  schools, 
has  brought  New  Orleans  to  a  crisis  point.  The  future  appears 
bleak,  city-managed  rebuilding  is  a  failure,  and  desperate  times 
call  for  desperate  measures.  New  Orleanians  are  ready  for  new, 
good  ideas,  not  just  in  urban  planning  but  in  urban  living.  F 
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Because  losing  your  way 

could  mean  losing  their  business. 


Introducing  the  BlackBerry"  8800.  Only  from  Cingular. 
It's  the  slimmest  BlackBerry  ever,  yet  it's  packed  with 
features  like  built-in  GPS,  Push  to  Talk,  expandable 
memory,  and  a  media  player  for  music  and  video. 
Soon  to  be  the  envy  of  boardrooms  everywhere. 


>  Built-in  GPS  navigation 

>  "Pearl-like"  trackball  and  full  QWERTY  keyboard 

>  Access  to  work  and  personal  email 

>  Global  connectivity  in  over  120  countries 

>  Runs  on  America's  largest  high-speed  wireless 
data  network 


BlackBerry  8800 
only  from  Cingular 


$299 


99 


after  $50  mail-in  rebate 
debit  card  with  2-year 
service  agreement  on 
unlimited  BlackBerry  plan 
and  eligible  voice  plan. 

:::  BlackBerry 


Call  1-866-4CWS-B2B     Click  www.cingular.com/blackberry8800    Visit  your  nearest  Cingular  store 

ingular  also  imposes  monthly  a  Regulatory  Cost  Recovery  Charge  of  up  to  $1.25  to  help  defray  costs  incurred  in  complying  with  State  and  Federal  telecom  regulation;  State  and  Federal 
liversal  Service  charges;  and  surcharges  for  customer-based  and  revenue-based  state  and  local  assessments  on  Cingular.  These  are  not  taxes  or  government-required  charges. 

average  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing 
Idress  within  Cingular's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Offer  available  at  participating  locations.  Early  Termination  Fee:  None  if  cancelled  in  the  first 
"  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Unlimited  Voice  Services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Offnet  Usage: 
your  minutes  of  use  (including  unlimited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance,  Cingular  may  at 
option  terminate  your  service,  deny  your  continued  use  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is 
|ual  to  the  lesser  of  750  minutes  or  40%  of  the  Anytime  Minutes  included  with  your  plan.  Rebate  Debit  Card:  BlackBerry  8800  price  before  mail-in  rebate  debit  card,  unlimited  BlackBerry 
an,  and  eligible  voice  plan  is  S349.99.  Allow  10-12  weeks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  all  locations;  void  where  prohibited,  taxed,  or  restricted.  Must  be 
stomer  for  30  consecutive  days.  Must  be  postmarked  by  5/30/07.  Sales  tax  calculated  based  on  price  of  unactivated  equipment.  Certain  email  systems  may  require  additional  hardware 
d/or  software  to  access.  The  BlackBerry  and  RIM  families  of  related  marks,  images,  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In 
Dtion  Limited  -  used  by  permission.  RIM  and  Research  In  Motion  are  registered  in  the  U.S.  Patent  Office.  Other  trademarks  and  service  marks  are  the  property  of  their  respective  owners. 
2007  AT&T  Knowledge  Ventures.  All  rights  reserved.  AT&T,  AT&T  logo,  Cingular,  and  Cingular  logos  are  trademarks  of  AT&T  Knowledge  Ventures  and/or  AT&T  affiliated  companies. 


Advertisement 


LAST  SUMMER,  I  WAS  OUT  HAVING  LUNCH 

with  three  of  my  girlfriends.  When  it  came  time  to 
pay,  the  waitress  told  us  that  someone  had 
picked  up  our  bill.  It  turned  out  that  an  elderly 
lady  who  is  a  regular  customer  at  the  restau- 
rant had  seen  us  come  in  and  wanted  to 
pay  for  our  lunch  because  she  remembered 
what  it  was  like  to  be  young  and  not  have 
much  money.  We  all  left  the  restaurant  wanting 
to  reciprocate  this  wonderful  gesture. 


Building  upon  company  founder  Conrad  Hilton's  original  vision  of  "filling  the  earth  with  the  light  an 
warmth  of  hospitality"  and  the  company's  be  hospitable®  philosophy,  the  Hilton  Family  of  Hotels  is  hopin 
to  inspire  acts  of  kindness  and  hospitality  across  the  globe  with  the  be  hospitable  Index.  Created  to  trac 
everyday  courtesies  like  holding  a  door  open,  helping  a  senior  carry  groceries  or  giving  up  a  seat  on  pub 
lie  transportation,  the  Hilton  Family's  be  hospitable  Index  furthers  the  company's  desire  to  take  hospitality  beyond  th 
doors  of  its  hotels,  to  help  make  the  world  a  more  hospitable  place.  With  the  goal  of  ensuring  that  no  good  deed  goe 
unmapped,  visitors  to  www.behospitable.com  are  invited  to  report  the  good  deeds  they've  witnessed,  or  an  act  c 
kindness  that  was  offered  to  them.  Visitors  who  submit  their  stories  to  the  site  may  even  find  them  highlighted  i 
the  be  hospitable  Show,  an  ongoing  feature  that  brings  simple  acts  of  human  kindness  and  hospitality  to  life. 


I  WAS  TRAVELING  ON  BUSINESS  IN  SAN  FRANCISCO 
last  year  and  got  food  poisoning  while  at  a  client  meeting. 
I  struggled  through  the  day  feeling  terrible  and  fell  into  a  cab 
to  go  back  to  my  hotel.  The  cab  driver  could 
tell  I  was  not  well  and  was  very  nice  and 
truly  concerned  about  me.  I  happened  to 
mention  to  him  that  cold  ginger  ale  is 
what  my  mom  used  to  give  me  when  my 
stomach  was  upset.  Thirty  minutes  after 
climbed  into  bed  in  my  hotel  room,  someone  from 
the  front  desk  brought  up  a  package  that  had  just  been 
dropped  off  by  a  cab  driver ...  a  big  bottle  of  ginger  ale 
and  a  note  that  said  "Feel  better." 


I 


TheHil^Fainily 

be  hospitab 


Join  in  and  make  the  world  a  better  place!  If  you  witness  o 
experience  someone  being  hospitable,  please  do  your  par 
to  help  raise  the  be  hospitable  Index.  Simply  log  on  ti 
www.behospitable.com  and  report  what  you  see.  Thank  you 


1  ,- 

No  good  deed  goes 
unmapped. 


It's  all  part  of  the  growing  Be  Hospitable  Index.  Simply  go  to 
behospitable.COITI  to  share  any  good  deed  you  see.  Recognize 
acts  of  kindness  from  your  friends,  relatives  and  neighbors  as  well  as 
acknowledging  perfect  strangers.  Tell  us  your  story,  get  on  the  map 
and  watch  the  hospitality  spread. 

I  j  .  ' 

The  Hilton  Family.  Nine  distinct  hotels,  one  simple  philosophy...  be  hospitable. 


TljeHil^Family 

be  hospitable® 


USA 


Official  Sponsor  of  the 
U.S.  Olympic  Team 


HOMEWOOD 
SUITES 


WALDORF 
ASTORIA 


How-Through 


Credit  Crunch 


FORBES  was  early  to  call  the  coming  disaster 
for  subprime  lenders  like  New  Century 
Financial— a  little  too  early.  Three  years 
ago  we  ran  a  piece  that  flagged  a  series  of 
warning  signs,  noting  that  most  borrowers 
with  weak  credit  have  little  equity  in  their 
homes  and  the  homes  themselves  are 
of  dubious  value.  Investors  who  were  still 
hot  for  New  Century,  we  advised,  should 
take  a  cold  shower.  It's  been  more  like  a 
bloodbath  since  early  February,  when 
the  Irvine,  Calif,  mortgage  bank  said  it 
would  restate  its  financials  for  the  first 
I  three  quarters  of  2006.  Since  then  share- 
holders have  sued,  government  authorities  have  announced  investigations 
and  New  Century's  creditors,  including  Goldman  Sachs  and  Morgan  Stan- 
ley, have  said  the  company  was  in  default.  Shares  in  New  Century,  which 
trades  as  a  real  estate  investment  trust,  tumbled  97%  since  our  story  to 
$1.66  before  the  New  York  Stock  Exchange  suspended  trading  and  moved 
to  delist  the  stock.  — Susan  Adams 

MARCH  13,  2006 

Attention  Getting 

A  year  ago  New  River  Pharmaceuticals  thought  it  had  something  special 
with  its  first  drug,  a  stimulant  designed  to  treat  attention  deficit  hyperactivity 
disorder.  It  wasn't  wrong.  In  February  Shire  Pic.  agreed  to  buy  New  River 
for  $2.6  billion.  Three  days  later  New  River's  drug  Vyvanse  won  Food  & 
Drug  Administration  approval.  The  sale  is  a  rich  payback  for  New  River's 
founder,  Randal  Kirk,  who  started  the  company  with  $20  million  of  his 
own  money  and  owned  half  of  New  River  shares.  One  disappointment 
for  Shire:  The  FDA  has  made  a  preliminary  recommendation  that  the  drug 
be  labeled  in  the  same  category  as  other  potentially  addictive  ampheta- 
mine-based drugs,  which  could  hurt  sales.  —Andy  Stone 

FEBRUARY  28,  2005 


Shake,  Rattle  and  Roil 


Two  years  ago  the  future  of  tiny  technology  company  Immersion  Corp.  in 
San  Jose,  Calif,  looked  murky.  Chief  Victor  Viegas  had  sued  both 
Microsoft  and  Sony,  alleging  the  tech  titans  had  infringed  on  Immersion's 
patents  for  "force-feedback"  technology,  which  made  the  Xbox  and 
PlayStation  2  game  controllers  rattle  and  shake  in  the  hand  for  an  extra 
dose  of  realism.  Microsoft  had  settled  for  a  one-time  $20  million  licens- 
ing fee  and  another  $6  million  in  preferred  stock,  but  Sony  was  holding 
out.  The  air  has  finally  cleared  for  Immersion.  In  March  Sony  agreed  to 
pay  $97.2  million  in  damages  and  another  $22.5  million  in  ongoing  licens- 
ing fees.  Stock  in  Immersion,  which  also  uses  the  technology  in  surgical 
simulators  and  other  electronic  interfaces,  is  up  18%  on  the  news. 

— David  Armstrong 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  FEBRUARY  18,  1922 

He  Who  Laughs  Last  Next  to  golf,  John  D. 

Rockefeller  enjoys  nothing  more  than  a  funny 
story.  He  can  tell  them  by  the  hour.  Andrew 
Carnegie  was  an  inveterate  joker.  One  witticism  he 
didn't  enjoy  however  was  a  retort  given  by  his  steel 
manager  who  was  accompanying  Andy  to  New 
York  to  give  him  a  send-off  to  Europe.  As  they 
sighted  water,  Andy  remarked,  "I'll  heave  a  sigh  of 
relief  when  I  sail  out  of  sight  tomorrow."  "So  will 
the  rest  of  us!"  came  the  instantaneous  but  wholly 
unexpected  reply. 

25  YEARS  AGO  IN  FORBES  |  MAY  24, 1982 

Discount  Shopping  i  know  this  is  going  to 

sound  corny,"  says  Cal  Turner  Jr.,  as  he  wheels  his 
big  white  Cadillac  DeVille  through  Scottsville,  Ky., 
"but  I  really  believe  that  running  this  company  and 
practicing  the  Protestant  work  ethic  is  my  calling." 
Turner,  who  delivers  an  occasional  sermon  and  plays 
the  organ  at  the  local  Methodist  church,  has  felt 
that  way  for  a  while.  Turner's  father  and  grandfather 
founded  Dollar  General  in  1939  with  $10,000  in 
capital,  and  profits  have  grown  handsomely. 
The  growth  formula  is  simple:  DG's  850  stores  are 
located  in  small  rural  communities  ranging  from 
Atoka,  Okla.  to  Pocomoke,  Md.  The  company  strives 
to  be  a  no-frills  discounter  of  everything  from 
clothing  to  housewares  to  shoes. 

Kohlberg  Kravis  Roberts  is  taking  Dollar  General 
and  its  8,260  stores  private  in  a  deal  worth 
$7.3  billion. 

15  YEARS  AGO  IN  FORBES  |  OCTOBER  26,  1992 

BeemerTime  Oktoberfest  came  a  month  early 
this  year  for  workers  at  BMW's  tall,  cylindrical 

,   headquarters  in  Munich. 

 They  fairly  whooped  it  up 

.  ■    -  ■  when  the  news  broke  that 

jj5!iiitZ2I3  worldwide  unit  sales  of 

n       BMW  cars  in  the  eight 

B months  through  August 
&mmwBffimkm&ltfs   surpassed  for  the  first 
time  those  at  archrival  Mercedes-Benz.  But  BMW 
Chairman  Eberhard  von  Kuenheim,  looking  out 
from  his  22nd-floor  office,  is  more  restrained  than 
his  underlings.  "The  importance  of  the  sales  figures 
should  not  be  overestimated,"  Von  Kuenheim 
cautions  visitors.  "The  target  has  never  been  to  sell 
more  cars  than  Mercedes,  just  to  win  customers." 
A.soft-spoken  and  patrician  man  who  descends  from 
a  family  of  Alsatian  aristocrats,  Von  Kuenheim,  63, 
has  led  BMW  for  the  last  22  years,  making  him  the 
longest-serving  chairman  among  the  world's  larger 
carmakers. 

BMW  is  predicting  record  sales  in  2007. 
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HOT  iPOs 


Exuberance 

The  ducks  are  quacking  on  Wall  Street.  Among  other  things,  they  are  gobbling  up 
shares  of  moneylosing,  cash-constrained  technology  companies  |  By  Quentin  Hardy 


CRAIG  MCCAW  IS  HAVING 
good  luck  with  his  timing  this 
time  around.  In  early  March 
the  wireless  mogul  dove 
between  two  market  swoons 
to  raise  $600  million  in  a  public  offering 
for  a  high-speed,  over-the-air  data  service 
called  Clearwire  that's  supposed  to  break 
the  broadband  duopoly  of  cable  and  tele- 
phone companies. 

The  Clearwire  deal  is  classic  McCaw:  a 
futuristic  technology  fueled  by  a  guy  with  a 
grand  vision  of  the  future  but  not  too  much 
focus  on  the  bottom  line.  Investors  went  for 
the  vision,  buying  24  million  shares  at  $25, 
the  high  end  of  their  estimated  range.  Clear- 
wires  market  valuation  hovers  near  $3  bil- 
lion, or  30  times  revenue.  McCaw's  35%  stake 
is  worth  $1.1  billion. 

It  took  a  few  hours,  but  investors 
finally  did  take  a  gander  at  the  profit-and- 
loss  statement.  Clearwire  lost  $284  mil- 
lion last  year  on  $100  million  in  revenue, 
and  the  company  is  burning  through  cash 
faster  than  it  can  raise  it.  The  shares  are 
down  20%  from  their  offering  price. 

McCaw  could  still  call  it  a  victory,  par- 
ticularly given  his  spotty  history  and 
Clearwire's  iffy  prospects.  The  losers  may 
be  us,  a  public  suddenly  so  hot  for  growthy 
tech  stocks  that  quality  standards  are  start- 
ing to  slip.  Echoing  the  addled  exuberance 
of  1999,  the  last  few  months  have  seen  a 
dramatic  rise  in  the  share  of  moneylosing 
companies  among  all  those  seeking  to  sell 


shares  to  the  public.  In  the  last  two  years 
392  companies  went  public,  according  to 
Renaissance  Capital,  and  71%  of  them 
were  profitable.  But  so  far  this  year  only 
39%  of  the  41  companies  that  have  gone 
public  have  profits. 

Paul  Bard,  a  vice  president  at  Renaissance 
Capital,  says  the  recent  tilt  toward  unprof- 
itable companies  is  not  as  bad  as  it  looks  be- 
cause a  lot  of  these  young  companies  will 
soon  begin  turning  profits.  And  he  adds  that 
7  of  those  41  IPOs  were  of  so-called  blank- 
check  firms,  which  are  merely  shell  compa- 
nies. Excluding  those,  the  percentage  of  prof- 
itable firms  going  public  rises  to  47%. 

People  in  the  business  of  selling  tech- 
nology company  shares  to  the  public 
contend  that  these  are  excellent  times  to 

Party  Like  If  s . . . 

Moneylosing  IPOs  are  back  in  vogue. 
Some  blame  the  rise  of  blank-check 
offerings,  or  a  rising  appetite  for  risk. 


80% 
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Source:  Renaissance  Capital's  IPOHome.com. 


own  a  piece  of  the  future.  "We  are  in  a 
very  strong  IPO  market,"  says  Paul 
Chamberlain,  a  Silicon  Valley  financier 
with  Morgan  Stanley.  "Investors  are  now 
willing  to  pay  higher  prices  for  higher- 
growth  companies  and  willing  to  trade 
off  profits  today  for  higher  revenue 
growth."  He  cites  a  passel  of  well- 
received  recent  new  issues:  BigBand  Net- 
works (up  31%  from  its  initial  pricing), 
Riverbed  Technology  (up  177%)  and 
Isilon  Systems  (up  38%).  All  three  of 
these  firms  are  growing  rapidly.  For  now 
none  is  in  the  black. 

Investors  can't  be  too  picky,  since 
they  are  competing  with  alternate  buy- 
ers— namely,  firms  like  Google  and 
Yahoo,  to  say  nothing  of  private  equity 
players.  What  the  public  often  gets  are 
the  firms  hungriest  for  money.  "Compa- 
nies that  need  a  lot  of  capital  go  for  the 
public  markets,"  says  Alex  R.  Slusky, 
managing  partner  at  Vector  Capital  in 
San  Francisco.  "Vonage  is  one  example- 
just  because  you  need  capital  doesn't 
mean  investors  will  get  a  return."  Inter- 
net phone  service  Vonage,  like  Clear- 
wire,  spends  far  more  on  operating  costs 
than  it  makes  in  gross  profit.  Its  shares 
are  off  76%  since  its  offering  last  May. 

Clearwire,  which  declined  comment 
in  the  wake  of  the  public  offering,  offers 
no  timeline  for  profit.  Its  interest  and  oper- 
ating expenses  will  consume  all  the  new 
equity  money  by  September,  without 
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counting  the  $300  million  that  Clearwire 
recently  agreed  to  pay  for  more  spectrum. 
It  has  200,000  customers  in  the  U.S.  and 
Europe  who  pay  $30  to  $55  a  month  for 
wireless  Internet  at  speeds  that  fall  at  the 
lower  end  of  digital  subscriber  line  service 
from  a  phone  company. 

For  now  Clearwire  operates  on  a 
swath  of  radio  spectrum  that  had  been 
licensed  for  use  in  schools  and  churches. 
It  plans  to  move  its  customers  to  WiMax, 
a  hyped  high-speed  alternative  to  third- 
generation  cellular.  Intel,  Motorola  and 
Bell  Canada,  which  all  have  a  big  interest 
in  promoting  WiMax  technology,  have 
sunk  $1.1  billion  into  Clearwire,  extract- 
ing lots  of  stock  and  commitments  that 
Clearwire  will  buy  their  technology. 
Clearwire  also  has  $1  billion  in  notes  and 
loans  to  pay  by  20 1 1 . 

Bettors  on  McCaw  know  he  has  done 
much  with  little  before.  At  20  he  took  over 
the  remains  of  his  deceased  father's  lone 
cable-television  outpost  in  Centralia, 
Wash,  and  turned  it  into  a  national  cellu- 
lar network,  fueled  with  massive  debt 
and  loans  from  wireless  equipment 
makers.  He  sold  McCaw  Cellular  to 
k  AT&T  for  $1 1.5  billion  in  1994,  plus 

L$5  billion  in  assumed  debt.  McCaw 
was  a  billionaire — just. 

McCaw  built  up  a  $3  billion 
I  stake  in  Nextel,  eventually  own- 
f  ing  23%  of  the  company,  but  sold 
most  of  it  in  2003  during  the  tele- 
com bust,  missing  Sprints  $35  bil- 
lion purchase  of  Nextel  in  2004.  His 
other  efforts  included  plowing  mil- 
lions in  a  telecom  network  called  XO 
a  satellite  service  called  Teledesic.  Nei- 
ther succeeded,  though  McCaw  retains  one- 
third  of  the  stock  (and  70%  of  the  vote)  in 
another  satellite  venture  that  plans  to  launch 
service  in  late  2008. 

Clearwire  shares  a  lot  with  classic 
McCaw  deals:  same  management  group, 
same  crazy  structure  of  deals,  loans  and 
vendor  agreements.  Eight  of  its  top 
managers  are  McCaw  alumni  (lawyers 
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and  engineers— the  sales  folks  stayed 
away).  You  have  to  read  a  footnote  to  find 
it,  but  even  McCaw's  brother  John  holds 
a  1.7%  voting  stake  in  Clearwire.  With 
Craig's  48.6%  voting  stake,  its  enough  to 
keep  Clearwire  a  family  affair. 

But  the  world  has  changed,  starting 
with  customer  expectations  (particularly 
low  in  Clearwire's  case,  to  read  most 
reviews).  McCaw  is  entering  a  crowded 
field  for  advanced  wireless  services.  Intel 

GREEN  TECHNOLOGY 


and  Motorola  also  have  WiMax  agree- 
ments with  Sprint,  which  plans  to  spend 
$3  billion  on  a  bigger  WiMax  network 
over  the  next  three  years.  It  starts  business 
later  this  year,  ahead  of  Clearwire. 

Some  investors  hope  that  Sprint  will 
eventually  buy  Clearwire  for  its  spec- 
trum, finessing  for  them  the  trouble- 
some matter  of  profits  and  dividends. 
The  liquidation  value  of  Clearwire  could 
easily  be  higher  than  its  market  cap. 


Telecom  executives  say  (unofficially) 
that  Sprint  is  too  busy  digesting  Nextel 
to  think  of  buying  Clearwire. 

Clearwire's  roughing  up  on  Wall  Street 
is  enough  to  make  a  billionaire  want  to  hit 
the  slopes,  which  may  be  exactly  what 
McCaw  is  doing.  He  stepped  down  as 
co-chief  executive  in  January  and  spends 
much  of  his  time  in  Austria,  where  his 
wife,  a  fundraiser  for  George  W.  Bush,  is 
U.S.  ambassador.  F 


Science  Meets  the  Pink  Sheets 


if  you  liked  cold  fusion,  you'll  love  this  global  warming  idea. 

By  David  Armstrong 


IN  A  FEW  WEEKS  WEATHERBIRD  U,  A  1 1 5- 
foot-long  research  vessel,  will  troll  the 
Pacific  Ocean  dumping  at  least  20  tons  of 
iron  dust  into  the  water  near  the  Galapagos 
Islands.  It's  the  first  attempt  to  make  money 
from  a  long  studied  but  unproved  antidote 
to  global  warming:  The  iron  dust  will  cause 
phytoplankton  to  bloom  on  the  ocean's  sur- 
face, which,  in  theory,  will  then  suck  tons  of 
carbon  dioxide  out  of  the  atmosphere  and 
sink  it  deep  into  the  ocean. 

Behind  this  idea  is  a  Foster  City,  Calif, 
company  called  Planktos,  headed  by  D.  Russ 
George,  a  onetime  Greenpeacer  and  environ- 
mental project  manager  with  the  Canadian 
government.  His  company  trades  at  a  recent 
$1.15  a  share,  giving  it  a  market  cap  of  $89 
million.  George  says  there's  money  to  be  made 
in  iron  dumping  by  selling  credits  on  the  nas- 


cent carbon-swap  markets.  "The  pure  research 
community  says  this  needs  more  study'  says 
George,  "but  this  is  useful  technology." 

This  is  a  fellow  who  clearly  loves  long 
shots.  His  other  company,  D2Fusion,  aims  to 
commercialize  cold  fusion,  a  small-scale, 
room-temperature  nuclear  reaction  main- 
stream scientists  tend  to  dismiss  as  a  pipe 
dream.  These  ventures  were  originally  backed 
by  Nelson  Skalbania,  a  Canadian  real  estate 
mogul  and  former  hockey  team  owner  best 
known  for  signing  the  17-year-old  Wayne 
Gretzky  to  the  World  Hockey  Association's  In- 
dianapolis Racers  in  1 978.  Since  the  mid- 1 990s 
the  sexagenarian  has  turned  his  attention  to 
green  technology:  He  founded  Solar  Energy 
Ltd.  to  invest  in  technology  to  capture  the  sun's 
energy  through  water  evaporation  and  has  in- 
vested in  the  neighborhood  of  $7  million  in 


George's  hrm^Jhese^are  both  controversial 
and  speculative  startups,"  Skalbania  admits. 

Dumping  iron  in  the  ocean  isn't  totally 
crazy.  Oceanographers  say  studies  show  the 
phytoplankton  blooms  absorb  huge  amounts 
of  CO2.  But  they  are  wary  of  manipulating 
ocean  chemistry  for  profit.  It's  not  yet  clear 
how  much  CO2  the  dead  plankton  drags  into 
the  deep  ocean.  Potential  consequences  of 
stimulating  plankton  blooms  are  nitrogen 
depletion,  eutrophication  and  the  suffocation 
of  fish.  "We  are  doing  the  oceans  an  incred- 
ible disservice  to  ask  them  to  be  our  CO2  trash 
cans,"  says  Kenneth  Coale,  director  of  the  Moss 
Landing  Marine  Laboratories. 

George  says  his  blooms  will  be  1  %  the  size 
of  those  that  occur  naturally,  with  no  dele- 
terious side  effects.  Remains  to  be  seen  if  the 
same  can  be  said  of  an  investment  here.  F 


Fishy  or  fabulous?  Russ 
George  hopes  phytoplankto 
will  save  the  planet. 
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Tired  of  paying  for  incoming  calls? 

Sprint  Free  Incoming  Call  Plans  give  you  free  incoming  calls  from  all  phones,  all  networks,  all  the  time. 
AT&T  plans  don't.  So  your  small  business  can  cut  wireless  costs  and  still  take  every  client's  call. 
It's  another  reason  why  twice  as  many  businesses  choose  Sprint  over  AT&T  for  their  wireless  needs. 
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Nationwide  Sprint  PCS  and  Nextel  National  Networks  reach  over  261  and  274  million  people,  respectively.  Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Coverage  not 
available  everywhere -see  sprint.com/coverage  for  details  Not  available  in  all  markets/retail  locations.  Subject  to  credit  approval.  "Twice  as  many  businesses"  claim  based  on  a  survey  of 
*  corporate-liable  users.  Free  Incoming  Plans:  Free  Incoming  applies  to  calls  received  in  the  US.  Additional  restrictions  and  server/license  fees  apply.  ©2007  Sprint  Nextel.  All  rights  reserved. 
Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks  of  Sprint  Nextel. 


Qui  rant 

CAREERS 


Lonelymogul65 

Michael  Eisner  makes  his  next  move  on  the  Web. 

By  Evan  Hessel 


■  N  HIS  21  YEARS  RUNNING  WALT  DISNEY 
H  Co.,  Michael  Eisner  worked  with  Holly  - 

■  wood  titans  Jeffrey  Katzenberg  and  Jerry 
Bruckheimer.  Yet  five  months  ago  he  spent 
an  hour  with  the  four  unknown  founders 
of  startup  production  company  Big  Fantas- 
tic, mulling  ideas  for  a  series  of  90-second 
videos  to  be  made  with  microscopic  budg- 
ets and  distributed  over  the  Internet.  Eisner, 
65,  quizzed  the  rookies  on  character  devel- 
opment, analyzed  their  story  arcs  and 
pushed  for  a  teenage  protagonist,  all  the  bet- 
ter to  attract  advertisers. 

Eisner's  tenure  at  Disney,  which  ended  in 
late  2005,  took  its  market  value  from  $2  bil- 
lion to  $46  billion.  Along  the  way  he  amassed 
a  $1  billion  pile  from  cash  compensation  and 
options,  making  him  a  favorite  target  for  peo- 
ple who  complain  about  lavish  pay.  He  suf- 
fered the  indignity  of  giving  up  his  chairman's 
title  (but  remaining  chief  executive)  after  43% 
of  shareholders  voted  to  strip  him  of  it. 

Life  on  the  Web  is  less  turbulent.  Fasci- 
nated by  the  video  revolution  now  sweeping 
across  the  Internet,  Eisner  is  trying  to  get  a 
little  piece  of  it.  He  has  plowed  an  undisclosed 
sum  into  a  hodgepodge  of  new-media  bou- 
tiques, including  a  video-streaming  service, 
a  Web  production  studio  and  a  video  collab- 
oration with  the  Web  site  of  celebrity  rag 
Us  Weekly. 

"Michael  is  insatiably  curious  and  fasci- 
nated by  what  hasn't  been  done,"  says  his  long- 
ago  boss,  erstwhile  rival  and  longtime  pal, 
Barry  Diller.  Diller  controls  Expedia  and 
IAC/InteractiveCorp.,  which  together  own  a 
total  of  60  Web  sites.  "He  has  already  done 
something  remarkable  on  the  Web.  He  or- 
ganized a  program,  figured  out  the  distribu- 
tion and  sold  it  to  advertisers." 

One  of  Eisner's  first  Web  video  invest- 
ments came  a  year  ago  when  his  investment 
company,  Tornante  (Italian  for  "hairpin 
turn"),  bought  a  stake  in  Veoh  Networks. 
Veoh  streams  user-submitted  clips,  as 


YouTube  does,  as  well  as  hourlong  DVD-qual- 
ity programs  shot  by  aspiring  filmmakers  and 
promotional  videos  from  New  Line  Cinema 
and  Turner. 

In  January  Eisner  brokered  a  deal  for  the 
United  Talent  Agency  to  create  a  channel  on 
Veoh.  Amateur  filmmakers  will  be  able  to  up- 
load videos  to  the  site,  expected  to  go  live  by 
mid- April,  in  hopes  of  landing  a  UTA  agent. 

The  former  Disney  chief  also  has  begun 
to  acquire  Web  video  talent.  One  of  Eisner's 
Tornante  lieutenants  directed  him  to  Sam 
Has  7  Friends,  a  David  Lynch-inspired  Web 
soap  opera  that  notched  1.4  million  down- 
loads on  iTunes  in  December.  Eisner  was  fas- 
cinated by  the  show's  premise.  The  series' 
Web  site  announced  the  outcome  at  the  start: 
Sam,  a  fetching,  aspiring  actress,  gets  killed 
by  one  of  her  friends  in  the  final  episode.  The 
story  details  trickle  out  in  80  episodes  on  the 
Web  site,  posted  over  three  months.  Each  one 
runs  90  seconds. 

Eisner  first  summoned  the  show's  cre- 
ators, the  four  buddies  from  Big  Fantastic, 
to  his  Beverly  Hills  offices.  He  grilled  them 


on  how  they  produced  such  a  slick  and 
intricate  series  while  working  full-time  as 
editors  and  assistants  in  Hollywood.  He 
pumped  them  for  information  on  their 
promoting  Sam  on  MySpace  and  covering 
the  entire  production  with  $50,000  of  per- 
sonal savings. 

A  month  later  Eisner  agreed  to  finance 
and  distribute  their  next  project,  a  teenage 
murder  mystery  called  Prom  Queen,  through 
Vuguru,  his  newly  formed  Web  studio. 
"Prom  is  a  night  when  dreams  come  true  . . . 
but  this  year . . .  something  terrible  will  hap- 
pen," an  online  promo  announces  as  a  knife 
gently  slides  under  a  shimmery  red-and- 
white  garter. 

Eisner,  a  self-confessed  micromanager, 
reviewed  every  script  for  Prom  Queen, 
scribbling  his  own  notes  to  the  writers  in  the 
margins.  Unlike  big  shots  in  Hollywood,  the 
Web  rookies  welcome  the  meddling.  "You  can 
make  much  braver  and  bolder  story  decisions 
with  Michael  Eisner  approving  the  script,"  says 
Chris  Hampel,  32,  one  of  Big  Fantastic's 
founders  and  a  former  assistant  to  director 
Michael  Mann  ( Collateral,  Miami  Vice). 

Eisner  plans  to  run  the  show  on 
PromQueen.tv,  Veoh,  YouTube  and 
Ellegirl.com.  Juicemaker  Pom  Wonderful 
pays  to  sponsor  the  series.  Victorias  Secret  and 
HotKiss  provide  wardrobe  for  the  actors,  and 
viewers  can  click  on  StarStyle.com  to  pur- 
chase the  clothes  featured.  Eisner's  Tornante 
won't  say  if  it's  taking  a  cut  of  sales.  F 


Ex-Disney  boss  Michael 
Eisner  sees  big  profits 
in  slick  Web  videos. 
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It's  a  smart  device.  Which  network 
do  you  think  it  would  choose? 

A  new  smart  device  running  on  Sprint  Mobile  Broadband  is  5x  faster  than  the  same  device  on  AT&T's  EDGE. 
So  your  small  business  spends  less  time  waiting  on  loading  bars  and  more  time  working  with  clients.  It's  one 
more  reason  to  switch  to  the  nation's  largest  mobile  broadband  network. 
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MARKET  TIMING 


When  Right  Is  Wrong 

By  Bernard  Condon 


■  S  IT  TIME  FOR  A  BOLD  BET  AGAINST  THE  MARKET?  IN  RECENT 
I  months  two  dozen  subprime  mortgage  lenders  have  closed,  failed 
I  or  sold  themselves  in  desperation.  Home-building  stocks  have 
sunk  again.  And  that  favorite  target  of  U.S.-economy  Cassandras— 
retail  stocks— have  dropped  on  news  that  the  indebted,  inexhaustible 
consumer  slowed  his  spending  in  February.  But  before  you  call  your 
broker,  remember  that  even  the  most  prescient  pessimists  have  lost 
big  bucks  going  negative  too  early. 


PREM  WATSA 

The  head  of 
insurer  Fairfax 
Financial  made 
money  betting 
against  the  U.S. 
stock  market 
before  it  crashed  in  1987,  then 
again  in  2000.  Now  he  sees  a 
credit  crack-up  coming.  He  is 
betting  $276  million  that 
spreads  on  credit  default 
swaps  will  widen  as  delin- 
quencies rise,  and,  indeed, 


that  has  happened  recently. 
One  problem:  Watsa  has  a  lot 
of  ground  to  make  up.  He 
made  the  bet  a  few  years  ago 
and  is  74%  underwater. 

JULIAN  ROBERTSON 

A  new-econo- 
my skeptic,  the 
Tiger  Manage- 
ment chief 
closed  his 
hedge  fund  in 
March  2000  after  two  years  of 


i 


losses  betting  against  tech 
stocks.  Nasdaq  began  its  long, 
sickening  fall  the  next  month. 

LAURENCE  TISCH 

:  £   Expecting  a 
?  «   crash,  the  chief 

of  conglomer- 
ate Loews 
Corp.  shorted 
the  S&P  500 
for  several  years  in  the  late 
1990s— then  took  his  bet  off 
and  booked  a  $2.5  billion  loss. 
Shortly  afterwards  the  S&P 
began  its  dive. 

JEFFREY  VINIK 

Suspecting 
stocks  were 
too  hot, 
the  Fidelity 
Magellan  chief 
shifted  30%  of 
the  fund's  assets  into  cash 
and  bonds.  But  stocks  kept 
rising,  and  he  resigned  in 
disgrace.  Within  a  month 
stocks  dropped,  bonds  rose. 


PAUL  REICHMANN 

Convinced 
London  needed 
a  new  financial 
district,  he 
spent  $1.6  bil- 
lion in  the  late 
1980s  developing  the  remote 
Canary  Wharf  site  on  a  bet  it 
would  attract  lots  of  compa- 
nies. It  didn't,  and  he  lost 
nearly  everything.  Later, 
vindication:  He  bought  back 
assets  from  creditors  in  1995 
and,  with  new  rail  and  road 
links,  the  area  took  off. 

ROBERT  WILSON 

Shorted 
Atlantic  City 
pioneer  Resorts 
International 
in  1978  on  a 
hunch  that 
profits  at  the  casino  would  fall. 
They  did — but  much  later.  He 
lost  $10  million.  Resorts,  teeter- 
ing on  bankruptcy  a  decade 
later,  was  carved  up  by  rivals.  F 


Good  Riddance 


Sure,  Halliburton  Chief  David  Lesar  is  moving  the  company's  HQ  to  Dubai  to  capture  a  bigger 
piece  of  the  oil  and  gas  action.  But  could  he  also  be  running  as  far  away  as  possible  from  his 
troubled  Houston  unit,  KBR,  which  he  plans  to  split  off  to  shareholders?  The  recent  offer  to 
shareholders — $1.08  in  KBR  shares  for  every  $1  of  Halliburton  turned  in — sounds  good.  But 
really,  investors  should  run  the  other  way,  too. 
Analysts  at  Spin-Off  Advisors  in  Chicago  point  out  that  while  KBRs  engineering,  construction  and  logistics 
accounted  for  50%  of  Halliburton  revenues  last  year,  KBR  ponied  up  just  10%  of  pretax  profits.  And  though  KBR's 
business  is  shrinking  (contracts  in  Iraq  were  down  from  $7.1  billion  in  2004  to  $4.7  billion  last  year),  it  inexplicably 
trades  at  18  times  earnings  versus  14  times  for  Halliburton  overall.  That  won't  last. 

Neither,  perhaps,  will  KBR.  Its  prospectus  warns  that,  if  convicted  of  various  charges,  it  could  be  barred  from 
government  contracts— $5.8  billion  of  its  $9.6  billion  in  2006  revenue.  Highlights  from  its  burgeoning  scandal  sheet: 

>  The  Justice  Department  and  the  SEC  are  investigating  millions  of  dollars  in  "improper  payments"  that  KBR  made 
to  Nigerian  officials  in  connection  with  the  construction  of  a  large  liquefied  natural  gas  project. 

>  The  U.S.  military  is  investigating  questionable  KBR  bills  from  Iraq— $95  million  for  dining  services,  $61  million 
in  fuel  costs  and  $400  million  for  private  security  costs.  (KBR  insists  the  bills  were  appropriate.) 

>  A  KBR  employee  last  year  pleaded  guilty  to  taking  bribes  from  Saudi  Arabian  subcontractors. 

>  Brazilian  oil  giant  Petrobras  claims  $220  million  in  damages  for  bolts  installed  by  KBR  in  deep-sea  oilfields  that 
had  to  be  replaced  twice.  (KBR  says  the  fault  lies  in  Petrobras'  design  specs.)  —Christopher  Helman 


44      FORBES      APRIL  9,  2007 


SPRINT 


SPRINT 


SPRINT 


H72 


m 


SPRINT  982m 
Sf>RlNT 

SPRINT  5m 


SPR,NT  576m 
SPR,NT  189| 


m 


SPRINT  1572m 
SPRINT  12m 
SPRINT  78m 


The  power  to  work  in  2x  more  cities 
than  AT&T  BroadbandConnect. 

Sprint  Mobile  Broadband  gives  your  small  business  the  freedom  to  work  where  the  work  gets  done. 
Which  means  your  employees  can  be  more  productive,  in  more  places,  it's  how  the  nation's  largest 
and  fastest  mobile  broadband  network  helps  you  make  just  about  any  place  a  workplace. 
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Coverage  comparisons  based  on  most  recent  available  information  regarding  competitors'  broadband  market  coverage  as  of  1/26/07.  Fastest  mobile  broadband  network  claim  based  on  combined 
weighted  average  of  upload  and  download  speeds  on  the  Sprint  Mobile  Broadband  Network,  including  Revision  A-enabled  markets,  compared  with  publicly  available  average  speeds  on  other 
carriers'  mobile  broadband  networks.  Actual  speeds  may  vary.  Access  to  Rev.  A  speeds  requires  a  Rev.  A-capable  device/connection  card.  See  sprint.com/mobilebroadhand  for  details.  Sprint 
Mobile  Broadband  Network  reaches  over  200  million  people.  Rev.  A  enhancements  reach  over  95  million  people.  Coverage  not  available  everywhere-see  sprint.com/coverage  for  details.  Not 
available  in  all  markets/retail  locations.  Subject  to  credit  approval.  ©2007  Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks  of  Sprint  Nextel. 
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southern  Discomfort 


Oh,  Canada 

CONRAD  BLACK  is  just  the  latest  Northerner  to  get 
tagged  with  stock  fraud  and  wind  up  in  the  U.S. 

By  Nathan  Vardi 


CANADA  IS  AMERICA'S  LARGEST 
trading  partner.  It's  our  number  one 
foreign  supplier  of  oil,  natural  gas  and 
electricity.  BlackBerry  wireless  e-mail  comes 
from  Canada,  and  so  do  auto  parts.  Now  for 
a  hot  new  export:  scandal. 


Chicago  jurors  are  just  getting  to  know 
media  mogul  Conrad  Black,  who  is  on  trial 
for  fraud,  tax  evasion  and  money  laundering. 
Black  is  Canadian  (although  he  has  re- 
nounced his  citizenship),  but  he's  accused  of 
diverting  $84  million  disguised  as  fees  from 
a  holding  company  based  in  the  Windy  City 
and  traded  on  the  NYSE,  and  he  faces  1 0 1  years 
if  convicted.  (Black  has  pleaded  not  guilty.) 

Lord  Black  has  company.  Just  as  his  case 
got  going,  the  SEC  filed  civil  stock  fraud  charges 
against  Frank  A.  Dunn  and  three  other  for- 
mer executives  of  Nortel  Networks,  the  Cana- 
dian darling  of  the  Internet  stock  bubble.  The 
SEC  says  they  used  bogus  tactics  to  improve 
earnings  and  pad  their  bonuses.  Dunn's 
lawyer  says  its  unfair  for  Uncle  Sam  to  go  after 
Dunn,  since  he  is  already  dealing  with  a  Cana- 
dian regulatory  action.  But  SEC  enforcement 
chief  Linda  Thomsen  says  it's  important  to 
send  a  "strong  message  that  officers  of  U.S.- 
filing  foreign  corporations  will  be  held  to  the 
same  standards  of  accountability"  as  U.S.  execs. 

Sound  principle,  but  is  her  staff  big 


enough?  Hordes  of  penny-stock  hustlers 
have  headed  south  to  the  American  Stock 
Exchange,  the  o-t-c  bulletin  board  and  the 
Pink  Sheets  since  the  Vancouver  Stock 
Exchange  disappeared  in  1999.  "Where  do 
all  these  guys  go?"  asks  Vancouver  journal- 
ist David  Baines.  "They're  all  here  floating 
the  same  crummy  deals"  in  the  U.S. 

Dilbagh  Gujral  has  been  banned  from 
trading  and  promoting  stocks  by  the  B.C. 
Securities  Commission  for  improper  loans 
that  a  publicly  traded  outfit  he  ran  made  to 
companies  he  controlled.  And  yet  you  can 
find  him  all  over  a  recent  prospectus  filed 
with  the  SEC  for  Hydrogen  Power,  a  Seattle 
company  with  a  volatile  stock  on  the  o-t-c 
bulletin  board.  Gujral  indirectly  controls  the 
company — and  is  underwriting  its  shares. 

Edward  Clunn  has  also  been  banned  by 
Canadian  regulators  from  trading  stock  or 
serving  as  an  officer  or  director  of  a  public 
company,  for  20  years.  He  agreed  to  the 
restrictions  to  settle  accusations  he  siphoned 
proceeds  from  a  Vancouver  Stock  Exchange 
public  offering.  That  hasn't  stopped  him  from 
becoming  the  largest  shareholder  of  Infotec, 
a  bulletin  board  firm  incorporated  in  Nevada. 

Yes,  enforcer  Thomsen  has  been  busy. 
In  March  the  SEC  halted  trading  in  35  com- 
panies hyped  in  spammed  e-mails;  roughly 
half  were  from  Canada.  So  far  700  outfits  on 
the  o-t-c  bulletin  board  and  Pink  Sheets  have 
been  linked  to  the  Vancouver  area.  F 


KICKING  TIRES 


Daimler's  Dilemma 

What  will  DaimlerChrysler  do  about 
its  Chrysler  unit?  Here's  one  analyst's 
take  on  how  it  might  play  out. 

By  Jonathan  Fahey 


On  Apr.  4  Dieter 
Zetsche,  the  chief 
executive  of  Daimler- 
Chrysler,  will  face  shareholders, 
who  wouldn't  mind  dumping 
the  Chrysler  Group  and  its 
three  brands,  Chrysler,  Dodge 
and  Jeep.  The  American  divi- 


sion lost  $1.5  billion  last  year 
and  is  undergoing  its  second 
restructuring  in  five  years.  But 
who  would  buy  Chrysler? 
Among  those  interested  are 
General  Motors;  the  parts 
supplier  Magna;  and  a  trio  of 
private  equity  outfits,  Cerberus 
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Capital  Management,  Black- 
stone  Group  and  Centerbridge 
Capital  Partners.  We  asked 
longtime  auto  analyst  Glenn 
Reynolds  of  CreditSights,  a 
firm  that  analyzes  corporate 
capital  structures,  how  this 
could  all  fall  out.  One  radical 
thought:  Chrysler  becomes  a 
joint  venture  owned  by  Daimler, 
General  Motors  and  a  group  of 
private  equity  players. 


one  has  a  majority  stake.  You 
could  have  GM,  Daimler  and 
private  equity.  Daimler- 
Chrysler 
could 
[improve 
its  own 
share 
price]  but 
also  have  an 
asset 


FORBES:  How  would  this 
joint  venture  work?  What 
are  the  advantages? 
Glenn  Reynolds:  In  theory 
you  could  cut  this  so  no 


Any  buyers 
out  there? 
Daimler's 
Dieter  Zetsche. 


i 


Joystick  Mogul 


In  the  world  of  mainstream  hip-hop  its  no  longer 
enough  to  be  a  star:  You  have  to  be  an 
entrepreneur.  Todays  role  models  are 
rhymers-turned-chairmen,  like  50  Cent  and 
Jay-Z,  president  of  Def  Jam  Recordings,  the 
Universal  Music  Groups  rap  imprint.  The  real 
prestige  is  in  ruling  over  a  roster  of  rappers 
whose  record  sales  will  help  line  the  pockets  of 
your  baggy  jeans. 

So  in  Def  Jam:  Icon,  the  third  "hip-hop 
lifestyle"  videogame  from  the  partnership  of 
$3  billion  (sales)  software  maker  Electronic  Arts 
and  Def  Jam  Interactive,  a  player  is  challenged  to 
rise  from  street  corner  to  corner  office  by  signing 
rappers  to  his  own  record  label.  Produce  a  gold 
record  and  make  $100,000,  and  you're  considered 
a  "hustler"  (akin  to  lower  middle  management).  Rack  up 
five  platinum  albums  and  $5  million  and  you're  a  full- 
fledged  "icon"  (chief  executive). 

"This  is  the  real  measure  of  status  now,  your  own  label, 
your  own  artists,"  says  Kudo  Tsunoda,  executive  producer 
of  the  $60  (retail)  game. 

To  be  sure,  violence  still  abounds  in  the  game,  but 
throwing  punches  is  only  half  the  battle.  Weapons  here 
include  a  PC  and  a  Sidekick-like  cell  phone.  A  player  must 
check  his  e-mail  and  PDA  constantly  to  keep  track  of  new 
assignments  and  changing  cash  flow. 


As  he  assembles  a  stable  of  artists,  he  must  set  the 
royalty  rates  he'll  pay  each  one.  "This  not  only  determines 
how  much  of  the  profits  he  gets  from  each  song,"  the 
instruction  book  explains,  "but  how  happy  he  is  going  into 
the  deal  (and  a  happy  artist  will  create  songs  quicker)." 

It's  also  up  to  the  player  to  decide  when  to  release  a 
new  song  and  how  to  allocate  funds  for  marketing,  public 
relations  and  the  like.  Make  a  bum  decision  and  your 
record  sales  drop,  slowing  your  move  up  the  game's  status 
ladder.  Perhaps  EA  will  next  consider:  Def  Jam:  Private 
Equity.  —Amanda  Schupak 


that  could  be  enhanced.  GM 
could  control  the  rationaliza- 
tion of  the  North  American 
auto  industry.  And  the  private 
equity  guys  could  buy  upside. 

Why  wouldn't  private  equity 
firms  do  it  themselves? 

You  never  want  to  under- 
estimate those  guys,  because 
they've  been  able  to  manufac- 
ture money  so  well  over  the 
years.  But  they  can't  bring  cost- 
saving  synergies  to  operating 
Chrysler.  Plus,  they  work  with  a 
lot  of  leverage,  and  you're  going 
to  need  balance-sheet  capacity 
to  pay  for  stuff  like  restructur- 


ing, not  to  mention  giving  the 
UAW  its  go-away  fee. 

GM  already  has  too  many 
dealers,  too  many  brands  and 
too  much  exposure  to  a 
tough  U.S.  market.  Is  there  a 
case  for  GM's  getting 
involved  with  Chrysler  at  all? 
The  stock  and  credit  markets 
will  hate  it.  That  said,  there  are 
a  number  of  very  good  reasons. 
GM  could  drive  a  steady  and 
orchestrated  restructuring  of 
the  industry.  GM  also  could 
work  over  the  longer  time 
horizon  to  consolidate  many 
dealers.  While  GM  would  be 


unlikely  to  admit  it  for  regula- 
tory reasons,  GM  could  also 
better  influence  market  pricing 
and  production  planning. 

Wouldn't  there  be  overlap  in 
terms  of  types  of  vehicles? 

Some,  but  that's  where  they 
can  rationalize.  And  overnight 
GM  would  be  the  market 
leader  in  the  minivan  segment. 
In  Jeep,  GM  captures  the  lead- 
ing SUV  franchise  and  brand 
with  global  leverage.  GM  would 
take  massive  selling,  general 
and  administrative  costs  out  of 
the  corporate  structure.  GM 
also  picks  up  a  production  base 


in  Mexico  and  an  assembly 
plant  of  Chrysler's  in  Canada. 
This  is  not  to  say  that  the  move 
is  not  fraught  with  risk  But  if 
GM  is  not  looking  at  this,  it  is 
being  irresponsible. 

How  do  the  United  Auto 
Workers  factor  in? 

If  you're  the  UAW,  you  have  a 
love-hate  relationship  with  this. 
Anytime  you  talk  about  GM 
merging  with  Chrysler,  you're 
talking  about  tens  of  thousands 
of  jobs  out  the  door.  But  the 
UAW  dilemma  is,  come  bar- 
gaining time,  Chrysler  is  going 
to  dig  in.  F 
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Backseat  Driver  Jerry  Flint 


PROSPERITY 
AROUND 
THE  CORNER 

WHEN  YOU  THINK  ABOUT  DETROIT'S  CHANCES 
for  survival,  keep  these  things  in  mind:  1)  Cut- 
ting costs  isn't  turning  around;  2)  reducing  the 
dollar  losses  isn't  turning  around;  and  3)  even 
moving  to  the  financial  black  from  the  red  isn't 

turning  around. 

Turning  around  means  selling  more  cars  and  trucks  instead 
of  fewer  cars  and  trucks.  It's  making  volume  gains  over  the  year 
before.  It's  gaining  market  share  instead  of  losing  market  share. 

And  one  month  of  gains  isn't  enough.  Too  many  factors  can 
affect  one  month,  such  as  incentive  programs  or  a  particularly 
bad  period  the  year  before.  Two  months  is  better,  but  three 
months  tells  the  story.  If  sales  volume  and  market  share  are 
growing  for  three  months,  it's  a  turnaround. 

Now  companies  do  improve,  and  that's  good,  but  they  are  not 
necessarily  turning  around.  Their  vehicles  may  rate  higher  on  the 
Consumer  Reports  list,  their  stock  prices  may  climb,  their  vehi- 
cles may  look  better  and  run  better,  and  their  financials  may 
improve.  But  there's  no  turnaround  until  the  sales  start  climbing. 

The  best  illustration  of  the  distinction  between  improvement 
and  turnaround  is  General  Motors.  After  shutting  factories  and 
laying  off  34,000  hourly  workers  last  year,  with  more  to  come,  GM 
has  improved  its  financial  picture,  and  the  company  just  reported 
$2  billion  profit  before  special  items  mosdy  tied  to  the  job  reduc- 
tions. The  stock  price  is  up  from  $19  in  April  of  2006  to  $30  as 
this  is  written.  And  without  a  doubt  the  products  coming  off  the 
line  and  vehicles  on  the  way,  like  the  Chevy  Malibu  out  this 
spring,  look  much  better  than  past  models.  In  February  sales 
(31 1,763  cars  and  trucks)  and  U.S.  market  share  (24.6%)  were  up 
from  the  year  before. 

But  one  swan  doesn't  make  a  summer,  and 
it's  too  early  to  say  GM  has  turned  the  corner. 


Wait  three  months.  I  fear  that  the  company's  market  share  (which 
was  35.8%  20  years  ago)  will  resume  slipping.  But  the  improve- 
ment is  real,  and  a  turnaround  is  possible. 

Ford  is  in  the  dumps,  but  there's  a  new  face  running  the  com- 
pany, and  the  man  from  Boeing,  Alan  Mulally,  has  given  Ford  a 
fighting  chance.  Foreign  operations  are  improving,  the  new  Edge 
(which  fused  a  basic  Mazda  design  into  a  more  carlike  sport  util- 
ity vehicle,  the  type  we  now  call  a  "crossover")  is  off  to  a  good 
start,  and  bringing  back  the  Taurus  name  is  a  sign  that  some 
good  old  common  sense  is  returning  to  the  Glass  House.  The 
turnaround  won't  be  easy,  but  if  it  were  easy  anybody  could  do  it. 

Poor  Chrysler.  Just  as  designers  brought  out  a  raft  of  new 
vehicles,  their  German  masters  stabbed  them  in  the  back.  Putting 
Chrysler  up  for  grabs  is  a  blow  to  the  sales  effort.  On  the  plus 
side,  maybe  they  will  get  rid  of  the  German  masters. 

What's  been  happening  in  Detroit  isn't  that  complicated.  The 
Japanese  and  the  Germans  and  the  Koreans  have  been  building 
more-attractive  cars  and  taking  customers  away  from  General 
Motors,  Ford  and  Chrysler.  That's  been  going  on  for  years. 

At  each  point  along  the  way  we  have  heard  the  same  story: 
There's  a  great  reorganization,  a  retrenchment,  a  new  beginning. 
Factories  are  shut,  capacity  is  reduced,  workers  are  laid  off  by 

the  tens  of  thousands,  and  they 
go  on  the  permanent  dole  or 
are  bought  out  with  some  type 
of  early  retirement.  So  with 
fewer  plants  and  workers,  oper- 
ating costs  are  reduced.  The 
turnaround  artists  also  rename 
the  cars.  They  hire  people  who 
know  nothing  about  the  auto 
industry  and  get  rid  of  the 
names  we  all  know — such  as 
DeVille  and  Taurus — and  come 
up  with  names  like  SRX  and  500, 
which  we  don't. 

Then  the  executives  doing 
the  restructuring  discover  a 
problem.  After  shrinking,  the 
manufacturers  wind  up  sup- 
porting hundreds  of  thousands 
of  laid-off  or  retired  workers 
and  their  families,  more  than  they  have  punching  the  clock  at  the 
factory  today.  They  call  those  "legacy"  costs. 

Yet  unless  sales  climb,  unless  market  share  grows,  the  story 
repeats  itself.  It's  an  endless-  cycle  leading  to  . . .  well,  Studebaker, 
Packard,  Nash,  Hudson,  Willys  and  Kaiser. 

Lots  of  smart  money  says  GM,  Ford  and  Chrysler  won't  make 
it.  But  Detroit's  companies  are  improving,  even  Ford.  None  has 
turned  itself  around — yet.  But  I  expect  to  write  that  turnaround 
column  one  day  Three,  in  fact.  F 


Stock  prices 
may  climb, 
vehicles  may 
look  better 
and  financials 
may  improve. 
But  there's  no 
turnaround 
until  the  unit- 
sales  figure 
starts  climbing. 


[Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile  industry 
since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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HERE'S  TO  THE  ROAD  WARRIORS  WITH  SPINES  OF  STEEL. 

AND  DELICATE  BACKS. 

Toting  briefcases  and  carrying  barely  carry-onable  luggage  through 
a  hundred  airports.  It's  enough  to  make  a  business  traveler  tough  as  nails. 
And  weak  as  a  kitten.  Courtyard's  thicker  new  mattresses,  and  softer  new 
pillows  and  sheets  are  designed  to  soothe  and  support  them  every  night. 

So  they  can  get  up  every  day  and  conquer  the  world. 
NEW  BEDS  AND  BEDDING  AT  COURTYARD? 
REDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS?* 


COURTYARD 


For  reservations,  call  1-800-MARRIOTT  or  visit  Marriott.com/courtyard. 


Very  Light,  Has  a  Loo 

Innovations  in  airplane  design  and  manufacturing  give  new 
meaning  to  the  term  "business  class"  |  By  Erika  Brown 


KEEP  IT  SIMPLE 

Most  planes  in  the  air  today  are  built  of 
aluminum.  The  Adam  A700  is  the  first 
business  jet  with  a  body  made  entirely  of 
carbon  composite,  which  is  lighter,  cheaper 
and  more  flexible  than  aluminum.  Fabricating 
a  curved  fuselage  out  of  composite  requires 
gluing  a  few  pieces  together,  instead  of 
bolting  many  metal  parts  with  rivets.  The 
smoother  surface  of  a  composite  jet  makes  it 
more  aerodynamic,  so  you  can  go  faster  and 
farther  on  a  gallon  of  fuel.  The  labor  cost  (in 
man-hours)  is  75%  lower  to  build  a  carbon 
composite  plane  than  an  aluminum  plane. 


O  IABIN 
Seats  eight,  or  seven  with 
a  loo  (competitors  squeeze 
in  four  to  six  seats).  The  A700 
is  the  only  "very  light  jet" 
to  offer  a  flushable  toilet, 
complete  with  a  sink  and 
a  door. 


CARBON  IS  THE  NEW  ALUMINUM.  BOEING'S  787 
Dreamliner,  scheduled  for  delivery  in  2008,  is  causing 
a  lot  of  buzz  as  the  first  wide-body  jetliner  made 
mostly  out  of  a  lightweight  carbon  composite.  It  will 
have  more  in  common  with  a  tennis  racket  than  a 
soda  can  and  will  cut  down  on  airline  fuel  expenses. 

George  (Rick)  Adam  Jr.  was  there  first.  Nine  years  ago  Adam, 
now  60,  a  wealthy  software  entrepreneur  and  former  captain  in  the 
U.S.  Air  Force,  founded  Adam  Aircraft  in  Englewood,  Colo,  with 
$26  million  of  his  own  cash.  His  first  product  was  the  A500,  a  twin- 
engine  piston  plane  with  a  body  made  entirely  of  carbon  fibers  held 
together  in  an  epoxy  matrix.  It  was  certified  by  the  Federal  Avia- 
tion Administration  in  2005.  Adam  has  shipped  7,  with  70  on  order. 

Adam  has  followed  that  up  with  the  A700,  the  first  all- 
composite  business  jet,  purchase  price  $2.25  million  (shown  above). 
Adam  has  390  order  -  .he  A700,  but  he  also  has  lots  of  compe- 
tition. The  "very  light  jet"  category  to  which  the  A700  belongs  also 
includes  Cessnas  Citatic:  *  lustang,  the  Embraer  Phenom  100  and 


the  Eclipse  500.  The  first  two  of  these  also  use  composites,  but  only 
in  parts  such  as  the  bulkhead  and  nose  cone. 

Very  light  jets  were  supposed  to  kick-start  a  new  air  taxi 
industry  aimed  at  businessmen  and  wealthy  travelers  wanting 
convenient,  fast,  short-hop  trips.  Air  taxi  hype  let  Adam  raise 
$200  million  from  firms  including  DCM-Doll  Capital  Manage- 
ment and  Mesirow  Financial.  But  as  with  many  things  related  to 
air  travel,  this  trend  is  way  behind  schedule.  Adam  had  expected 
to  deliver  his  jet  in  2005.  Now  he  would  be  happy  to  do  so  next 
year,  once  he  gets  FA  A  certification.  "Its  just  hard,"  he  says.  "The 
engineering  is  complex,  and  it  is  very  highly  regulated.  Even 
Raytheon  and  Airbus  get  delayed.  Our  excuse  is  that  we're  young 
and  we're  new  at  it." 

Credit  Adam  with  serious  innovation.  A  carbon-fiber  jet 
raises  unique  challenges:  What  if  an  engine  rotor  bursts?  Could  it 
break  through  the  fuselage  and  kill  a  passenger,  as  happened  in  a 
DC- 10  in  1973?  The  A700  is  undergoing  FA  A  flight  testing  to 
prove  itself.  F 
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©FUSELAGE 

The  fuselage  of  a  metal  plane  can  include  thousands  of  parts. 
This  one  uses  two.  Here's  how  it's  done:  Blankets  of  woven  car 
bon  fiber  composite  laced  with  epoxy  resin  are  unfurled  like 
Fruit  Roll-Ups.  A  programmable  ply-cutter  trims  each  sheet 
according  to  computerized  designs.  Up  to  80  sheets  of  carbon 
composite  are  layered  on  top  of  one  another  to  fill  a  mold.  In 
places  where  more  strength  is  needed,  a  honeycomb-like 
paper  called  Nomex  is  sandwiched  between  the  layers.  Next 
the  air  is  vacuumed  out  and  the  mold  is  baked  at  240  degrees 
for  nine  hours,  creating  a  hard  shell.  Finally,  two  240-pound 
halves  of  the  fuselage  are  glued  together  with  epoxy. 


©TWIN  BOOM  TAIL 
Similar  to  the  twin  hulls  of  a 
sailing  catamaran,  the  A700's  tail 
(mounted  on  the  wings)  adds 
stability  in  flight.  It  also  makes 
for  smoother  landings. 


©JET  ENGINES 
Dual  turbofan  engines  by 
Williams  International  weigh  only 
300  pounds  apiece,  two-thirds 
the  weight  of  engines  used  in 
light  jets  such  as  the  Cessna  CJ1. 


ADAM  A700 

BY  THE  NUMBERS 


SPEED:  390mph 

A  Boeing  747  cruises  at  587mph 


CABIN  SIZE:  240  cubic  feet 
5'x10'  U-Haul  trailer:  230  cubic  feet 


WEIGHT:  5,550  pounds 

Ford  F-350  pickup:  5,606  pounds 


COST:  $2.25  million 
Equal  to  1,700  round-trip  business- 
class  tickets  from  LAX  to  SFO 


HEIGHT:  9'  7" 

World's  tallest  living  man:  T  9" 


©WINGS 

An  aluminum  wing  has  2,000  parts,  a 
composite  wing  only  250.  (The  entire 
A700  has  2,700  parts,  a  tenth  that  of  a 
traditional  jet  its  size.)  Adam  cuts  costs 
by  sharing  wings,  tail  and  landing  gear 
between  the  A700  and  the  A500. 
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Your  people  are  ready  for  a  new  printer. 
At  this  cost,  your  budget  is  too. 

No  matter  what  size  your  business,  there's  more  work,  tighter  timelines  and  smaller  budgets  than  ever  before.  New 
printers,  with  more  features  and  better  reliability,  can  help.  CDW  has  a  full  line  of  top-name  printers.  And  with  access 
to  the  industry's  largest  inventories,  we're  there  to  get  you  the  right  printers  for  your  company's  needs.  So  call  today 
and  start  working  better  and  saving  more. 


Formerly  HP 
LaserJet  1320n 


HP  LaserJet  P2015dn  Printer 

•  Network-  and  duplex-ready,  monochrome  laser  printer 

•  Print  speed:  up  to  27  ppm 

•  Print  resolution:  1200  x  1200  dpi  with  HP  FastRes  1200 

•  Duty  cycle:  15,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


S/IQQ99  PRINTER 

''XJJ        COW  1059018 


$125 


MAIL-IN  REBATI 
AVAILABLE' 


Call  your  CDW  account  manager  about 
access  control  helps  you  manage  color  printin 
©2007  CDW  Corporation 


HP  LaserJet  P201 5  Series  Toner 

53A  Black  $80.99  CDW  1050028 


$100  INSTANT  SAVINGS' 

formerly  HP 
LaserJet  2430n 


HP  LaserJet  P3005n  Printer 

•  Network-ready,  monochrome  laser  printer 

•  Print  speed:  up  to  35  ppm 

•  Print  resolution:  1200  x  1200  dpi  with  HP  FastRes  1200 

•  Duty  cycle:  100,000  pages  per  month 

•  USB  2.0  port 


$799 
-100 
*699 


PRINTER 

COW  1063660 


HP  LaserJet  P3005  Series  Toner 

51A  Black  $128.99  CDW 1050025 


PRINTER 
CDW  844586 


HP  Color  LaserJet  3800n  Printer 

•  Network-ready,  color  laser  printer 

•  Print  speed:  up  to  22  ppm  black  and  color 

•  Print  resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  65,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


HP  Color  LaserJet  3800  Series  Toner 

Black  $132.99  CDW  854434 
Cyan  $169.99  CDW  854466 
Yellow  $169.99  CDW  854468 
Magenta  $169.99  CDW  854472 


SI  00  INSTANT  SAVINGS' 

With  color 
access  control' 


HP  Color  LaserJet  CP4005n  Printer 

•  Network-ready,  color  laser  printer 

•  Print  speed:  up  to  30  ppm  black,  25  ppm  color 

•  Print  resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  80,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


war  $10995 

^^/^fl  CDW  1059022  . 


HP  Color  LaserJet  CP4005  Series  Toner 

Black      $161.99  CDW  1059009 
Cyan      $239.99  CDW  1059011 
Yellow    $239.99  CDW  1059013 
Magenta  $239.99  CDW  1059015 


We're  There  With  the  Printing  Solutions  You  Need. 


Technology 

DIGITAL  TOOLS 


Easy  Blogging 


No,  really.  Google's  new  Blogger  software  represents  a  huge  leap  forward. 

By  Daniel  Lyons 


Till  UMIillNDA  WAYTOSIIARl- 
photos  ami  adventure  talcs  of 
the  twins  online  with  friends 
and  relatives.  Thus  began  a  search 
tor  the  best  blog  software,  a  pro 
gram  that  would  lv  easj  bo  use.  require  no 
tutorials  about  Hypertext  Markup!  anguage 


.nut  produce  a  Web  journal  that  looks 
at  Ira*,  live,  works  (lawlessly  at  all  times  and 
sits  behind  password  prole*  lion  to  keep  out 
unwanted  visitors. 

Sadly,  that  program  doesn't  exisl.  but 
ol  the  popular  blog  creation  services — 
TypePad,  Word  Press  and  Google's  Blog- 


ger Blogger  comes  the  *  losesl.  It  lets  you 
choose  from  dozens  oi  design  templates 
and  manage  all  the  links  and  bits  in  a  very 
iool  drag  and  drop  layout  system.  Blog 
gei  also  makes  it  easy  lor  you  to  control 
w  ho  can  view  or  comment  on  your  blog. 
belter  yel,  blogger  is  tree,  provided  by 
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Google  out  of  the  kindness  of  its  "Don't  be 
evil"  heart. 

Each  day  90,000  new  blogs  spring  up, 
according  to  blog  tracker  Technorati, 
adding  to  the  71  million  already  in  exis- 
tence. Only  a  small  number  of  profes- 
sional bloggers  attract  millions  of  readers 
and  make  a  living  selling  advertising. 
Those  folks  might  not  mind  spending 
hours  or  days  learning  the  intricacies  of 
some  program.  But  I  wanted  to  get  up  and 
running  fast,  spending  as  little  time  as 
possible  learning  how  to  use  the  software. 

One  thing  to  know  about  pretty  much 
every  blogging  program  out  there:  There's 
no  decent  tech  support.  That  is,  there's 
nobody  you  can  call  for  help.  The  pro- 
grams do  come  with  online  manuals, 
whose  assistance  ranges  from  nearly  use- 
less to  pretty  good.  Blogger's  is  at  the 
upper  end  of  the  category. 

Blogger  is  one  of  the  oldest  blog  programs 
in  the  market,  originally  created  in  1999  by 
Pyra  Labs.  Google  acquired  Pyra  in  2003  and 
finished  a  ground-up  rewrite  last  December 
that  added  features  while  maintaining  the 
look  and  feel  of  the  old  Blogger.  The  new 
Bloggers  biggest  advances  are  in  its  layout, 
where  you  can  change  your  template  and 
customize  your  page  by  changing  colors 
and  fonts.  You  can  see  results  on  the  fly  and 
adjust  until  you  find  a  combination  you  like. 

It's  easy  to  get  started.  Blogger  uses 
numbered  steps  and  big  buttons  that 
make  it  impossible  to  screw  up.  First  you 
need  to  sign  up  for  a  Google  account,  if 
you  don't  already  have  one  from  one  of 
Google's  other  services,  like  Gmail  or 
Google  Calendar. 

Next  you  choose  a  "display  name"  (the 
name  that  you'll  use  to  sign  your  blog 
posts,  e.g.,  "Dan")  and  the  title  that  will 
appear  on  the  banner  atop  your  page  (e.g., 
"Dan's  Blog.")  You  can  change  these  things 
later,  so  you  need  not  be  fussy. 

You  do  have  to  be  fussy  about  choosing 
your  blog's  Web  address.  All  blogs  on  Blog- 
ger use  the  same  format:  http://yourblog- 
name.blogspot.com.  Pick  something  you 
can  live  with  because  it's  a  bit  of  a  pain  to 
change  the  address  later.  All  that's  left  is  to 
choose  a  design  template.  By  default  Blog- 
ger chooses  a  page  design  called  Minima, 
which  is  clean  and  easy  to  read. 

That's  it.  You're  done.  Type  in  a  tide  and 


some  text,  click  on  publish,  and  voila,  you've 
posted  your  first  blog  item.  Hit  "view  blog" 
and  you  can  see  your  masterpiece.  You  can 
go  back  and  add  a  photo  just  by  clicking  on 
an  icon  and  following  instructions. 

A  simple  drag-and-drop  layout  page 
lets  you  add  elements  such  as  archives,  a 
link  list,  a  feed  for  others'  content  via  RSS 
(short  for  "Really  Simple  Syndication") 
and  a  logo.  To  do  these  things  in  the  old 
Blogger  program  you  had  to  open  up  an 
HTML  editor  and  tinker  with  the  lines  of 
code  that  make  up  the  blog.  The  new  sys- 
tem almost  completely  insulates  you 
from  coding,  though  there  are  cases  (like 
embedding  links  in  a  post)  when  knowing 
a  bit  of  HTML  makes  life  easier.  Adding 
videoclips  to  a  post  also  requires  you  to 
copy  and  paste  a  string  of  HTML  code,  but 
it's  not  that  difficult. 

Bottom  line:  For  a  basic  blog  this  soft- 
ware makes  life  really  easy,  but  the  most 
important  new  feature  may  be  its  access- 


time  poking  around  trying  to  figure  out 
how  to  do  things,  and  the  software's  help 
button  takes  you  to  a  Knowledge  Base  that 
in  turn  often  ends  up  providing  a  list  of 
HTML  commands. 

For  us  nontechie  folks,  last  fall  Six 
Apart  rolled  out  an  easier  to  use  blogging 
program  called  Vox.  Vox  offers  fine- 
grained levels  of  privacy  (for  example, 
limiting  access  to  specific  photos),  and  the 
instructions  are  simple.  Better  yet,  it's  free. 
The  bad  news  is  that  Vox  is  ad-supported, 
meaning  text  and  animated  ad  links 
appear  next  to  your  blog  posts  while  you 
create  them  and  while  people  read  them. 
(Blogger  is  free,  and  has  no  ads.) 

I've  also  operated  a  blog  on  a  third  sys- 
tem called  WordPress.  WordPress  is  an 
open-source  program,  meaning  it's  created  by 
volunteers  and  anyone  can  read,  copy  and 
hack  at  the  program's  underlying  source  code. 
WordPress  is  free,  and  it's  fairly  easy  to  get 
started.  But  it  is  not  so  easy  to  figure  out  how 


They  called  me  the  blog-hater  guy.  Not 
true.  I'm  a  big  fan  of  blogs. 


control  features,  many  of  which  the  old 
Blogger  didn't  provide.  You  control  who 
sees  the  blog  by  entering  a  list  of  approved 
e-mail  addresses.  When  those  people  visit 
the  blog,  they're  allowed  in,  as  long  as  they 
can  also  provide  a  password. 

Enhanced  security  was  the  reason  I 
originally  started  blogging  with  another 
popular  service,  TypePad,  created  by  San 
Francisco's  Six  Apart.  But  TypePad's  pro- 
tection scheme  is  draconian;  your  blog  is 
either  public  or  private,  with  little  ability 
to  customize  that  access.  And  TypePad 
starts  at  $50  a  year  for  the  basic  version;  a 
Plus  subscription  is  $90.  TypePad  offers  a 
wider  range  of  page-design  choices  than 
Blogger  does.  TypePad  also  lets  you 
upload  video  directly  from  your  com- 
puter. Blogger  can  only  handle  movies 
that  are  first  loaded  onto  Google  Video, 
YouTube  or  similar  video  sites  that  use 
embedded  tags.  (Google  says  it's  working 
on  making  video  uploads  easier.) 

TypePad's  extra  functions  and  flexibil- 
ity come  with  a  tradeoff:  The  software  isn't 
as  easy  to  use  as  Blogger.  I  spent  a  lot  of 


to  use  the  software.  Techie  types  love  Word- 
Press  because  supposedly  you  can  make  it  do 
whatever  you  want,  if  you  know  what  you're 
doing.  Which  I,  urn,  don't.  Even  posting 
photos — which  in  every  other  program  is  a 
brainless  procedure — could  be  a  pain  in  the 
neck  on  WordPress. 

There  is  a  help  button,  but  it  takes  you 
to  an  almost  impossible  to  navigate  list  of 
frequently  asked  questions.  In  frustration 
I  ordered  a  manual  called  WordPress  2 
Visual  QuickStart  Guide.  But  when  the 
book  arrived,  I  just  sat  there  looking  at  it 
and  then  abandoned  my  WordPress  blog. 

In  2005  I  wrote  a  FORBES  cover  story 
describing  how  blogs  were  being  used  by 
online  lynch  mobs  who  were  "spewing 
lies,  libel  and  invective."  This  did  not  go 
over  well  in  the  blogosphere,  where  I  was 
branded  "the  blog-hater  guy  from 
FORBES."  Not  true.  In  fact,  I'm  a  big  fan  of 
blogs  and  of  Google's  Blogger  software. 
That  company  has  put  together  some 
really  powerful  features  and  made  those 
features  easy  for  regular  people  to  use. 
That's  an  accomplishment.  F 
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VIDEOGAMES 


Future  Play 

While  Sony,  Nintendo  and  Microsoft  battle 
over  who  makes  the  baddest  box,  the  creative 
types  are  thinking  outside  of  it. 

By  Rachel  Rosmarin 


mm  N  THE  NEAR  FUTURE  VIDEOGAMERS 
I  will  use  shouts  and  whispers  to  fire 
HI  weapons  and  control  fanciful  crea- 
I  tures,  strategy  games  will  unfold  in 
HI  thi  si  reets  of  real  cities  and  the 
swords  of  dragonslayers  in  fantasy  games 
will  be  controlled  by  brain  signals  picked 
up  by  an  especially  sensitive  helmet. 
And,  yes,  the  future  will  have  virtual- 
reality  goggles.  Doesn't  it  always? 

Bold  ideas  were  on  display  a  few 
weeks  ago  at  the  Game  Developers  Con- 
ference in  San  Francisco,  an  under- 
appreciated event  for  trend-spotting  in 
the  $13.5  billion  videogame  industry. 
The  past  decade  has  yielded  big 
advances  in  realism  and  computing 
power  but  lots  of  unoriginal  thinking, 
too:  Final  Fantasies  3  through  12,  a 
freshened-up  Tiger  Woods  PGA  Tour 
every  year  since  1998.  The  next  decade 
could  look  completely  different — and 
maybe  more  entertaining. 

The  best  ideas  at  GDC  came  from 
independent  developers  and  small,  pri- 
vately held  firms.  Emotiv  Systems,  in  San 
Francisco,  makes  a  plastic  skullcap  that 
lets  players  control  action  in  a  game  with 
their  minds.  Electrodes  in  the  helmet 
pick  up  voltage  changes  in  the  brain,  and 
Emotiv's  software  can  be  taught  to  rec- 
ognize an  individual's  electrical  brain 
activity  tied  to  simple  thoughts  like  lift- 
ing, pushing  or  rotating.  Thought  con- 
verts to  action  onscreen.  "The  ideas  of 
magic  and  telekenesis  already  run  pretty 
deep  in  game  content,"  says  Randall 
Breen,  Emotiv's  chief  product  officer. 

Emotiv  demonstrated  a  modified 
Harry  Potter  game  in  which  the  young 
wizard  casts  a  spell  to  move  some  large 
blocks,  and  the  player's  thoughts  about 
moving  the  blocks  make  it  happen.  The 


(Clockwise  from  left)'  A  Manhattan 
building  is  the  "screen"  for  a  street 
game  of  Space  Invaders;  Icuiti's  VR920 
goggles  for  PC  gaming;  Emotiv's  helmet 
translates  simple  thoughts  into  game 
commands;  a  Sopranos-themed  Web  game. 

company  is  working  with  a  big  developer 
but  won't  say  which  one. 

Virtual-reality  goggles  may  stage  a 
mainstream  comeback,  thanks  to  the 
enormous  popularity  of  digital  realms 
like  World  of  Warcraft  and  Second  Life. 
Companies  such  as  Icuiti  are  beginning 
to  make  virtual-reality  headsets  and  visors 
designed  for  use  in  these  multiplayer 
online  worlds.  Equipped  with  earphones 
and  a  microphone,  these  accessories  could 
let  gamers  block  out  noise  at  home  and 
roam  in  3-D  while  speaking  and  moving 
naturally. 

The  real  world  may  make  an  exciting 
game  space,  as  well.  Designers  have 
begun  to  create  "street"  games  that  use 
neighborhoods  and  cities  in  conjunction 
with  motion-tracking  technologies,  Blue- 
tooth wireless  and  Global  Positioning 
Satellite  handsets.  In  Space  Invaders 
gamers  used  their  bodies  to  shoot  space- 
ships that  were  projected  onto  the  side  of 
a  large  building  in  New  York  City.  Con- 
quer the  Quarter  is  a  capture-the-flag 
game  in  which  players  use  their  Blue- 
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tooth-equipped  phones  to  find  beacons 
hidden  throughout  a  city. 

"As  the  technology  gets  better  these 
games  will  become  quite  popular,"  says 
Gregory  Trefry,  a  designer  at  developer 
Gamelab  and  organizer  of  the  large-scale 
festival  Come  Out  and  Play. 

Developers  say  sound  is  getting  a  big- 
ger role  in  future  games.  Nintendo  scored 
a  modest  hit  in  2006  with  a  Nintendo  DS 
title  called  Electroplankton  that  had  play- 
ers interacting  with  musical  plankton. 
Goatscape,  first  shown  last  year  at  an 
event  called  Game  Art  Montreal,  relies  on 
party  music  and  crowds  to  generate  video 
art.  Others  require  the  gamer  to  sing  or 
whistle.  In  Ears  of  War  the  gamer  must 
hum  a  theme  song  to  advance.  When 
baddies  appear,  you  make  like  a  machine 
gun  and  say  "ch-ch-ch-ch-ch-ch!"  to 
shoot  them  down.  F 
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A  steel  mill  is  burning  hot,  dirty  and  wet.  In  plain 
words:  a  real  hell  for  bearings  and  other  com- 
onents.  SKF  has  developed  a  complete,  sealed 
and  lubricated  roll  unit  for  continuous  casting 

at  increases  uptime,  and  reduces  maintenance 
and  environmental  impact.  It's  a  total  solutions 
approach  that  dramatically  increases  total  life  and 
reduces  costs. 

By  sharing  our  expertise,  experience  and  ere- 
ativity,  industries  can  boost  performance  beyond 
expettations.  It's  not  just  hot  air.  Challenge  our 
specialists  to  find  out! 


The  Power  of  Knowledge  Engjn 


DATA  MINING 


Power  To 
The  People 

Would  you  buy  a  sales  lead  from  this  man? 
InfoUSA's  Vinod  Gupta  sells  hot  prospects 
to  small-fry  entrepreneurs  !  By  Christopher  Steiner 
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SALESGENIE.COM  SPENT  $3  MILLION  ON  A  30-SECOND 
ad  in  the  Super  Bowl  in  February,  15%  of  its  total 
revenue,  to  introduce  America  to  Pierce,  a  slick 
saleshound — candy-apple-red  sports  car,  sexy  girl- 
friend, dinner  with  the  boss.  Pierce  owes  his  success 
to  Salesgenie,  an  online  sales-lead  service.  "Only  fools  work  hard. 
I  work  smart,"  Pierce  gloats. 

Some  30,000  Super  Bowl  fans  called  Salesgenie's  toll-free 
number  in  the  24  hours  after  the  ad  aired;  1,500  signed  up  at 
$150  a  month  within  just  30  days  and  the  company  expects  1,500 


All  this  can  be  yours:  hot  car,  happy  salesguy,  sexy  girlfriend — as  featured  in  Salesgenie's  commercial 


wants  to  peddle  data  to  small-fry  salesmen — car  dealers,  real 
estate  agents,  contractors  and  the  like — with  the  promise  of  key 
insights  about  potential  prospects  on  their  turf. 

"Were  quite  small  and  our  resources  are  limited.  A  tool  like  this 
is  invaluable,"  says  Matthew  Leischner,  27,  co-owner  of  Golden  Dust 
Flax  Farm  in  Parkston,  S.D.  His  family  farm  grows  soy,  corn  and 
wheat,  and  it  also  grows  and  harvests  flaxseed,  packaging  it  in  jars 
and  3-pound  sacks  to  sell  to  grocers  and  health  food  stores. 

He  saw  the  Super  Bowl  ad  and  gave  it  a  shot.  He  got  200 
leads  for  health-food  stores  in  the  Midwest.  He  has  contacted 

50,  using  phone  numbers  and 


more,  a  potential  revenue  flow  of  $5  million  in 
less  than  a  year. 

The  schlocky  spot  was  conceived  and  written 
by  Vinod  Gupta,  60,  the  flashy  and  voluble  chief 
executive  of  Salesgenie's  parent  company,  InfoUSA. 
Unintentionally  amateurish,  it  got  panned  as  one 
of  the  worst  spots  in  the  most-watched  ad  show- 
case on  TV — which  doesn't  bother  him  a  bit:  "You 
want  to  be  the  best  or  the  worst;  nobody  remem- 
bers the  guys  in  between." 

The  ad  may  as  well  have  starred  Gupta  him- 
self, for  he  favors  Pierce-like  extravagance — at 
times  at  the  expense  of  his  publicly  held  com- 
pany. That  penchant  almost  got  him  shoved  off 
the  board  in  a  proxy  battle  last  spring.  Gupta, 
with  a  41%  stake  in  InfoUSA,  worth  $217  mil- 
lion, keeps  a  Ferrari  and  a  Porsche  in  a  private 
garage  at  InfoUSA  offices  in  Omaha.  Documents 
from  Dolphin  Ltd.  Partnership,  which  held  3.6% 
of  the  company,  show  that  over  a  seven-year 
period  through  2005  InfoUSA  paid  $28  million 
to  Gupta-related  entities. 

The  company  paid  $2.2  million  for  the  lease 
on  his  yacht,  the  American  Princess;  $420,000 
in  rent  for  condos  in  Aspen  and  Maui;  $180,000 
for  four  luxury  cars;  and  $4.7  million  on  private 
jet  flights  with  no  identified  business  purpose. 
Over  90%  of  independent  shareholders  voted 
with  dissident  investor  groups  to  remove  Gupta, 
who  survived  by  a  slender  margin,  with  just 
50.7%  of  the  vote.  He  said  in  a  2005  letter  to  the 
board  that  his  critics  were  jealous  of  his  success. 

The  Super  Bowl  play  was  a  brash  move  for 
Salesgenie,  with  revenue  of  $19  million  last 
year,  and  InfoUSA,  which  thrives  in  the  low- 
profile  but  lucrative  world  of  collecting  and 
selling  consumer  and  business  data.  Gupta 


e-mail  addresses  gleaned  from 
Salesgenie.  Leischner  figures  up 
to  20%  of  his  sales  leads  will 
turn  into  customers.  "It's  like 
adding  ten  employees  here  in 
the  shop,"  he  says. 
Gupta  calls  InfoUSA  "a  Charles  Schwab  in  a  world  of  Gold- 
mans."  It  netted  $33  million  on  $435  million  in  revenue  last 
year.  More  than  half  its  revenue  comes  from  selling  the  infor- 
mation it  gathers  about  210  million  U.S.  consumers  and  15  mil- 
lion businesses  to  AT&T,  American  Express,  Bank  of  America, 
Dell,  Microsoft  and  other  giants.  Yahoo  and  Google  use  its  busi- 
ness listings  to  help  users  find  burger  joints  and  massage  parlors 
online.  Time  Warner's  CNN  plans  to  use  InfoUSA's  Opinion 
Research  (Princeton,  N.J.)  to  poll  voters. 

InfoUSA  often  takes  on  two  bigger  players,  Acxiom  and  Fair 
Isaac,  when  chasing  big  clients.  Salesgenie  aims  at  much  smaller 
clientele  and  competes  in  a  less  crowded  field.  "Our  competitors 
are  looking  for  customers  who  will  spend  more  than  $  1  million  a 
year  with  them;  we  have  no  problem  going  after  the  small  guy," 
says  Gupta.  "We  want  the  plumber,  the  Realtor,  the  lawn-care 
guy."  Gupta  says  Salesgenie  revenue  will  double  this  year. 

InfoUSA  has  buttressed  its  data  hoard  by  acquiring  28  data- 
rich  outfits  in  ten  years,  spending  $741  million  and  helping  the 
company  rack  up  $260  million  in  debt.  Among  them:  American 
Church  Lists,  a  database  of  380,000  religious  institutions  and 
their  congregations;  and  City  Publishing,  a  group  of  100  metro- 
politan consumer  and  business  directories.  InfoUSA's  12  major 
databases  include  130  million  e-mail  addresses  and  details  on 
consumer  purchases  and  hobbies.  InfoUSA  combines  the  data 
to  craft  a  view  of  a  consumer's  income,  mortgage,  political  and 
religious  affiliations,  lifestyle  and  shopping  habits. 

Gupta,  who  grew  up  in  Rampur  Manhyran,  India,  founded 
InfoUSA  in  1972  while  working  for  a  mobile-home  maker  in 
Omaha.  To  compile  a  list  of  home  dealers,  Gupta  asked  North- 
western Bell  for  all  4,800  U.S.  phone  books.  Gupta  and  his  wife 
then  spent  90  days  copying  13,000  dealer  names  by  hand.  Gupta 
paid  $14,000  to  transfer  them  to  computer  punch  cards — his  first 
electronic  database.  He  gave  the  list  to  his  boss  but  retained  own- 
ership rights,  selling  it  120  times  in  the  first  year  for  $400  each. 

Still  reveling  in  the  notoriety  of  the  Super  Bowl  ad,  Gupta 
says,  "This  should  be  a  good  year — a  great  year."  He  is  already 
pondering  the  script  for  an  encore  spot  next  February.  F 
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EQUITIES 


Sell  Your 
Value  Stocks 

After  a  seven-year  run  value  stocks  are  pricier  than 
ever.  When  JEREMY  GRANTHAM  says  that,  it's  time 
to  think  about  buying  growth  stocks  instead. 

By  David  Serchuk  and  James  M.  Clash 


A i  Tin;  i;nd  of  the  20TH 
century  some  starry-eyed  in- 
vestors spied  the  dawn  of  a 
new  paradigm.  Technology, 
productivity  and  the  Internet 
knew  no  bounds,  and  so  it  was  impossible 
to  pay  too  much  for  a  stock  like  Amazon 
or  Cisco.  Meanwhile,  value  stocks— those 
trading  at  low  multiples  of  sales  or  book 
value  languished. 

Today  the  situation  has  reversed. 
Everyone,  it  seems,  is  a  fan  of  value.  What 
does  that  tell  you?  Probably  that  you 
should  sell  value  stocks  and  buy  some- 
thing else— namely,  growth  stocks.  You 
pay  extra,  of  course,  for  companies  with 
better  prospects,  but  not  much  extra.  In 
today's  market,  traditional  growth  com- 
panies like  Microsoft  and  Johnson  & 
fohnson  are  comparative  bargains, 

For  evidence  that  value  stocks  are 
overbought  we  can  find  no  better  witness 
than  Jeremy  Grantham,  a  famous  fan  of  the 
genre.  A  fan,  that  is,  when  value  is  indeed 
cheap.  But  it  isn't  cheap  now,  he  says. 
Grantham  is  the  professorial  chairman  of 
Boston  money  management  firm  GMO.  He 
knows  from  experience  that  growth  and 
value  spurts  tend  to  run  in  five-  to  seven- 
year  cycles,  and  it  is  time  for  a  change.  "The 
last  time  one  market  segment  won  this  con- 
sistently was  growth's  final  run  from  1999 
into  early  2000,"  he  says.  'And  we  don't  have 
to  tell  you  how  that  part)  ended." 


As  a  market  savant,  Grantham,  67,  has 
few  peers.  A  value-oriented  fellow  who  has 
studied  market  trends  for  decades,  he 
called  the  end  of  the  1990s  tech  bubble 
before  it  burst,  and  then  he  forecast  the 
current  heyday  of  value  stocks. 

( iranthams  firm  (assets  under  manage- 
ment: $141  billion)  has  a  stellar  record  man- 
aging money,  mainly  for  institutions  and  a 
few  wealthy  folks.  Grantham  is  the  sole 
founder  still  working  full-time  at  the  firm, 
whose  acronym  stands  for  Grantham,  Mayo, 
Van  Otterloo  &  Co.  Richard  Mayo  left  the 
firm  a  few  years  ago,  and  Eyk  Van  Otterloo 
is  still  a  director. 

(  ;mo  has  a  handful  of  high-performing 

Value  Uber  Alles 


Value  funds  have  been  on  a  tear  over 
the  past  five  years,  especially  small-  and 
midcap  ones. 
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Grantham 
(right), 
with  GMO 
partner  Sam 
Wilderman: 
It's  the  end 
of  a  cycle. 


mutual  funds,  but 
with  minimum  in- 
vestments of  $10 
million,  they  are 
out  of  the  reach  of 
most.  Over  the 
past  five  years, 
amid  broad  popularity  of  foreign 
investments,  GMO  International 
Intrinsic  Value  II  clocked  a  19.5% 
annual  return,  beating  its  bench- 
mark, the  MSCI  Europe  Austral- 
asia Far  East  index,  by  4.9  percent- 
age points.  Its  U.S.  Intrinsic  Value 
III  portfolio  had  a  respectable 
five-year  annual  return  of  6.7%. 

You  have  to  admire  GMO's 
devotion  to  the  number  crunch- 
ing that  is  the  basis  for  its  suc- 
cessful augury.  In  2001  GMO 
called  the  market  turn  by  com- 
paring the  average  price/book 
ratio  of  the  125  S&P  stocks  that 
had  the  lowest  such  ratios  with 
the  index  as  a  whole.  The  his- 
toric average  ratio  for  the  bot- 
tom quartile  is  just  over  half  that 
of  the  whole  index.  Then  as  the 
tech  bubble  burst,  the  lowest 
quartile  averaged  just  one-quar- 
ter of  it,  which  looked  like  a  bot- 
toming and  heralded  a  turn- 
around. 

If  you'd  followed  Grantham's 
advice  back  in  2001,  you'd  be 
content.  He  saw  double-digit 
growth  ahead  for  small  and  mid- 
size value  stocks,  and  that  is 
exactly  what  happened  (see 
chart).  In  fact,  value  funds  spe- 
cializing in  companies  with  small 
(averaging  $1.5  billion)  market 
capitalizations  returned  13.6% 
annualized  over  the  past  five 
years,  and  midcap  value  reaped 
13.4%.  Large-cap  value  didn't  do 
as  Well  as  its  smaller  brethren  (8.2%) 
because  it  has  become  a  repository  for  one- 
time hot-growth  companies  like  General 
Electric  and  Pfizer,  which  have  joined  the 
value  ranks  as  their  once  towering  P/Es 
shrank. 

Over  the  past  five  years  small  and 
medium-size  growth  companies  returned 
more  like  8%  annually.  Large-cap  growth, 
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by  comparison,  returned  a  miserly  3.4% 
annually  during  that  time. 

Grantham  uses  the  same  methodol- 
ogy as  he  did  earlier  in  the  decade  to 
conclude  that  today's  value  stocks  are  way 
overpriced.  Take  that  comparison  of 
average  price/book  ratios  for  the  cheapest 
125  S&P  stocks  (in  price/book)  with  the 
average  for  the  index  as  a  whole.  Nor- 


mally the  clunker  stocks  go  for  50%  of 
the  S&P  s  price/book;  now  they're  at  65%. 
What's  more,  value  stocks  are  not  only 
expensive  relative  to  2001,  they're  more 
expensive  than  at  any  time  over  the  past 
40  years.  "Low  price/book  stocks  don't 
win  by  some  divine  right,"  says  Sam  J. 
Wilderman,  a  GMO  partner.  "They  win 
when  they  are  priced  to  win,  and  they've 


never  been  this  rich." 

Indeed,  small-company  value  stocks 
(like  Jos.  A.  Bank  Clothiers)  are  riskier 
than  the  large  company  value  (like  Altria) 
because  the  small  ones  tend  to  have  less 
stable  returns  and  lower  profit  margins. 
And,  Grantham  warns,  midcap  value 
names  are  the  riskiest  yet.  Reason:  So 
many  investors  took  part  in  the  small-stock 
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boom  that  they've  bloated  the 
market  value  of  a  lot  of  smaller 
firms  (small  in  revenues, 
employee  count  and  so  on)  into 
the  midcap  range. 

Louisiana-Pacific  Corp. 
might  look  cheap.  By  conven- 
tional metrics  it's  a  value  stock 
because  it  goes  for  17  times 
earnings.  But  its  three-year 
earnings  growth  is  hardly 
praiseworthy  (-20%),  and  it's 
trading  at  the  high  end  of  its 
historical  P/E  range. 

The  explanation  for  the 
mid-  and  small-cap  craze, 
says  Grantham,  is  that  the 
business  climate  of  the  past 
few  years — featuring  high  consumption, 
high  global  growth  in  economic  output 
and  fat  profit  margins — has  been  so 
strong  that  it  has  spilled  over  to  smaller 
companies.  Their  suddenly  robust  finan- 
cial performance  attracts  inordinate 
Wall  Street  interest,  especially  for  the  rel- 
atively cheap  small  stocks.  "So  their 
profit  margins  have  gone  up  more  than 
the  Mercks,  the  Eli  Lillys  and  the  Gen- 
eral Electrics,"  he  says. 

What  should  an  investor  do?  Search 
for  buys  in  the  lagging  large-company 
growth  category  (see  table  above).  Stocks 
like  Microsoft  and  Dell  look  like  buys, 
given  their  earnings  growth  and  their 
past  P/Es. 

The  two  GMO  funds  cited  before  stay 
in  large-cap  territory,  and  they  weathered 
the  2000-02  bear  market  quite  nicely; 
while  they  lost  money  in  some  of  those 


The  New  Value  Stocks 


Back  in  the  bubble  era  these  were  the  growth  stars,  the  toast  of  Wall  Street.  Now,  with 
lower  P/Es,  they  are  bargains — and  still  rack  up  good  earnings  growth. 
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bad  years,  they  beat  the  market  every 
time.  Lately  the  strategy  of  GMO's  U.S. 
value  fund  has  been  to  take  advantage  of 
a  change  in  the  value  game  board.  It  tilts 
away  from  value  stocks  that  have  become 
overpriced  and  favors  ones  that  have 
fallen  from  the  growth  category. 

Since  few  investors  can  afford  a  GMO 
fund,  we've  collected  some  alternatives  (see 
table  below).  These  five  funds,  which  get 
mostly  good  grades  from  FORBES  for  their 
performance  in  bear  markets,  charge 
below  the  1.6%  yearly  average  for  domestic 
actively  managed  funds. 

The  Yacktman  Fund  holds  some 
dispirited  names  that  could  come  back. 
Returning  12.5%  annualized  over  the  past 
five  years,  the  fund  earns  just  three  stars 
overall  from  Morningstar,  although  it,  too, 
easily  bests  the  S&P  500.  This  fund's  lead- 
ing holding  is  Coca-Cola,  making  up  9%  of 


its  net  assets.  The  soda  giant  has  seen  some 
hard  times  recently;  its  $48  share  price  is 
$10  less  than  in  late  1999.  The  P/E  has  also 
slumped:  22  compared  with  59  during  the 
bubble.  Sounds  like  a  buy.  In  addition,  the 
fund  holds  once  lofty  Microsoft. 

Now  let's  take  a  look  at  the  over- 
heated value  stocks,  whose  current  mar- 
ket runs,  if  Grantham  is  right,  represent 
a  value  peak.  In  1999  Boeing,  Federated 
Department  Stores  and  Harrah's  Enter- 
tainment were  genuine  value  stocks,  with 
price/earnings  ratios  half  the  market's  30. 
Now  they  are  all  trading  at  P/Es  above 
the  market's  average  P/E  of  17.  For  the 
moment  their  prospects  look  good.  Boe- 
ing is  enjoying  a  surge  in  airplane  orders, 
Federated  a  revival  at  Macy's,  Harrah's  a 
boom  in  casino  traffic. 

But  don't  expect  their  premium  P/Es  to 
last.  The  best  idea:  Sell  now.  F 


How  to  Navigate  the  Coming  Value  Collapse 

These  no-load  mutual  funds  have  significant  holdings  in  former  growth  stocks,  like  those  in  the  table  above. 


FUND 

TOTAL  RETURN 
LATEST  5-YEAR 
12-MONTHS  ANNUALIZED 

ANNUAL 

EXPENSES  UNDERVALUED 
PER  $100    STOCKS  HELD 

FIDELITY  CAPITAL  APPRECIATION  FUND 

13.8%  9.9% 

$0.91      General  Electric,  Motorola 

HILLMAN  FOCUSED  ADVANTAGE  FUND-NO  LOAD 

9.5  13.7 

1 .53      Home  Depot,  Motorola 

MASTERS'  SELECT  VALUE  FUND 

16.8  9.6 

1 .21      Dell,  Home  Depot 

1  T  ROWE  PRICE  CAPITAL  APPRECIATION  FUND 

14.5  12.2 

0.76      General  Electric,  Coca-Cola,  Microsoft 

1  YACKTMAN  FUND 

11.0  12.5 

0.92      Coca-Cola,  Microsoft,  Home  Depot,  Wal-Mart 

S&P  500 

11.8  6.7 

Performance  through  Feb.  28.  Sources:  Forbes;  Upper;  Morningstar. 
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The  smart  yet 
easy  way  to 
invest  your  IRA. 


ASM. 


The  T.  Rowe  Price  SmartChoice  IR 


Consider  a  T.  Rowe  Price  SmartChoice  IRA  this  year,  a  smart  yet  easy 
solution  for  your  retirement  savings. 

With  a  T.  Rowe  Price  SmartChoice  IRA,  just  choose  the  date  that's  closest 
to  the  year  you  plan  to  retire  and  you'll  get  a  Retirement  Fund  that  we'll 
adjust  over  time  to  become  more  conservative  as  the  target  retirement 
date  approaches.  Based  on  the  Retirement  Funds'  low  expenses  and  high 
allocation  to  stocks,  Kiplinger's  magazine  said  T.  Rowe  Price  has  the 
"Best  Target-Retirement  Fund."*  Investors  should  note  that  the  higher 
the  fund's  allocation  to  stocks,  the  greater  the  risk. 

Our  Investment  Guidance  Specialists  can  help  you  decide  if  a 
SmartChoice  IRA  is  right  for  you.  They  can  even  help  you  open  an 
account  or  transfer  your  IRA  right  over  the  phone. 


Just  choose  the  fund 
closest  to  your 
retirement  date: 


Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 


2010  Fund 
2015  Fund 
2020  Fund 
2025  Fund 
2030  Fund 
2035  Fund 
2040  Fund 
2045  Fund 


Act  by  April  1 7  for  your  2006  IRA  contribution. 


The  more 
the  more  we're  different. 


ira.troweprice.com    1 .888.428.0008 


T.RoweFVice  Ik 

INVEST  WITH  CONFIDENCE 


Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different 
areas  of  the  market.  There  are  many  considerations  when  planning  for  retirement.  Your  retirement  needs, 
expenses,  sources  of  income,  and  available  assets  are  some  important  factors  for  you  to  consider  in 
addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also  be  sure  to  weigh  your 
objectives,  time  horizon,  and  risk  tolerance.  'November  2006. 

T.  Rowe  Price  Investment  Services.  Inc.  Distributor.  :  IRASCG75038 

L  


STOCK  PICKER  WILLIAM  W. 
Priest  is  on  a  quest  for  cash- 
laden  companies.  Certainly  the 
most  celebrated  virtue  of  cash 
is  that  it  gives  management  the 
flexibility  to  expand  or  to  withstand  busi- 
ness downturns.  But  Priest  doesn't  care 
about  that. 

No,  he  wants  to  know  how  much  of 
that  cash  ends  up  in  investors'  hands.  He 
adds  up  the  cash  paid  out  as  dividends, 
cash  used  to  buy  back  shares  and  cash 
used  to  pay  down  debt.  The  sum, 
expressed  as  a  percentage  of  a  company's 
market  capitalization,  is  what  he  calls  the 
"shareholder  yield."  A  stock  with  a  share- 
holder yield  over  6%  intrigues  him. 

Priest,  65,  developed  his  philosophy 
over  the  nearly  three  decades  he  spent 
with  BEA  Associates,  which  Credit  Suisse 
started  acquiring  in  1990.  He  was  forced 
to  retire  as  chief  of  Credit  Suisse  Asset 
Management  when  he  hit  60  in  2001.  A 
day  after,  he  formed  Steinberg  Priest 
Sloan;  part  of  it  became  Epoch  Invest- 
ment Partners  in  2004  and  now  manages 
$4.4  billion,  all  of  it  according  to  the  cash- 
tracking  motif. 

What's  the  connection  between  lower- 
ing debt  and  cash  returns  to  shareholders? 
A  smaller  debt  burden  means  your  100 
shares  of  common  have  a  larger  claim  on 
assets.  Think  of  it  this  way:  The  equity 
holders  really  own  an  operating  business 
on  which  there  happens  to  be  a  mortgage. 
Getting  their  mortgage  paid  off  is  as  good 
for  them  as  getting  a  check  in  the  mail. 

All  that  said,  Priest  isn't  averse  to  debt 
on  a  balance  sheet,  as  long  as  a  company 
can  afford  to  service  the  borrowings. 
Indeed,  his  main  retail  fund's  average 
company  has  funded  debt  equal  to  43%  of 
capital. 

Earnings,  in  Priest's  view,  are  often  a 
fiction,  and  accountants  can  arrange  them 
to  paint  any  picture.  "You  want  to  reduce 
things  to  what  can  be  measured,"  he  says. 
"Cash  can  be  measured." 

The  approach,  in  a  sense,  is  one  of  a 
value  investor— a  cynical  value  investor. 
But  Priest  does  not  dismiss  growth 
entirely.  He  prefers  companies  with 
growth  of  cash  flow  from  operations  that 
is  at  least  3%  a  year  over  the  past  three 


The  King  of  Cash 

William  Priest  wants  stocks  that  pay  him  to 
own  them — with  dividends,  buybacks  and 
debt  paydowns.  Helpfully,  he  has  a  simple 
formula  to  find  these  icons  By  Matthew  Rand 
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Priest,  flanked 
by  David  Pearl 
(right)  and  Tim- 
othy Taussig,  is 
a  value  guy — 
a  cynical  one. 


years  and  is  likely  to 
continue  growing.  That 
growth  makes  it  more 
likely  that  the  cash  dis- 
tributions will  continue. 
But  Priest  really  likes 
to  drill  down  into  how  a  company  uses  its 
free  cash  flow. 

Priests  definition  of  free  cash  flow:  Take 
cash  flow  from  operations,  shown  on  the 
"flow  of  funds"  page  following  a  company's 
profit-and-loss  statement,  add  cash  generated 
by  the  sales  of  assets,  then  subtract  cash 
consumed  in  capital  expenditures. 

Cash  flow  from  operations  is,  to  over- 
simplify, net  income  plus  depreciation 
plus  favorable  changes  in  working  capital 
(for  example,  shrinking  inventory  and 
receivables,  letting  payables  pile  up).  One 
ould  argue  whether  free  cash  as  so  defined 
Iways  represents  financial  strength — should 
ompanies  be  rewarded  for  selling  off  the 
uture  or  making  creditors  wait? — but  it's 
ften  a  better  measure  of  dividend-paying 
bility  than  net  income  is. 

Priest  says  companies  that  spend  their 
ash  on  shareholders,  rather  than  letting  it 
it  in  the  bank  or  squandering  it 
n  expansion  projects,  provide 
he  kind  of  margin  of  safety 
spoused  by  value  god  Benjamin 
raham.  Cash  spent  on  empire 
uilding  ends  up  hurting  the 
hare  price,  he  says. 

Example:  medical  device 
aker  Boston  Scientific's  $27  bil- 
on  purchase  of  Guidant,  a  messy 
rair  that's  grown  worse  because 
f  lawsuits  over  Guidant's  heart 
efibrillator  implants.  The  market 
as  been  downbeat  on  it  Since  the 
~uary  2006  deal  Boston  Scien- 
c  stock  has  lost  35%. 
David  Pearl,  head  of  U.S. 
quities  at  Epoch  and  a  longtime  Priest 
lleague,  says  that  the  distinction  between 
rofits  spent  on  shareholders  and  profits 
ent  on  growth  is  clear  when  looking  at 
icrosoft  and  Intel  side  by  side. 

Their  price/earnings  ratios  are  not  far 
art  (23  and  22,  respectively).  Microsoft, 
hich  has  $28  billion  on  hand,  paid  out  a 
-per-share  special  dividend  in  2004  and 
given  up  on  the  idea  of  being  a  growth 
mpany,  he  says.  Intel  continues  to  reinvest 


in  its  business  without  getting  a  good 
return  on  those  investments.  So  Microsoft 
is  a  holding  while  Intel  is  not. 

Epoch's  Global  Equity  Shareholder 
Yield  fund  puts  the  cash-return  philosophy 
into  practice  for  retail  investors.  This 
year-old  fund,  which  invests  in  both  U.S. 
and  foreign  stocks,  delivered  a  26%  total 
return  (appreciation  and  dividends)  in 
2006.  Thus  far  in  rocky  2007  it  has  lost 
1.1%,  which  is  0.4  percentage  point 
ahead  of  its  benchmark,  the  MSCI  Europe, 
Australasia  &  Far  East  Index,  and  beats 
the  S&P  500's-1.7%. 

The  no-load  Epoch  fund,  with  $318  mil- 
lion in  assets,  charges  1.1%  yearly — a  little 
on  the  high  side  but  not  onerous.  A  simi- 
lar fund  that  Epoch  runs  for  private  clients, 
requiring  a  $10  million  minimum  invest- 
ment, has  returned  16.5%  annually  for  the 
last  five  years,  versus  6.2%  for  the  S&P  500, 
according  to  the  company  Web  site. 

Epoch,  not  surprisingly,  has  a  heavy 
dose  of  utilities  and  telecom.  Let's  see  how 
Epoch  calculates  its  shareholder  yield 
metric  by  examining  Citizens  Communi- 
cations, which  delivers  landline  phone 


The  champ  of  Priest's  list  is  RWE,  a 
German  utility  with  a  13.1%  shareholder 
yield,  made  up  of  4.5%  in  dividends,  buy- 
backs  worth  7%  and  debt  paydown  of 
1.6%.  The  buyback  program  should  keep 
coming  on  strong  because  the  company  is 
selling  off  some  assets  and  has  an  even 
larger  cash  hoard  than  before. 

AllianceBernstein,  the  financial  serv- 
ices outfit,  comes  up  just  shy  of  the  6% 
shareholder  yield  goal.  But  Priest  likes  it 
because  of  its  high  (10%)  free  cash 
growth,  which  portends  good  things  for 
the  firm. 

Some  companies  that  Epoch  is  watch- 
ing don't  yet  have  good  shareholder  yield 
scores,  but  are  poised  to  get  them  because 
of  their  good  free  cash  flow.  One  is 
Rural/Metro,  an  ambulance  operator  in 
Arizona. 

After  an  acquisition  spree  it  has 
amassed  $293  million  in  debt,  eclipsing 
its  $200  million  market  cap.  Most  of  its 
contracts  are  for  three-year  terms,  which 
give  the  company  a  predictable  and 
robust  free  cash  flow  that  Epoch  projects 
at  $1  a  share  this  year.  Those  shares  can 


Giving  It  Back 


Priest's  formula  to  find  his  prized  "shareholder  yield":  Add  up  cash  (as  a  percent  of  market 
cap)  used  to  pay  dividends,  buy  back  shares  and  pay  down  debt.  Ideally,  the  sum  exceeds  6%. 


PRICE 


COMPANY/INDUSTRY 

RECENT 

52-WEEK 
HIGH 

SHAREHOLDER1 
YIELD 

P/E 

ALLIANCEBERNSTEIN  HOLDING/financial  services 

$82.85 

$94.40 

5.3% 

22 

CITIZENS  COMM/telecom  services 

14.45 

15.21 

8.5 

18 

ENI  SPA/electric  utility 

30.10 

34.23 

10.2 

10 

RWE  AG/electric  utility 

98.83 

119.18 

13.1 

17 

WINDSTREAM/telecom  services 

14.18 

15.63 

9.2 

14 

Prices  as  of  Mar.  14.  'Sum  of  current  dividend  yield,  expected  2007  net  share  buybacks  as  a  percentage  of 
outstanding  shares  and  expected  2007  debt  paydown  as  a  percentage  of  current  market  cap. 
Sources:  Epoch;  Reuters  Fudamentals  via  FactSet  Research  Systems. 


service  and  broadband  under  the  Frontier 
brand  name,  covering  23  states. 

It  trades  at  18  times  trailing  earn- 
ings and  has  $1  billion  in  cash.  This 
company  has  a  history  of  doing  stock 
buybacks,  which  Epoch  fund  manager 
Eric  Sappenfield  estimates  will  amount 
to  1.8%  of  the  market  cap  this  year.  Add 
in  the  generous  6.7%  dividend  yield  (it 
isn't  paying  down  debt),  and  we  get  a 
shareholder  yield  of  8.5%. 


be  had  for  $7.55  each.  Epoch  owns  10% 
of  the  company. 

Most  investors  instinctively  focus  on 
earnings,  especially  how  much  those  earn- 
ings are  growing.  But  not  all  do.  Priest  tells 
the  story  of  soliciting  an  investment  account 
from  the  Henry  Ford  Health  System  in 
Detroit  last  year.  The  hospital  executives 
included  accountants,  and  they  cared  more 
about  hard  cash  in  the  till  than  in  paper  earn- 
ings. They  signed  him  up  right  away.  F 
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Pesticide 
Prince 

Dennis  Albaugh  made  his  money  by 
seeing  opportunity  where  others  saw 
only  challenge  |  By  Emily  Lambert 


DENNIS  ALBAUGH'S  FIRST  AT- 
tempt  at  entrepreneurial  cap- 
italism wasn't  auspicious.  It 
was  1979.  He'd  spent  his 
$2,000  in  savings  and  had 
mortgaged  his  house  to  buy  a  used  truck  and 
1,500  gallons  of  weed  killer,  which  he  was 
driving  from  Des  Moines  to  a  customer  in 
Aberdeen,  S.D.  There  was  a  leak  in  the  truck 
All  he  had  left  when  he  got  there  was  an 
empty  truck  and  a  very  angry  customer. 

But  Albaugh,  now  57  and  chief  execu- 
tive of  Albaugh  Inc.,  was  willing  to  wager 
that  fate  would  not  punish  him  a  second 
time.  He  begged  the  customer  for  another 
three  days,  went  back  to  Des  Moines, 
rented  a  different  truck  and  convinced  his 
supplier  to  give  him  more  weed  killer  on 
credit.  He  made  the  delivery  again  and 
stayed  in  business. 

That's  been  a  theme  for  Albaugh  ever 
since:  Where  others  have  seen  challenge  or 
peril,  he's  seen  opportunity.  "He  doesn't 
allow  typical  emotions  that  cloud  our  lives 
to  affect  his  thought  process,"  says  Spencer 
Vance,  president  of  Albaugh  Inc.,  which 
had  an  estimated  $120  million  in  operating 
income  (earnings  before  interest,  taxes  and 
depreciation)  on  $800  million  in  sales  last 
year  selling  pesticides.  "You  don't  ever  see 
weakness  or  fear  out  of  Dennis." 

Albaugh,  whose  stake  in  his  privately  held 
company  is  worth  perhaps  $1.2  billion,  was 
raised  on  a  farm  in  Ankeny,  Iowa.  When  his 
older  brother  went  into  the  family  business, 
Dennis  knew  it  wouldn't  support  them 
both.  So  he  got  a  two-year  agriculture  busi- 
ness degree  from  Des  Moines  Area  Commu- 


nity College.  He  spent  seven  years  selling 
fertilizers,  chemicals  and  seeds  for  a  coop- 
erative, then  became  a  salesman  for  Thomp- 
son Hayward,  pushing  crop  chemicals 
across  Illinois,  Nebraska  and  central  Iowa. 
The  company  asked  him  to  move  to  Birm- 
ingham, Ala.,  but  Albaugh  said  no.  Instead, 
he  started  his  own  company  and  spent  the 
next  few  years  buying  and  selling  a  weed 
killer  from  Helena  Chemical,  competing  with 
Helena's  own  sales  force  for  meager  margins. 

The  product,  2,4- D,  was  old,  introduced 
in  1947.  By  the  1970s  the  market  was  filled 
with  competitors,  and  companies  were  de- 
emphasizing  the  chemical  in  favor  of  newer 
offerings.  Helena  had  been  blending  2,4-D 
at  a  factory  in  Des  Moines  but  sold  the  fac- 
tory to  another  company  that  converted  it 
to  make  another  product.  Albaugh  took  out 
a  Small  Business  Administration  loan  for 
$  100,000,  bought  Helena's  mixing  tanks  and 
pumps  and  moved  them  to  Ankeny 

As  a  2,4-D  formulator  Albaugh  scraped 
through  the  1980s.  In  1990  one  of  his  com- 
petitors, Agrolinz,  wanted  to  sell  its  factory 
in  St.  Joseph,  Mo.  The  price  was  $750,000. 
Albaugh  didn't  have  the  money  to  buy  it,  and 
no  bank  would  lend  him  money  to  do  so. 

But  he  bought  it  anyway.  He  raised  cash 
by  liquidating  the  inventory,  which  was  given 
to  him  ahead  of  the  deal's  closing.  Within  a 
year  his  sales  had  increased  from  $10  mil- 
lion to  $26  million.  He  closed  the  factory  in 
Ankeny.  Today  2,4-D  is  Albaugh's  second- 
strongest  product  line. 

To  make  2,4-D  at  the  St.  Joseph  factory, 
Albaugh  bought  2,4-Dichlorophenoxy?.cetic 
acid  from  an  Austraban  firm,  an  Argen- 


APRIL  9,  2007      FORBES  69 


tinean  one  and  Dow  Chemical.  In  1994  he 
wanted  a  better  supply  deal  from  Dow. 
When  he  couldn't  get  it,  he  vowed  to  make 
the  acid  himself.  He  bought  equipment  and 
started  making  it  before  Dow  offered  a  bet- 
ter deal.  Albaugh  folded  the  erstwhile  acid- 
making  equipment  into  other  operations. 

But  that  deal  was  small  beans  compared 
with  Albaugh's  1995  fight  to  acquire  Atanor, 
his  Argentinean  supplier.  As  Albaugh  added 
products  like  the  herbicide  trifluralin  to  his 


From  plant  to  farm:  Albaugh  makes  the  world's  most  popular 
herbicide  in  St.  Joseph,  Mo.  (pictured)  and  Argentina. 

lineup,  he  saw  that  his  biggest  sellers  were 
made  by  Atanor.  Albaugh  figured  he  could 
run  Atanor  more  efficiently  by  operating  its 
factories  year-round  and  shipping  more  of 
its  products  to  the  U.S.  during  the  Argen- 
tinean winter.  But  Atanor  was  four  times 
Albaugh's  size,  a  publicly  traded  company 
with  $200  million  in  sales.  Moreover, 
Argentina  was  in  the  throes  of  recession, 
experiencing  investor  flight,  high  unemploy- 
ment and  a  bank  liquidity  crisis. 

Albaugh  approached  25  banks  that 
wanted  no  part  of  his  gamble.  He  raised  the 
first  $20  million  in  the  U.S.  by  pledging 
Albaugh  Inc.  Then,  after  months  of  search- 
ing, he  met  a  banker  down  the  street  from 
Atanor  who  knew  the  company  well  and 
wanted  more  of  its  banking  business.  The 
banker,  a  former  farm  boy  himself, 
drummed  up  $30  million  from  three  banks, 
and  Albaugh  borrowed  the  last  $10  million 
as  mezzanine  financing  with  a  steep  rate 
upwards  of  20%.  In  1996  he  bought  51%  of 
Atanor  for  $60  million. 

But  Albaugh  didn't  want  to  answer  to 
minority  shareholders,  so  he  then  went 
about  buying  the  rest  of  the  shares,  borrow- 
ing another  $60  million  to  do  so.  He  even- 
tually delisted  Atanor  in  2004.  "I  don't  have 
partners  because  then  I  have  to  check  with 
somebody  else,"  he  says. 

Argentina's  economy  collapsed  in  2002; 
the  peso  lost  70%  of  its  value.  Some  of  the 
banks  that  had  bankrolled  Albaugh  needed 


their  money  back  quickly.  Some  larger 
manufacturers  pulled  back  from  Argentina. 
Albaugh's  response:  He  took  out  a  loan  in 
the  U.S.  to  repay  a  South  American  bank 
willing  to  forgive  $4  million  in  debt  in 
return  for  quick  repayment.  And  Albaugh 
bought  more  assets  in  Argentina— including 
a  glyphosate  factory  in  1999  for  $22  million, 
using  $10  million  in  cash  and  $12  million 
worth  of  products  from  Atanor. 

Glyphosate,  the  active  ingredient  in 
Monsanto's  hit  herbi- 
cide Roundup,  was 
going  off  patent  the 
next  year.  For  decades 
farmers  had  been 
spraying  Roundup  on 
the  ground  before 
planting,  killing  all 
leafy  weeds  in  its  path 
with  a  chemical  that 
conveniently  broke  down  in  the  soil,  so  it 
wouldn't  poison  crops  planted  later.  But 
the  landscape  for  glyphosate  was  chang- 
ing. In  1996  Monsanto  began  selling  seeds 
genetically  modified  to  survive  Roundup. 
Farmers  could  spray  plants  grown  from 
those  seeds,  and  that  represented  a  whole 
new  opportunity. 

With  glyphosate  going  off  patent  in 
September  2000,  generic  manufacturers 
were  anxious  to  strike  a  deal.  In  the  U.S. 
generic  companies  can  sell  off-patent 
products  immediately,  but  they  have  to 
compensate  the  company  that  originally 
registered  the  chemical  with  the  Environ- 
mental Protection  Agency — Monsanto  in 
this  case — for  the  data  showing  the  prod- 
uct's safety  and  efficacy. 

Albaugh  had  an  advantage  because 
Atanor  had  a  recipe  for  glyphosate.  With 
its  newly  purchased  factory  it  could  put 
that  secret  sauce  to  use.  So  when  Albaugh 
met  with  Monsanto  to  negotiate  its  com- 
pensation payment  for  the  certification 
data,  he  had  some  leverage. 

Albaugh  told  Monsanto  that,  if  need 
be,  he  would  import  glyphosate  from 
Argentina,  which  could  push  the  U.S. 
price  of  glyphosate  down.  "One  thing  I 
never  do  is  threaten,"  deadpans  Albaugh. 
"It's  just  not  my  style." 

A  Monsanto  spokeswoman  said  employ- 
ees couldn't  recall  the  specifics  of  the  nego- 
tiation but  that  Albaugh's  sourcing  wouldn't 


have  affected  negotiations.  Terms  of  the  deal 
they  struck  remain  secret,  but  most  of 
Atanor's  glyphosate  stayed  in  Argentina. 

Glyphosate  was  a  wild  success,  beyond 
Albaugh's  expectations.  It's  the  bestselhng 
agrochemical  in  the  world,  with  an  estimated 
market  of  $3  billion.  It  appears  that  Monsanto 
has  clung  to  two-thirds  of  the  business,  cut- 
ting prices  reluctantly  and  thus  leaving  a  price 
umbrella  for  the  first  discounters.  When 
Albaugh  started  selling  glyphosate  in  the 
U.S.  within  months  after  the  patent  expired, 
farmers  were  paying  close  to  $40  a  gallon. 
Now  they  pay  $10.  Albaugh  has  made  up 
for  shrinking  margins  with  rising  volume  and 
claims  to  be  the  second-biggest  glyphosate 
producer  in  the  U.S. 

Albaugh  has  continued  to  make  scary- 
looking  bets.  In  the  past  four  years  he  spent 
$55  million  on  three  sugar  mills  and  1 1,000 
acres  of  sugar  cane  in  Argentina.  Their  own- 
ers had  been  losing  money,  and  sugar  prices 
had  been  depressed  for  years,  but  Albaugh 
wanted  the  mills  for  an  alcohol  they  produce 
that  is  used  to  make  2,4-D.  Last  year,  after 
Hurricane  Katrina  knocked  out  sugar  crops 
and  refineries,  world  sugar  prices  more  than 
doubled  to  19  cents  per  pound. 

This  year  Atanor  will  begin  selling 
glyphosate  in  agricultural  powerhouse 
Brazil,  but  it  took  it  1 1  long  years  to  get 
necessary  approvals  from  the  government. 
Albaugh  is  still  wrestling  with  a  $10  mil- 
lion investment  in  Mexico,  where  he's  hav- 
ing troubles  getting  farmers  to  pay  their 
bills.  Another  problem:  Scientists  have 
identified  12  glyphosate-resistant  weeds. 
But  in  an  irony  Albaugh  can  appreciate, 
Monsanto  has  suggested  some  farmers  use 
other  herbicides,  including  2,4-D,  in  con- 
cert with  glyphosate  to  combat  resistance. 

These  days  Albaugh,  who  says  he'll  sell 
his  company  "at  some  point,"  spends  most 
of  his  year  in  Florida,  a  state  with  no  per- 
sonal income  tax.  When  back  in  Ankeny, 
he  commutes  to  work  by  golf  cart,  driving 
from  his  10,000-square-foot  Tuscan-in- 
spired villa  to  Albaugh's  world  headquarters, 
across  a  19-hole  golf  course  he  built.  ("You 
always  need  a  playoff  hole,"  he  explains.) 

In  Ankeny,  a  suburb  of  Des  Moines  sur- 
rounded by  farmland,  Albaugh  is  bankrolling 
a  1,031 -acre  development  that  will  have  3,555 
homes.  A  risky  bet  as  the  housing  market 
crumbles?  Not  to  this  guy.  F 
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Entrepreneurs  

A  FISH  TALE 


AT  5:30  A.M.  LAST  AUG.  10, 
Sally  Eason,  the  second- 
generation  owner  of  Sun- 
burst Trout  Farm  in  Canton, 
N.C.,  got  a  phone  call:  There 
was  a  fire  at  headquarters.  "I  thought 
maybe  it  was  just  a  brush  fire,"  Eason  says. 

She  realized  more  was  amiss  when,  in 
her  20-minute  drive  to  the  plant,  she  saw 
red  trout  caviar,  her  most  expensive  prod- 
uct, splattered  across  the  highway.  Moments 
later  she  spotted  flames  leaping  over  the 
80-foot-tall  pine  trees  surrounding  her  17- 
acre  property.  There,  30  volunteer  firemen 
tried  to  contain  the  blaze  that  had  engulfed 
the  company's  main  building,  which 
housed  the  office  and  all  of  the  cutting  and 
processing  machinery. 

By  7  a.m.  all  that  remained  of  the 
building  was  a  metal  frame  and  some 
charred  cinder  blocks.  The  cause  was 
arson.  And  the  arsonist(s),  who  remains  at 
large,  obviously  had  some  inside  knowl- 
edge. The  fire  was  set,  the  Haywood 
County  Sheriff's  Office  determined,  at 


She  Shall 
Overcome 

Job  has  nothing  on  Sally 
Eason,  whose  Sunburst 
Trout  Farm  has  survived 
catastrophic  setbacks. 
By  Monte  Burke 

5:20  a.m.,  ten  minutes  before  the  first  of 
Sunburst's  18  employees  usually  showed 
up.  The  culprit  also  stole  670  pounds  of 
grade  A  caviar,  worth  $67,000  to  the  com- 
pany, leaving  behind  330  pounds  of  grade 
B  stuff,  though  neither  was  marked.  A 
company  crowbar  was  used  to  break  into 
the  outer  gate  and  the  caviar  freezer.  The 


Comeback  artist:  SalfWEason, 
on  her  North  Carolina  trout  farm, 
turns  obstacles  into  opportunities. 


strangest  clue:  Four  photos  of  Eason's  dad, 
Richard  Jennings,  the  82-year-old  founder 
of  Sunburst,  were  plucked  from  the  main 
building  before  it  was  set  ablaze  and 
placed  against  an  adjacent  building, 
almost  as  if  put  on  display. 

Eason  was  devastated.  Before  the  fire 
tiny  Sunburst  was  well  on  the  way  to 
recovering  from  a  series  of  setbacks.  It 
brought  in  $30,000  in  net  profit  on  rev- 
enue of  $1.5  million  for  the  first  seven 
months  of  the  year — one  of  the  best  runs 
in  the  company's  56-year  history.  Sun- 
burst, perched  in  the  mountains  of  the 
Pigeon  River  valley  in  the  shadow  of  Cold 
Mountain,  the  setting  for  the  novel  of  the 
same  name,  sells  65%  of  its  products, 
which  include  fillets  and  trout  eggs,  to 
high-end  grocery  chains  Whole  Foods 
and  the  Fresh  Market,  among  others.  Posh 
restaurants,  including  the  Gramercy  Tavern 
and  "21"  in  Manhattan,  buy  another  25%. 
The  rest  goes  to  individuals  who  place 
orders  by  phone,  Internet  and  mail.  Fillets 
wholesale  for  $6  a  pound,  smoked  fillets 
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for  $12,  trout  eggs  for  $128. 

Eason,  54,  briefly  considered  shuttering 
the  business,  which  supports  her,  her  hus- 
band, Steven,  and  their  two  grown  sons, 
Wesley  and  Benjamin.  But  having  already 
rescued  Sunburst  from  two  catastrophes, 
Eason  decided  to  rebuild  once  more.  She 
moved  the  processing  operation  from  its 
burnt-out  3,000-square-foot  space  into  the 
800-square-foot  kitchen,  intact  thanks  to  a 
pair  of  fireproof  doors.  Two  days  after  the 
fire  Sunburst  was  running  at  a  third  of  its 
normal  capacity.  Processing  was  done  by 
hand  because  all  the  machines  had  been  lost 
in  the  fire.  But  by  the  end  of  the  year  Sun- 
burst was  up  to  its  normal  daily  production 
rate  of  2,000  pounds.  It  lost  only  one  of  its 
150  corporate  customers. 

Getting  the  money  to  rebuild  was 
more  difficult.  A  month  mm 
after  the  fire  a  group  of  15 
restaurants  and  caterers  in 
Asheville,  the  nearest  big 
town,  hosted  a  weeklong 
fundraising  event  called 
"Celebrate  Sunburst."  The 
$5,000  they  raised  wasn't 
much,  but  "the  gesture  was 
huge,"  says  Eason.  Hartford, 
their  insurer,  wasn't  so 
friendly.  At  first  the  adjusters  were  under- 
standably suspicious  about  the  fire.  They 
pressed  Eason  for  information  about  the 
family:  Were  she  and  her  husband  having 
marriage  trouble?  So  far  the  insurer  has 
doled  out  $460,000.  Eason  and  her  hus- 
band, who  say  the  property  was  worth 
$575,000,  took  out  a  $120,000  home 
equity  line  of  credit  to  rebuild  the  rest. 
Richard  Jennings,  Easons  father,  tossed  in 
another  $30,000 

Sunburst  grew  out  of  a  business  cre- 
ated in  1951  by  Jennings:  raising  rainbow, 
brown  and  brook  trout  for  fishermen  to 
catch  at  sportsmen's  clubs.  In  1963  he 
moved  the  operation  to  its  present  spot  on 
the  Pigeon  River,  which  provides  cold, 
clean  water  for  his  trout-rearing  race- 
ways— concrete  troughs  where  the  fish  are 
kept.  The  business  started  shifting  away 
from  stocking  streams  to  stocking  store 
shelves  in  the  1970s,  when  Giant  Food,  a 
Landover,  Md.  grocery  chain  now  owned 
by  the  Dutch  group  Royal  Ahold,  started 
buying  its  fillets. 


Eason,  who  was  trained  as  a  pediatric 
nurse,  was  a  stay-at-home  mom  until  a 
bookkeeper  at  the  trout  farm  left  suddenly 
in  1985  and  she  was  pressed  into  service. 
She  worked  on  accounts  and  cut  fish, 
learning  all  parts  of  the  business.  The  next 
year,  disaster  struck.  A  dry,  warm  winter 
was  followed  by  a  dry,  warm  spring.  By 
early  July  the  water  temperature  in  Sun- 
burst's trout  raceways  was  73  degrees, 
deadly  to  trout.  A  few  weeks  later  trout 
were  dying  in  the  raceways,  and  Sunburst 
lost  99%  of  its  fish,  worth  $250,000.  "It  was 
such  a  sick  feeling  to  see  all  of  those  white 
bellies  floating  in  there,"  Eason  recalls. 

With  no  product— and  no  insurance 
for  drought— the  trout  farm  shut  down. 
But  three  weeks  later  Eason  and  her  father 
decided  to  rebuild.  Jennings  put  his 


$250,000  in  savings  into  the  effort.  He  and 
Steven  built  two  bigger  raceways  and 
stocked  them.  Five  months  later  they  were 
back  in  business. 

In  the  early  1990s  Jennings  and 
Eason,  who  was  by  then  running  day-to- 
day operations,  began  to  expand,  adding 
hot-  and  cold-smoked  fillets,  smoked- 
trout  dip,  trout  sausage,  chowder  and 
mousse  to  their  offerings.  They  also 
added  trout  caviar.  Until  then  the  family 
had  viewed  the  eggs  as  a  nuisance  that 
would  "fall  out  of  the  fish  on  the  process- 
ing room  floor  and  create  a  yucky  mess," 
says  Eason. 

The  caviar  wasn't  an  immediate  hit. 
The  large  eggs  are  red  in  color  and  don't 
taste  like  Russian  caviar.  But  in  2001  a 
scarcity  of  Caspian  sea  sturgeon  forced 
caviar  lovers  to  find  other  sources,  and 
suddenly  Sunburst  was  selling  to  dozens 
of  high-end  restaurants  in  New  York. 
"Things  were  going  great,"  says  Eason. 

Until  September  2004,  that  is,  when 
hurricanes  Frances  and  Ivan  hit  the  Car- 


olina mountains.  Twenty  inches  of  rain 
fell  in  two  weeks,  flooding  the  Pigeon 
River.  Thousands  of  Sunburst's  rainbow 
trout  were  swept  downstream.  The  few 
that  remained  in  the  raceways  died 
because  the  intake  systems,  which  inject 
oxygen,  were  clogged  with  debris.  The 
fallout  had  a  familiar  ring:  Sunburst  again 
lost  $250,000  worth  of  fish  and  infra- 
structure in  the  flood,  which  wasn't  cov- 
ered by  insurance.  Eason's  family  fixed 
the  pipe  and  raceway  intake  systems 
themselves  and  limped  along  for  the  next 
14  months.  Eason  says  she  received 
$48,000  from  disaster  relief  agencies — not 
nearly  enough  to  get  Sunburst  back  up  to 
speed.  One  day  a  letter  came  from  the 
North  Carolina  governor's  office.  Inside 
was  a  check  for  $202,000,  her  exact 
deficit,  a  grant  from  the  gov- 
ernor's relief  program.  "To 
this  day,  I'm  not  sure  how 
they  knew  that,"  Eason  says. 
"It  was  like  it  dropped  from 
the  sky." 

Eason  has  come  to  see 
opportunity  in  hardships.  In 
rebuilding  Sunburst  after 
last  year's  fire,  she  decided  to 
upgrade.  The  new  building, 
completed  in  February,  is  1,000  square  feet 
bigger  and  filled  with  new  machinery,  big- 
ger freezers  and  bigger  coolers,  allowing 
Sunburst  to  more  than  double  processing 
volume  to  5,000  pounds  (of  output)  a  day 
Sunburst  raises  its  trout  without  put- 
ting antibiotics  or  steroids  in  the  feed.  It 
also  has  a  settling  pond  and  compost 
heap  to  keep  fish  waste  out  of  the  Pigeon 
River.  This  matters  to  environmentally 
conscious  buyers,  including  Whole  Foods 
and  the  Dressing  Room,  Paul  Newman 
and  Michel  Nischan's  restaurant  in  West- 
port,  Conn.  In  March  Eason  served  on  a 
sustainable  aquaculture  panel  with  a 
seafood  and  deli  executive  from  Wal- 
Mart,  which  says  it  will  only  source  fish 
from  farms  that  meet  environmental 
standards  set  by  the  Marine  Stewardship 
Council.  Might  Sunburst  become  a  Wal- 
Mart  supplier?  Anything  is  possible,  as 
Eason  well  knows. 

"I  was  asked  by  a  group  of  bankers 
recently  about  my  specialty,"  she  says.  "I 
said, 'Disaster  management.'"  F 
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SHOES  WITH  SOUL  

FOR  YEARS  REBECCA 
Brough,  a  Hollywood 
stylist,  refused  to  use 
leather  or  fur  when  putting 
celebrities  in  nice  clothes  for 
public  appearances  and  mag- 
azine shoots.  Most  of  her 
clients,  including  actresses 
Alicia  Silverstone  and  Pamela 
Anderson,  were  happy  for 
Brough,  a  vegan  who  doesn't 
eat  or  use  products  made  with 
animal  meat  or  by-products, 
to  dress  them  in  fake  leather 
and  fur  apparel.  But  only 
now  is  Brough,  who  turned 
her  passion  for  animal  care 
into  a  product— Mink,  a  line 
of  vegan  shoes — starting  to 
persuade  suppliers,  retailers 
and  consumers  to  accept  a 
$400  (retail  price)  alternative 
to  fancy  leather  heels. 

Brough  set  out  to  create 
a  hide-free  shoe  line  in  2000 
when,  armed  with  her 
sketches  of  playfully  elegant 
stilettos  made  from  fabric 
and  cork,  she  bought  a 
$1,500  plane  ticket  to  the 
Lineapelle  Fair  shoe  conven- 
tion in  Bologna,  Italy.  There, 
she  scooped  up  swatches  of 
cotton,  linen,  denim  and 
imitation  silk — the  real  stuff 
is  unkind  to  silkworms — 
and  took  them  to  Italian 
shoemakers.  At  16  factories 
Brough,  36,  was  all  but 
shoved  out  the  door  by  eye- 
rolling  cobblers  who  didn't 
want  to  make  smallish 
batches  of  labor-intensive 

nonleather  shoes  that,  to  meet  Brough's  standards,  would 
require  animal-free  glue.  "A  lot  of  times  the  shoemakers  were 
almost  yelling  at  me,"  she  says. 

Finally,  Brough  found  Marco  Gambassi,  44,  a  third-genera- 
tion cobbler  interested  in  taking  small  projects  after  selling  his 
family's  factory  in  Tuscany  to  Gucci.  In  2002  Gambassi  agreed  to 
make  Brough's  footwear,  which  has  to  be  stitched  by  hand,  since 
standard  machines  would  rip  the  thin  strips  of  fabric  that  are  part 
of  her  dainty  designs.  Gambassi  also  developed  a  durable,  sticky 
resin  from  a  Para  rubber  tree  plant,  to  bind  the  sole  to  the  top  of 
Brough's  stiletto  and  platform  heels. 


Sitting  pretty:  Rebecca 
Brough  designs  high  heels 
free  of  animal  products. 


Fancy  Footwork 

No  animals  are  harmed  in  the  making  of 
Mink  shoes.  Just  bank  accounts. 

By  Kiri  Blakeley 


This  kind  of  work  doesn't 
come  cheap.  Each  pair  of 
shoes  consumes  ten  hours  of 
labor,  two  hours  more  than 
leather  shoes.  That  turns 
into  a  manufacturing  cost  of 
$120.  Brough  spent  $43,000 
before  she  saw  her  first  sam- 
ples—60  pairs  of  shoes  in  six 
different  designs — in  2004. 
She  gave  each  of  her  designs 
a  tongue-in-cheek  name. 
"Pig"  is  a  pink  velveteen 
stiletto  topped  with  pink 
crystals. 

High-end  retailers,  many 
of  whom  associate  vegan 
wear  with  a  Birkenstock 
crowd,  were  even  more  dis- 
missive than  the  cobblers. 
Brough  spent  the  next  year 
carting  her  designs  to  287 
stores  in  Los  Angeles,  New 
York  and  London  without 
making  a  sale.  Despite  her 
connections,  stores  refused  to 
put  a  $600  (Brough's  initial 
suggested  retail  price)  non- 
leather  shoe  by  an  unknown 
designer  next  to  footwear 
made  by  Prada  and  Jimmy 
Choo.  "At  that  price,  cus- 
tomers expect  leather,"  sniffs 
Christine  Campbell,  who 
owns  Crimson  Mim,  a  Los 
Altos,  Calif,  shop. 

Brough  turned  to  her 
celebrity  contacts,  including 
Paris  Hilton  and  actress 
Natalie  Portman.  She  slipped 
Mink  designs  on  37  celebri- 
ties in  2005.  The  exposure 
helped  Mink  get  plugs  in  23 
magazines.  Now  doors  opened.  Brough  sold  90  pairs  of  shoes  for 
$200  each  to  four  stores  in  Utah  and  Arizona  in  2005.  The  stores 
sold  their  stock  of  the  shoes;  priced  between  $350  and  $400,  in  less 
than  five  weeks.  Since  then  Brough  has  capitalized  on  economies 
of  scale  to  drop  her  wholesale  price  to  $160  a  pair,  helping  Mink's 
18  styles  get  picked  up  by  12  more  boutiques.  She  also  sells  shoes 
from  her  Web  site  for  $400  a  pair.  Brough's  tenacity  is  starting  to 
pay  off:  Last  year  she  sold  740  pairs  of  shoes,  for  a  $75,000  gross 
profit  on  sales  of  $168,000.  "When  I  first  started,  people  didn't 
even  know  what  vegan  was.  They  would  ask,  'Can  I  eat  the 
shoe?'"  says  Brough.  "But  now  they  get  it." 
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You  wouldn't  recognize 
me  in  an  elevator, 
but  if  you  ever  needed  it, 
I  would  give  you  my  blood 


When  you  help  the  American  Red  Cross,  you  help  America. 

America  is  a  place  where  we  look  out  for  each  other. 
And  with  someone  in  America  needing  blood  every  two  seconds, 
there's  someone  who  needs  you  to  roll  up  your  sleeve  today. 


+ 


American 
Red  Cross 


Call  1-800-GIVE  LIFE  or  visit  givelife.org 


WIRELESS 


ERIC  BREWER  WAS  MADE  A 
tenured  professor  of  computer 
science  at  UC,  Berkeley  when  he 
was  only  32.  He  co-wrote  the 
worlds  most  widely  used  search 
algorithm,  at  least  before  the  Google  guys 
got  started.  And  for  a  little  while  back  in 
the  late  1990s  Internet  bubble,  Brewer  was 
a  billionaire. 

His  wealth  is  now  well  shy  of  $1  bil- 
lion, but  the  world  should  be  thankful 
that  Brewer  gave  up  trying  to  claw  his 
way  back  to  the  top  of  the  Internet 
industry.  For  the  past  several  years  the 
40-year-old  has  been  burrowing  away  at 
some  engineering  problems  whose  solu- 
tion would  make  life  more  livable  in  the 
Third  World. 

"I  don't  want  to  impact  just  ten  people, 
I  want  to  impact  a  billion  people,"  says 
Brewer. 

Brewer  and  his  graduate  students  at 
Berkeley  have  concocted  a  wireless  net- 
working scheme  called  Wildnet  (Wild  is 
short  for  "Wi-Fi  over  long  distance"). 
Two  Wildnet  transmitters  can  shuttle 
5  million  bits  per  second,  as  much  as  a 
cable  modem,  over  distances  of  up  to  60 
miles.  A  relay  station  is  needed  if  the 
antennas  aren't  in  direct  line  of  sight. 
Wildnet  takes  Wi-Fi  technology  and 
extends  its  range  100  times  farther  than 
an  airport  hot  spot. 

Wildnet  is  cheap  to  deploy,  using  the 
publicly  available  radio  spectrum  and  the 
free  Linux  operating  system  on  an  inex- 
pensive Intel  computer  board  with  off- 
the-shelf  Wi-Fi  radio  chips.  One  router 
costs  less  than  $400  and  sips  only  8  watts 
of  power.  A  solar  panel  can  run  it. 

Small  Wildnets  have  been  built  in  the 
Philippines  and  Ghana  to  promote  rural 
Internet  penetration  and  in  Guinea-Bissau 
for  community  radio  stations  to  share 
content.  Communities  in  rural  Virginia 
and  a  few  Indian  reservations  also 
expressed  interest  in  getting  their  own 
Wildnets. 

Wildnet's  most  dramatic  impact  to 
date  has  been  in  southern  India,  where 
the  high-speed  links  are  bringing  better 
eye  care  to  poor  villagers.  Parvathi  Shan- 
mugam,  a  45-year-old  mother  in  Andi- 
patti,  a  small  village  in  the  state  of  Tamil 


60-Mile 
Wi-Fi 


Eric  Brewer  has  a  cheap 
and  convenient 

answer  for  connecting 
the  world's 
poorest  villages. 
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Sonesh  Surana, 
a  Berkeley 
Ph.D.  student, 
led  the  Aravind 
telemedicine 
project  in 
southern  India. 


Nadu,  used  to  dread  taking 
her  daughter  on  the  10-mile 
trip  to  the  eye  clinic  in  Theni, 
a  bigger  city  to  the  west.  Her 
family  had  to  take  two  buses, 
which  took  about  an  hour,  and 
often  waited  two  more  hours 
for  a  doctor.  A  year  ago  Andi- 
patti  opened  its  own  eye  clinic 
connected  to  Theni's  Aravind 
Eye  Hospital  with  a  Wildnet 
link.  The  clinic  now  conducts 
real-time  eye  exams  with  doc- 
tors in  Theni,  over  a  direct 
connection  150  times  as  fast 
as  its  old  dial-up  modem, 
which  used  to  cost  $200  a  year. 
The  Wildnet  link,  installed  at 
a  cost  of  $1,800,  is  practically 
free  to  operate. 

Shanmugam,  who  makes 
$1.50  a  day,  went  to  the  Andi- 
patti  clinic  three  times  last 
September  to  see  about  her 
watering  right  eye  and  photo- 
phobia, or  excessive  sensitivity  to  light. 
She  got  eyedrops  and  a  schedule  of  Web- 
cam follow-ups.  Cost  per  visit  is  5  rupees, 
or  13  cents,  one-sixth  the  price  charged  in 
Theni.  "I  didn't  find  it  different  than  see- 
ing a  doctor,"  says  Shanmugam. 

Aravind  Eye  Hospitals  treat  1,400 
new  patients  a  month  at  its  five  remote 
vision  centers.  R.D.  Thulasiraj,  Aravind's 
executive  director,  expects  to  double  his 
remote  patient  volume  in  the  next  12 
months  and  add  20  more  clinics  to  the 
network  by  the  middle  of  2008.  Soon 
1  million  people  in  the  state  of  Tamil 


Patient  care  at  a  remote  eye  clinic  in  Ambasam,  India. 

Nadu  will  have  access  to  low-cost  eye  care. 

This  is  the  kind  of  impact  Eric  Brewer 
is  talking  about.  The  Aravind  project  and 
the  Wildnet  technology  are  now  a  big 
chunk  of  Brewers  work  at  the  Intel 
Research  Berkeley  Lab,  which  he  took 
over  as  director  in  2005  to  transform  the 
developing  world  through  information 
technology. 

"The  existing  Western  technologies 
are  rarely  a  good  fit,"  says  Brewer.  "They're 
either  too  expensive  or  too  complex" 
to  work  in  poorer  countries,  especially 
in  low-density  rural  areas.  Wildnet  is 
cheaper  and  faster  than  satellite  dishes, 
which  can  cost  $10,000,  way  out  of  reach 
to  all  but  the  wealthy.  The  new  WiMax 
standard  championed  by  Brewer's  patron, 
Intel,  is  faster  but  it  also  can  cost  $10,000 
for  a  base  station. 

Wildnet  isn't  going  to  kill  off  satellite, 
cellular  broadband,  Wi-Fi  or  WiMax. 
Brewer  says  his  technology  is  more  of  a 
complement  to  these,  a  "grass-roots 
solution"  for  rural  areas.  Unlike  a  Wi-Fi 
antenna,  which  is  omnidirectional  and 
sends  out  one  packet  of  data  only  after 
receiving  an  acknowledgement  from  a 
recipient,  the  Wildnet  antenna  is  nar- 
rowly aimed  at  its  mate  miles  away  and 


APRIL  9,  2007  FORBES 


n 


Mavericks 

can  transmit  and  receive  many  packets 
at  once  without  waiting  for  acknowl- 
edgements. 

A  Wildnet  would  couple  well  with 
conventional  Wi-Fi  hot  spots  to  create  an 
island  of  connectivity  in  places  without 
telephone  poles.  The  ultimate  goal  is 
"improving  the  quality  of  life,  health  care 
and  education  in  the  developing  world," 
says  Brewer.  "It's  not  something  that  my 
little  group  could  achieve,  but  I  can't  imag- 
ine doing  anything  else  that  could  be 
more  impactful  than  this." 

Brewer  had  very  different  plans  13 
years  ago.  In  1994,  the  year  he  started 
teaching  computer  science  at  UC,  Berke- 
ley, Brewer  set  out  a  goal  with  his  then 
graduate  student  Paul  Gauthier  to  make 
Web-searching  a  part  of  everyday  life. 
Their  work  led  to  the  formation  of  Ink- 
tomi, which  raised  $27  million  in  venture 
capital,  went  public  in  June  1998,  and 
reached  a  peak  market  value  of  $13  bil- 
lion. Inktomi's  software  ran  searches  for 
HotBot,  Yahoo  and  MSN. 

Starting  in  1997  Brewer  began  to 
travel  extensively,  running  the  company's 
operations  in  China,  India,  Japan,  Korea 
and  Europe.  He  came  into  contact  with 
young  leaders  from  developing  countries, 
who  told  him  of  the  poor  applicability  of 
Western  wireless  technology 

His  work  with  the  Clinton  White 
House  in  2000  to  make  federal  docu- 
ments searchable,  at  firstgov.gov  and 


In  the  Andipatti  clinic,  patients'  results  are  shared  via 
videoconference  with  a  hospital  miles  away  in  Theni. 


now  usa.gov,  fed  his  passion  to  make  a 
bigger  impact  elsewhere,  not  just  at 
home.  And  Sept.  1 1  inspired  Brewer  to 
think  of  ways  to  use  technology  beyond 
just  spotting  terrorists.  "I  don't  have  a 
problem  with  the  U.S.  government 
focused  on  security  and  terrorism,"  he 
says,  but  the  real  path  to  peace  "is  to  find 
an  option  for  the  developing  world  to 
increase  its  hope." 

Inktomi  crashed  hard  in  the  tech 
collapse,  and  the  company  was  sold  to 


Telemedicine  in  Tamil  Nadu 
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Yahoo  for  $235  million  in 
2003,  as  Google  was  begin- 
ning to  steal  the  search 
show.  Brewer  calls  his  brain- 
child "one  of  the  greatest 
companies"  of  the  Internet 
era.  "I  believed  in  the  Inter- 
net when  few  even  knew 
what  it  was,"  he  says  . 

By  the  time  Inktomi  was 
sold,  Brewer  had  returned  to 
teaching  at  UC,  Berkeley, 
where  he  created  a  project 
called  Technology  &  Infra- 
structure for  Emerging  Re- 
gions (TIER).  One  of  its  first 
projects  was  the  development 
of  the  Wildnet  system.  TIER, 
now  sponsored  by  the  Intel 
Berkeley  Research  Lab,  has 
drawn  help  from  12  graduate 
students  and  a  few  Intel 
staffers.  "Eric  is  a  naturally  op- 
timistic guy,"  says  Sonesh 
Surana,  a  Ph.D.  student  who 
came  to  TIER  in  the  fall  of 
2004.  He's  spent  many  months  making 
Wildnet  work  in  India. 

Brewer's  next  ambition  is  to  provide 
data  processing  help  for  microlenders  in 
poor  countries.  He  is  inspired  by  the  work 
of  2006  Nobel  Prize  winner  Muhammad 
Yunus.  "If  you  want  to  do  loans  in  India, 
you  have  to  keep  records,  and  prove  that 
you  are  making  reasonable  loans,"  says 
Brewer.  He  thinks  it's  possible  to  keep 
records  using  cell  phones  or  low- cost  PCs. 
Possible,  and  practical.  F 
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Aravind  Eye  Hospitals  is  using  the  long-distance  Wildnet  technology  to  connect  skilled  ophthalmologists  in  its  main  hospital  in 
Theni  with  technicians  in  remote  eye-care  centers  in  poor  villages  in  southern  India.  By  2008  it  expects  to  reach  1  million  residents. 
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>UR  INDISPENSIBLE 
UIDE  TO  BUILDING 
EALTH! 


mbisticated  investor  or  serious  beginner ... 
\mlator  or  buy-and-hold  investor ...  you  will 
b  hfit  from  this  latest  edition  of  the  famous 
WBES  STOCK  MARKET  COURSE. 

Measy-to-read  common  sense  guide  is  for 
m\ne  wanting  to  be  a  knowledgeable  investor. 


In  a  challenging  and  volatile  marketplace  where  investors  match 
wits  every  day  ...  and  where  fortunes  are  made  and  lost ...  this 
latest  edition  of  the  FORBES  STOCK  MARKET  COURSE  will  give  you 
information  and  background  you  need  to  navigate  your  way 
to  profits  ...  achieve  financial  success. 

To  reach  that  goal,  you  must  have  a  thorough  understanding  of  the 
wide  variety  of  investment  vehicles  now  available  to  individuals  ... 
you  must  be  aware  of  the  investing  process  and  of  the  risks  and 
rewards  inherent  in  whatever  investment  path  you  choose  to  follow 
...know  how  to  interpret  and  understand  the  increasing  complexities 
of  financial  statements  and  investment  products  now  available. 

You  will  find  yourself  referring  over  and  over  again  to  the  information 
packed  into  each  of  the  1 3  sections  of  this  latest  edition. 

You  will  get  a  better  understanding  of  everything  from: 

•  Building  Capital  to  Tax-Favored  Investment  Strategies 

•  Fundamental  and  Technical  Analysis  to  Financial  Statements 

•  Derivatives  to  the  Futures  Market  and  Hedging 

•  Treasuries  to  Mutual  Funds 

Once  you  dip  into  its  pages,  you'll  wonder  how  you  ever  got  along 
without  this  treasury  of  vital  information.  The  FORBES  STOCK  MARKET 
COURSE  is  a  marvelous  resource  for  both  new  and  experienced 
investors  ...  an  endless  source  of  wisdom  and  information  for 
professionals  and  small  investors  alike. 


For  your  electronic  copy  of  the  course,  please  order  online  at 

www.  forbesstockmarketcourse.  com. 


A  THERAPY  REVOLUTION 


Fix  Thyself 


No  pills,  no 
shrink's  sofa, 
no  whining. 
Cognitive 
behavioral 
therapy 
sheds  long- 
winded 
wallowing  in 
past  pain — 
and  may  be 
better  than 
Prozac — 
after  only 
25  sessions. 

BY  ROBERT  LANGRETH 
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^ERRIN  GERSON  SURVIVED  A  TRAUMATIC  AND  TURBU- 
lent  childhood  growing  up  in  the  Deep  South  in  the  1980s.  Her 
mother  died  of  breast  cancer  when  Kerrin  was  15;  her  relation- 
ship with  her  father  disintegrated  when  he  remarried  soon  after. 
She  left  home  and  spent  her  last  two  years  of  high  school  living 
out  of  her  car  or  crashing  with  friends.  "One  moment  I  had  a  lov- 
ing mother,  and  the  next  moment  I  had  nothing.  Absolutely 
nothing,"  she  says. 

She  married  at  26,  divorced  two  years  later,  in  1996,  and  fell 
into  even  deeper  depression.  Antidepressants  did  little  to  ease  her 
symptoms;  Paxil  made  her  anxiety  worse.  She  had  suicidal 
thoughts.  "I  was  convinced  I  was  worthless,  unlovable  and  a 
fraud,"  says  Gerson,  now  39. 

Today  Gerson  is  off  medication,  out  of  therapy  and  happier  than 
she  has  ever  been.  She  owes  her  rebound  to  a  startling  revolution 
in  psychological  counseling  that  has  taken  four  decades  to  unfold— 
and  which  now  is  spreading  to  the  farthest  reaches  of  American 
medicine.  She  fixed  herself  with  cognitive  behavioral  therapy. 
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Gerson  turned  to  CBT  in  1997  after  spotting  an  ad  for  a  patient 
trial  in  a  Nashville  newspaper.  She  was  surprised  when  her  thera- 
pist, Vanderbilt  University  psychologist  Steven  Hollon,  didn't  bother 
to  dwell  on  her  troubled  childhood.  Instead,  he  focused  on  fixing 
the  present.  He  made  her  write  a  log  of  daily  activities  and  gave 
her  homework,  assignments,  such  as  a  night  out  with  friends.  He 
zeroed  in  on  her  negative  thoughts  about  herself  and  slowly  con- 
vinced her  that  they  were  distortions. 


think  has  a  powerful  influence  on  symptoms,"  says  Harvard  psy- 
chiatrist Arthur  Barsky,  who  has  tested  CBT.  "You  first  get  the 
anxiety-producing  ideas,  and  then  you  get  the  emotions."  Boston 
University  psychologist  Michael  Otto  adds:  "Now  there  is  an 
alternative  to  being  on  the  couch." 

Moreover,  CBT  intentionally  is  finite  in  duration.  It  aims 
to  push  patients  out  of  the  shrinks  office  after  only  10  to  25  vis- 
its, in  sharp  contrast  to  traditional  psychotherapy  that  can  run 

on  for  many  years.  (Some  CBT 
patients  need  more.)  That  makes 
CBT  particularly  popular  among 


"There  has  always  been  some  question 

about  how  effective  is  psychotherapy. 

CBT  now  has  clear  evidence  behind  it." 


"It  turned  out  to  be  the  greatest  gift,"  says  Gerson,  a  first-grade 
teacher  who  has  just  opened  a  yoga  studio  with  a  friend.  CBT,  she 
says,  "saved  my  life  and  gave  me  an  entirely  new  worldview." 

And  that  is  the  essence  of  CBT:  Depression,  anxiety  and  other 
ills  aren't  the  cause  of  a  cascade  of  debilitating  thoughts  and  self- 
loathing — they  are,  instead,  a  result  of  the  same.  Eliminate  bad 
thoughts  and  you  can  short-circuit  bad  feelings.  CBT  drops  the 
endless  search  for  past  hurts,  teaches  patients  how  to  prevent 
negative  thoughts  from  creeping  into  their  minds  and  coaches 
them  on  how  to  cope.  "We  are  starting  to  believe  that  what  you 


Family  therapy: 
U.  Penn's  Aaron 
Beck  pioneered 
CBT;  daughter 
Judith  Beck  is 
spreading  the 
doctrine. 
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ers  intent  on  reducing  the  costs 
of  psychotherapy.  "Woody  Allen 
therapy  is  forever,"  says  Hollon, 
Kerrin  Gerson's  shrink.  "This  is 

about  taking  action." 

In  dozens  of  small  patient  trials  staged  over  three  decades, 
cognitive  behavioral  therapy  has  been  shown  to  be  surprisingly 
effective  in  quelling  an  ever  expanding  array  of  mental  maladies: 
depression,  anxiety,  panic  attacks,  obsessive-compulsive  disorder, 
post-traumatic  stress  syndrome,  bulimia,  hypochondria — even 
insomnia  (see  box,  p.  84).  Now  almost  150  clinical  trials  are  under 
way  to  learn  whether  CBT  also  can  help  patients  with  Tourette's 
syndrome,  gambling  addiction,  obesity,  irritable  bowel  syndrome 
and  more;  one  trial  studies  the  therapy  in  children  who  have 
been  sexually  abused. 

The  rise  of  cognitive  therapy 
rankles  psychotherapists  and  psy- 
chiatrists who  ply  the  retrospective 
analysis  and  soulful  conversation, 
whose  origins  date  back  to  Sig- 
mund  Freud  and  the  1890s.  CBT  is 
"a  simplistic  method  of  treatment," 
it  is  "being  oversold,"  and  it  appeals 
to  health  plans  simply  because  it  ends 
so  quickly,  says  Charles  Brenner,  a  psycho- 
analyst in  New  York  and  past  president 
of  the  American  Psychoanalytic 
sociation. 

He  practiced  analysis  for 
60  years  before  retiring  in 
2001,  seeing  most  patients 
four  to  five  times  a  week 
for  two  to  five  years  (and 
sometimes  far  longer). 
People  need  this  time  to 
understand  why  they  are 
neurotic  so  they  can  "correct 
those  influences  in  the  past 
that  are  causing  trouble  in 
the  present,"  Brenner  says. 
CBT  "is  just  telling  a  patient 
to  stand  up  and  fly  right,"  he 
snipes.  "And  that  is  just  not 


enough  in  very  many  cases." 

Yet  CBT,  in  numerous  trials,  has  been  shown  to  be  as  effec- 
tive in  treating  depression  and  anxiety  as  some  of  the  pricey 
pills  that  have  defined  (and  soothed)  a  generation,  potentially 
undercutting  a  $13.5-billion-a-year  business  in  such  brand- 
name  remedies  as  Prozac,  Zoloft,  Effexor  and  Lexapro.  CBT 
sidesteps  side  effects  like  reduced  sex  drive  and  ejaculation 
problems. 

"It  is  at  least  as  effective  as  drugs  for  virtually  any  nonpsy- 
chotic  disorder,"  says  Vanderbilt's  Hollon.  "We  thoroughly 
embrace  the  concept,"  says  Pdionda  Robinson  Beale,  chief  med- 
ical officer  at  the  behavioral  health  unit  of  UnitedHealthcare. 
Psychiatrist  Hyong  Un,  a  national  medical  director  at  Aetna, 
says  he  sees  "a  pendulum  shift"  away  from  simply  putting 
patients  on  antidepressants,  a  quick  fix  that  gained  widespread 
practice  in  the  1990s.  "There  has  always  been  some  question 
about  how  effective  is  psychotherapy  and  should  we  pay  for  it. 
CBT  now  has  clear  evidence  behind  it,"  he  says. 
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SYCHOTHERAPY  IS  THE  ULTIMATE  COTTAGE  INDUSTRY.  IN 
the  U.S.  the  business  encompasses  60,000  psychologists,  40,000 
psychiatrists  and  many  more  social  workers,  licensed  coun- 
selors, and  marriage  and  family  therapists.  Among  psycholo- 
gists, CBT  now  has  almost  twice  as  many  adherents  as  old-guard 
psychoanalysis,  according  to  a  survey  by  University  of  Scranton 
psychologist  John  Norcross.  "This  is  just  a  sea  change,"  he  says. 
"Historically,  Freud  ruled." 

In  2004, 10  million  Americans  saw  therapists,  for  a  total  of  84 
million  sessions,  at  a  cost  of  close  to  $9  billion,  up  40%  in  seven 
years,  the  U.S.  Agency  for  Healthcare  Research  &  Quality  says. 
Cognitive  therapy  likely  reaped  a  large  share  of  that  growth.  At 
Integrated  Behavioral  Health,  which  manages  mental  health  ben- 
efits for  companies  employing  1.5  million  Americans,  over  half  of 
the  cases  now  involve  CBT,  up  from  10%  or  20%  a  decade  ago, 
says  Samuel  Mayhugh,  founder  of  the  Costa  Mesa,  Calif,  firm. 
Old-style  psychotherapy,  with  its  protracted  bonding  of  caregiver 
and  patient,  is  akin  to  "rent-a-friend,"  Mayhugh  says.  "Employers 
cannot  afford  to  be  renting  friends  for  their  employees." 

At  managed  care  provider  Kaiser  Permanente's  clinic  in  Hay- 
ward,  Calif,  upward  of  70%  of  mental  health  patients  now  use 
some  form  of  CBT.  Psychologist  Michael  Wetter,  who  heads 
adult  psychiatry  at  the  site,  employs  35  therapists  to  keep  up 
with  the  demand  and  just  a  dozen  psychiatrists  who  prescribe 
drugs.  Says  he:  "People  are  starting  to  ask  for  CBT  by  name." 

Even  in  New  York  City,  modern-day  mecca  of  psychoanaly- 
sis, CBT  "is  spreading  everywhere,"  says  New  York  psychologist 
Robert  Leahy,  author  of  The  Worry  Cure.  His  CBT  practice  in 
midtown  Manhattan  had  little  competition  when  he  set  up  shop 
24  years  ago;  now  150  or  more  rivals  claim  varying  degrees  of 
expertise  in  the  method. 

One  Leahy  patient,  a  bond  trader,  had  been  mildly  depressed 
for  years,  ignoring  the  problem  until  he  heard  about  CBT  last 
year.  The  trader,  48,  had  grown  up  poor,  working  since  age  1 1 


Trials  And 
Tribulations 

CBT  transforms  how  doctors  treat  all  sorts  of 
mental  health  disorders,  thanks  to  impressive 
evidence  in  three  decades  of  clinical  trials. 


1977  DEPRESSION 

Landmark  41 -patient  trial 
by  CBT  creator  Aaron  Beck 
finds  the  therapy  works  as 
well  as  antidepressants. 

1980  CBT 

The  term  cognitive  behav- 
ioral therapy  first  appears 
in  medical  journals. 

1985  DEPRESSION 

In  follow-up  study,  Beck 
finds  adding  drugs 
produces  no  clear 
extra  benefit. 

1992  PANIC 

Beck's  team  shows 
that  CBT  works  in  panic 
disorder. 

1994  PANIC 

British  researchers  show 
CBT  is  as  effective  as 
drugs  for  panic  attacks. 


1994  ANXIETY 

Scottish  study  shows  CBT 
better  than  old-fashioned 
psychoanalysis  for 
generalized  anxiety. 

1995  DEPRESSION 

Analysis  of  government 
study  casts  doubt  on 
efficacy  of  CBT  in  severe 
depression. 

1999  INSOMNIA 

JAMA  study  finds  CBT 
works  for  chronic 
insomnia. 


2004  HYPOCHONDRIA 

Six  sessions  of  CBT  ease 
hypochondria,  Harvard  researchers 
show. 

DEPRESSED  KIDS 

Government  study  finds  Prozac  and 
CBT  combined  is  best  for  depressed 
adolescents;  Prozac  is  the  most 
effective  stand-alone  treatment. 

OBSESSIVE-COMPULSIVE 
DISORDER  CBT  and  drugs  help 
kids  with  obsessive  compulsive 
disorder,  JAMA  study  shows. 

INSOMNIA 

Harvard  study  concludes  CBT 
beats  Ambien  over  the  long  term. 


2005  DEPRESSION 

RELAPSE  Study  finds  that  CBT 
holds  its  own  versus  Paxil  in 
severe  depression — and  is  better 
at  preventing  relapse. 

LOW  BACK  PAIN 

Exercise  along  with  CBT  is 
almost  as  good  as  major 
surgery  for  chronic  low  back  pain, 
349-patient  study  concludes  in 
British  Medical  Journal. 

SUICIDE 

JAMA  study  finds  CBT  prevents 
suicide  attempts  in  patients  who 
have  tried  to  kill  themselves 
before. 

2006  INSOMNIA 

CBT  beats  Lunesta-style  drug  for 
insomnia  in  JAMA  study. 

2007  TRIALS 

A  total  148  trials  study  CBT  in 
everything  from  fibromyalgia 
to  schizophrenia  to  irritable 
bowel  syndrome. 
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xhausted,  insom- 
niac Americans 
filled  47.8  million 
prescriptions  for 
sleeping  pills  last  year, 
spending  $3.6  billion,  or 
30%  more  than  the  year 
before,  says  IMS  Health. 
For  some  of  them  this 
also  entailed  strange  and 
disturbing  side  effects: 
sleepwalking,  late-night 
food  binges,  even  driving  in 
the  wee  hours  while  asleep. 

The  Food  &  Drug  Ad- 
ministration last  month 
ordered  that  warnings  of 


such  bizarre  possibilities 
should  be  handed  out  to 
patients  picking  up  Lunesta, 
Ambien  and  11  other  sleep- 
ing pills.  The  FDA  left  out 
what  may  well  be  better 
advice:  Skip  the  pills — and 
try  cognitive  behavioral 
therapy. 

For  those  with  chronic 
insomnia,  just  four  to  six 
sessions  of  CBT  can  work 
better  than  pills,  with 
fewer  side  effects,  multiple 
small  studies  suggest.  "The 
scientific  literature  is  now 
voluminous.  There  is  no 


question  that  CBT  is  more 
effective,"  says  University 
of  Massachusetts  sleep 
psychologist  Gregg  Jacobs. 
Borge  Sivertsen,  a  psycholo- 
gist at  the  University  of 
Bergen  in  Norway,  adds: 
"If  you  suffer  from  insomnia 
for  more  than  a  month  or 
two,  [pills]  are  definitely  not 
the  way  to  go." 

Insomnia  poses  a  vicious 
cycle  for  some  patients:  They 
can't  sleep  ...  because  they 
worry  too  much  about  the 
fact  that  they  can't  sleep.  So 
CBT  practitioners  work  to 
ease  patients'  exaggerated 
fears  of  the  consequences  of 
their  sleeplessness.  They  also 
use  behavioral  techniques 
and  relaxation  exercises  to 
increase  the  association 
between  bedtime  and  sleep. 

"Usually  a  negative  life 
event  causes  the  insomnia, 
but  catastrophizing,  negative 
thinking  and  worrying  make 
the  insomnia  become  chron- 
ic," says  Sivertsen.  The  act  of 
fretting  "stimulates  the  cen- 
tral nervous  system  just  as 
much  as  going  for  a  run." 

Sivertsen  led  the  latest 
study  to  pit  drugs  against 
CBT,  published  last  June  in 
the  prestigious  Journal  of 
the  American  Medical 
Association.  It  compared  a 
Lunesta-style  drug  (zopi- 
clone)  with  six  sessions  of 
CBT  in  46  men  and  women 
who  had  struggled  with 


insomnia  for  at  least  three 
months.  Patients  on  CBT 
slashed  the  time  they  spent 
tossing  and  turning  in  bed 
by  a  full  hour;  they  also  got 
more  deep  sleep,  making 
them  feel  refreshed  the 
next  day. 

Surprisingly,  patients  on 
meds  showed  little  objective 
improvement,  the  study 
found.  This  stunning  rout 
for  therapy  follows  a  2004 
study  led  by  Jacobs,  which 
compared  CBT  with  Ambien 
in  63  patients.  Ambien's 
effect  faded  when  patients 
stopped  taking  it;  patients 
on  therapy  were  still  sleep- 
ing better  a  year  later, 
according  to  the  results 
found  in  the  Archives  of 
Internal  Medicine. 

Ambien  maker  Sanofi- 
Aventis  shies  away  from 
critiquing  the  studies  but 
says,  "No  single  treatment 
is  effective  and  acceptable 
for  all  insomnia  patients." 
Sepracor,  which  makes 
Lunesta,  says  its  drug  is 
"different  from  zopiclone" 
and  has  been  proved  to 
work  for  up  to  six  months 
in  two  studies. 

Jacobs  now  has  taken  the 
CBT  insomnia  cure  online, 
devising  a  Web-based  inter- 
active treatment  for  insom- 
nia. In  an  initial  test  on  200 
insomniacs,  it  reduced  sleep- 
ing pill  consumption  by  40% 
in  five  weeks.  —R.L 


and  putting  himself  through  college.  Though  he  had  millions  in 
the  bank,  he  constantly  worried  he  would  go  broke.  So  Dr.  Leahy 
had  him  review  his  finances  at  therapy  sessions  to  convince  him- 
self he  was  in  good  shape;  therapist  exhorted  patient  to  stop  com- 
paring himself  to  $100  million  hedge-fund  managers.  "Its  had  a 
dramatic  impact,"  the  trader  says.  "Dr.  Leahy  got  me  to  under- 
stand that  it  wasn't  just  about  the  money;  it  was  about  lifestyle 
and  family.  I  am  as  happy  as  I  have  ever  been." 

Thomas  Duffy,  59,  says  CBT  helped  him  conquer  his  fear  of 
bridges  and  tunnels.  A  medical  salesman  in  New  Jersey,  he  must 
drive  to  hospitals  in  four  states,  but  in  the  late  1990s  a  car  trip  over 


a  big  bridge  would  spark  a  panic  attack  that  felt  like  a  crushing 
heart  attack.  He  would  leave  home  at  dawn  to  allow  time  to  drive 
around  major  spans  such  a"s  the  Verrazano-Narrows.  He  tried 
Xanax,  an  antianxiety  pill,  but  it  made  him  sleepy.  Then  Duffy 
heard  a  radio  commercial  about  CBT  while  driving,  and  he  signed 
up  in  2000.  In  12  weeks  a  therapist  taught  him  breathing  relaxation 
exercises,  helped  him  confront  his  fears  and  slowly  weaned  him  off 
drugs.  Now  he  drives  wherever  he  wants.  "I  would  say  I  am  cured." 

The  Austrian  neurologist  Sigmund  Freud  viewed  such  mat- 
ters as  far  more  complicated.  He  theorized  that  psychological 
problems  were  rooted  in  a  hidden  world  of  past  traumas,  subcon- 
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scious  emotions  and  repressed  sexual  desires  and  that  digging  up 
these  hidden  forces  could  prompt  a  catharsis  in  patients.  It  was 
dubbed  "the  talking  cure." 


s 


OME  OF  FREUD'S  IDEAS,  ESPECIALLY  THOSE  ABOUT  SEX, 
later  would  come  into  question,  but  patients  have  gone  on  the 
couch  ever  since.  By  the  late  1950s  psychoanalysis  had  become  a 
pillar  of  psychiatry,  though  it  never  had  been  rigorously  tested  in 
trials.  Some  therapists,  however,  grew  skeptical  of  the  long- 
winded  Freudian  methods.  By  the  1960s  two  men  had  broken  off 
to  pursue,  separately,  new  techniques  that  formed  what  became 
known  as  cognitive  behavioral  therapy:  New  York  therapist 
Albert  Ellis  and  the  University  of  Pennsylvania's  Aaron  Beck. 

Ellis  today  is  93,  sickly  and  nearly  deaf,  but  he  still  bristles  with 
attitude.  "Freud  wasn't  working,  it  was  incompetent,  so  I  looked 
around  for  something  better,"  he  says.  He  found  inspiration  in  the 
words  of  the  ancient  philosopher  Epictetus:  "Men  are  disturbed  not 
by  things  but  by  the  principles  and  notions  which  they  form  con- 
cerning things."  In  1955  he  introduced  a  method  called  rational 
emotive  behavior  therapy  that  focused  on  eliminating  irrational, 
self-defeating  thoughts  and  replacing  them  with  healthy  ones. 

"If  you  were  abused,  you  accept  it,  too  damn  bad,"  he  says. 
"You  want  to  get  rid  of  the  idea,  'It  harms  me  for  life.'"  Over  the 
ensuing  decades  Ellis  formed  his  own  teaching  institute  and 


another  50  or  so  who  went  into  private  practice;  they  established 
their  own  training  programs,  hi  1994  he  founded  the  nonprofit  Beck 
Institute  for  Cognitive  Therapy  &  Research  to  help  teach  the  method 
more  widely.  It  is  run  by  his  52-year-old  daughter,  Judith  Beck 

Meanwhile,  other  psychologists  rebelling  against  Freud  pur- 
sued behavioral  techniques,  including  relaxation  breathing  exer- 
cises and  "exposure"  therapy  for  panic  attacks.  The  two  methods 
began  merging  in  the  1970s  to  form  cognitive  behavioral  therapy. 
The  first  mention  of  it  in  medical  journals  shows  up  in  1980. 

Psychoanalysts  dismissed  it.  "It  was  a  knockdown,  drag-out 
fight.  The  nonbehavior  therapists  would  always  make  ad  hominen 
attacks,"  says  University  of  Washington's  Marsha  Linehan,  who 
developed  a  CBT  spinoff  for  suicidal  cases,  called  dialectical 
behavior  therapy.  "They  said  it  was  superficial,  like  treating 
meningitis  with  mood  music,"  Beck  recalls. 

Fhs  bent  for  scientific  proof  led  him  to  accumulate  three  decades 
of  small  trials  proving  his  therapy 
worked — and  that  it  could 
hold  its  own  even  against 
the  antidepressants  that 
began  to  take  hold  by  the 
late  1980s.  A  turning  point 
came  in  1977  when  Beck  J| 

compared  cognitive  ther-    ^jjjjj^ft  *% 

apy  with  standard  antide- 
pressants in  a  41 -patient  clin- 


Freud  theorized  that  psychological 

problems  were  rooted  in  a  hidden  world 

of  past  traumas,  subconscious  emotions 
and  repressed  sexual  desires. 


clinic,  traveled  the  world  and  trained  thousands  of  students. 

Beck,  now  age  85,  is  methodical,  bookish  and  a  fan  of  bow  ties; 
he  threw  out  his  analyst's  couch  in  1959  to  focus  on  an  approach 
he  had  devised  that  he  called  cognitive  therapy.  He  had  started  out 
intent  on  giving  scientific  heft  to  the  prevailing  Freudian  theory 
that  depression  was  caused  by  unconscious  rage.  It  didn't  go  well; 
each  experiment  he  tried  seemed  to  disprove  Freud's  claims. 

Early  on  Beck  noticed  that  his  depressed  patients  always  put 
the  worst  possible  spin  on  everyday  events,  thinking  things  that 
had  no  real  basis  in  reality:"Nobody  loves  me"  or  "It's  hopeless." 
He  theorized  that  distorted  thoughts  were  the  real  cause  of  their 
bad  bout  of  the  blues.  Replace  the  bad  thoughts  with  better,  more 
realistic  ones  and  happier  emotions  would  follow. 

He  started  coaching  patients  face-to-face  on  how  to  critically 
evaluate  their  own  fretting,  teaching  them  to  interpret  everyday  set- 
backs more  realistically.  The  patients  got  better  in  just  10  to  12  weekly 
sessions.  In  1975  he  founded  the  Center  for  Cognitive  Therapy  at 
U.  Penn,  treated  thousands  of  patients,  trained  30  disciples  who 
formed  their  own  research  programs  to  study  CBT  and  indoctrinated 


83.9  million  Total 

counseling  sessions  annually.1 


ical  trial,  the  first  rigorous  test  of  its  kind.  The 
therapy  worked  slightly  better  than  the  drugs. 

Over  the  next  decade  Beck  and  a  cadre 
of  students  developed  CBT  for  anxiety  disor- 
der, panic  attacks  and  more.  In  1985  a  Beck 
study  found  adding  drugs  to  CBT  produced 
no  clear  benefit;  in  1992  he  showed  CB  T  works 
in  panic  disorder.  Two  years  later  a  Scottish 
study  sang  CBTs  praises  for  general  anxiety. 

All  the  while,  however,  the  Prozac  Rev- 
olution swept  across  America.  The  antide- 
pressant, approved  in  1987,  was  soon  in  the 
medicine  cabinets  of  millions  of  Ameri- 
cans, pushing  therapy  out  of  the  limelight. 
In  1995  an  analysis  of  a  government  study 
further  dampened  enthusiasm  by  conclud- 
ing that  drugs  were  more  effective  than 
CBT  for  severe  depression.  By  1997  drugs 
had  overtaken  talk  therapy  in  treating 
depression:  75%  of  patients  used  drugs  (up 
from  37%  in  1987)  versus  an  overlapping 
60%  who  got  some  form  of  therapy  (down 
from  71%  inT987),  a  study  in  the  Journal  of 
the  American  Medical  Association  found. 

"The  1990s  were  all  Prozac  all  the  time.  It  was  easy  for  anyone 
training  psychiatrists  to  say  these  great  little  pills  are  the  only  thing 
you  need,"  says  U.  Penn  psychologist  Robert  DeRubeis. 

But  CBT  trials  continued  to  turn  in  impressive  results.  In  1999  JAMA 
published  a  study  saying  CBT  works  for  insomnia.  In  2004  CBT  was 
shown  to  alleviate  hypochondria  in  six  sessions;  to  help  depressed  ado- 
lescents and  kids  with  obsessive  compulsive  disorder;  to  quell  insom- 
nia better  than  the  drug  Ambien  over  the  long  term.  In  2005  CBT  starred 
in  studies  of  severe  depression  and  in  preventing  suicide  attempts. 

A  240-patient  trial  led  by  Perm's  DeRubeis  and 
Vanderbilt's  Hollon  found  that  16  weeks  of 
CBT  was  as  effective  as  the  drug  Paxil  for 


Counseling 
By  the  Numbers 

9.6  million  Americans 

receive  psychotherapy  annually.' 


becoming  apparent  that  human  problems  are 
best  solved  by  human  solutions."  He  still  works 
at  his  institute  and  lately  he  has  been  studying 
CBT  in  suicide  prevention  and  in  schizophrenia, 
which  had  been  seen  as  treatable  only  with  drugs. 


I 


$8.9  billion  Annual 

spending  on  psychotherapy.1 

$13.5  billion  Annual 

sales  of  antidepressants.2 

148  Ongoing  studies  testing 
cognitive  behavioral  therapy. 


'2004  figure.  22006  U.S.  sales.  Sources:  Agency 
for  Healthcare  Research  &  Quality;  IMS  Health; 
clinicaltrials.gov. 


MAGING  STUDIES  HAVE  BEGUN  TO  REVEAL 
CBT  can  render  long-term  physiological  changes 
in  the  brain,  just  as  antidepressants  can.  In  one 
study  in  2004  researchers  at  the  University  of 
Toronto  used  positron  emission  tomography 
scanning  to  track  the  brain  activity  of  14 
depressed  patients  who  had  successfully  been 
treated  with  CBT,  comparing  them  with  13 
patients  who  got  better  by  taking  only  Paxil.  CBT 
dampened  down  activity  in  higher  areas  of  the 
brains  cortex,  indicating  patients  were  learning 
to  quell  rampant  negative  thoughts.  By  contrast, 
Paxil  ramped  up  activity  in  the  cortex,  while 
dampening  activity  in  the  limbic  parts  of  the 
brain  responsible  for  emotions. 

CBT  has  its  downsides:  time  commit- 
ment, expense  and  the  elusive  search  for  a  good  practitioner. 
Few  have  received  rigorous  training  in  the  method.  Psychiatrists 
tend  to  have  expertise  in  drugs,  not  CBT;  hospitals  didn't  require 
psychiatry  residents  to  learn  CBT  until  2001.  "There  is  a  serious 
quality  issue  no  one  is  talking  about,"  University  of  New  Mexico's 
Jan  Fawcett  frets. 

Moreover,  some  say  CBT  s  advantages  over  other  types  of 
therapy  are  overblown.  "There  is  a  kind  of  arrogance  that  other 
types  of  therapy  are  less  effective,"  complains  University  of  Wis- 
consin-Madison psychologist  Bruce  Wampold.  "But  it  is  the  ther- 
apist that  makes  the  difference,  not  a  particular  type  of  therapy." 
Emory  University  psychologist  Drew  Westen  says  he  has  treated 


PAXIL 

■WW  Tine  h 


V 


Zoloft  csb 


mo  im- 


moderate to  severe  depression.  CBT     "refugees"  of  failed  cognitive  therapy  and  that  most  of  them  have 

"CBT  is  at  least  as  effective  as  drugs 

for  virtually  any  nonpsychotic  disorder." 


kept  working  even  after  patients 
'  stopped  treatment:  Only  31%  of  CBT 
patients  had  a  relapse  in  the  year  after 
they  completed  treatment,  versus  76%  of  those  who  stopped  taking 
Paxil.  Still,  say  psychiatrists,  severe  cases  are  likely  to  call  for  drugs. 

Many  of  these  trials  involved  only  a  few  dozen  patients  or  a  few 
hundred,  far  smaller  than  drug  trials  that  involve  thousands  of  sub- 
jects. Beck  pleads  poverty  and  says  the  profusion  of  positive  results 
proves  the  power  of  CBT.  "The  drug  companies  spend  several  bil- 
lion dollars  a  year  on  their  consumer  ads  and  promotions  to  profes- 
sionals. This  has  created  an  aura  of  success"  for  drugs,  Beck  says.  "It 
is  difficult  to  compete  with  such  a  juggernaut,  but  gradually  it  is 


benefited  from  his  longer-term  approach.  He  laments  "a  tremen- 
dous bias"  toward  quick-fix  treatments  like  CBT. 

But  Zoloft  and  its  chemical  siblings  are  a  quick  fix,  too.  Ulti- 
mately the  choice  between  cognitive  behavioral  therapy  and 
drugs  comes  down  to:  Do  you  want  to  take  extra  time  to  talk  to 
someone  or  pop  a  pill  and  put  up  with  its  side  effects? 
Antidepressants  historically  have  far  more  data  backing  their 
benefits,  but  now  CBT  has  caught  up,  and  ultimately  this  new 
wave  of  therapy  offers  the  possibility  of  lasting  benefits  that  med- 
ications cannot:  It  may  change  how  you  think  about  yourself.  F 


I  Forbes 


Check  out  CBT  in  action  at  www.forbes.com/extra. 
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ollow  the  'smart  money"  to  big  ETF  profits! 

o  not  buy  Exchange-Traded  Funds  Until  You  Read  This  Urgent  Message! 


ETFs  simply  offer  a  smarter,  safer  and  more  tax-efficient  vehicle  for  investors. 

Forbes  has  always  been  a  pioneer  in  its  coverage  of  smart  sound  investments  for  individual  investors. 
Long  before  Morningstar  ever  existed,  Forbes  Magazine  with  its  Mutual  Fund  Honor  Roll  bei 
-ating  funds  in  the  1950s  when  the  industry  was  in  its  infancy.  Today,  the  "Era  of  ETFs"  is  just 
beginning  and  Forbes  has  partnered  with  award  winning  fund  and  ETF  expert  James  Lowell  III,  t 
arias  you  The  Forbes  ETF  Advisor. 


Why  Exchange-Traded  Funds? 

Exchange-Traded  Funds  (ETFs)  are  baskets  of  stocks  in  a  variety 
of  broad  market,  sector  or  capitalization  categories,  similar  to  mutual 
funds.  But  Exchange-Traded  Funds  are  the  fastest  growing  asset  class 
to  hit  Wall  Street  in  years.  In  2006  ETF  assets  grew  by  over  40%  to 
$422  billion  versus  17%  growth  of  mutual  fund  assets. 


GET  3  FREE  Bonus  Reports  When  You  Subscribe: 
♦  3  Best  Buy  ETFs  for  the  Current  Market 
ETF  Investing  from  Scratch 
Forbes  ETF  Advisor's  Rankings 


is  where  ETFs  and  Mutual  Funds  differ: 

ETFs  are  more  cost-effective  because  of  lower  operating  and 
transaction  costs. 

ETFs  are  more  liquid  and  flexible  than  funds.  Like  stocks  they 
can  be  traded  anytime  during  the  market  day. 
ETFs  are  more  tax-efficient  because  they  typically  have  very 
low  distribution  rates. 

ETFs  often  have  better  performance  than  index  funds 
because  they  are  more  efficient. 
ETFs  offer  investors  a  more  liquid  and  efficient  way  to 
access  hot  overseas  markets  like  Brazil,  Russia,  India  and  China 


Vhy  are  ETFs  growing  so  fast?  Investor  profits,  of  course!  Check 
■ut  these  sizzling  ETF  returns  in  2006: 

il    •  iShares  FTSE/Xinhua  China,  up  83% 

•  iShares  MSCI  Spain  Index,  up  50% 

s'l   •  iShares  MSCI  Singapore  Index,  up  46% 
i    •  iShares  MSCI  Brazil,  up  44% 

•  iShares  MSCI  Mexico,  up  44% 

•  HOLDRs  Intenet  Infrastructure,  up  41% 


www.forbesnewsletters.com/ETF 


Jim  Lowell,  Editor 


The  Forbes  ETF  Advisor  is  designed  to  maximize  investor 
profits  and  minimize  risk  using  ETF  portfolios. 

Edited  by  mutual  fund,  sector  trading  and  ETF  expert  Jim  Low- 
ell, The  Forbes  ETF  Advisor  offers  investors  a  comprehensive  guide 
to  the  rapidly  expanding  universe  of  exchange-traded  funds.  In 
monthly  issues  and  with  weekly  hotline  alerts  investors  will  profit 
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The  advisory  service  will  also  feature  Jim  Lowell's  expert  market 
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model  ETF  portfolios:  Aggressive  Growth,  Growth,  Global  Growth 
and  Growth  and  Income,  as  well  as  a  spotlight  on  one  ETF  Jim  is 
currently  recommending  and  a  detailed  analysis  of  an  entire  group 
of  ETFs  like  international  or  biotech  funds. 

SUBSCRIBE  TODAY  to  get  your  risk-free  subscription  and 
FREE  bonus  reports.  If  not  delighted,  you  can  cancel  and  we  will 
send  a  full  refund  for  all  issues  not  yet  received. 
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A  Costly 

Education 

The  recent  spike  in  autism  diagnoses  has  school 
districts  spending  ever  more  time  and  money  fending  off 
special  ed  disputes  By  Mary  Ellen  Egan 


STEVEN  WYNER  SPENDS  THE  BULK  OF  HIS  DAYS  SITTING 
behind  his  14-foot-long  custom-made  desk  fielding  calls 
from  anxious  parents.  Twelve  years  earlier  he  left  his 
lucrative  career  as  a  tax  attorney  to  practice  special 
education  law.  He  had  grown  attracted  to  the  specialty 
after  fighting  for  his  learning-disabled  child.  He  worked  out  of  his 
home  for  a  couple  of  years,  but  as  he  won  case  after  case  against 
southern  California  school  districts,  he  could  afford  to  move  out 
of  his  home  office  and  partner  with  another  lawyer. 

Two  years  ago  Wyner  hit  the  jackpot.  Hed  represented  a  grade- 
school  autistic  student  who  sued  the  Manhattan  Beach  Unified 
School  District  and  the  California  Department  of  Education  for 
failing  to  provide  him  with  an  appropriate  education,  including  extra 
reading  instruction.  In  August  2005,  after  six  years  of  legal  wran- 
gling, the  parties  agreed  to  a  $6.7  million  setdement,  including  $2.4 
million  for  a  family  trust.  Wyner  s  firm  took  home  $1.6  million. 
He  now  has  a  partner,  two  lawyers  and  three  paralegals  and  says 
he  has  more  business  than  he  can  handle. 

The  number  of  kids  diagnosed  as  autistic  has  risen  from  1  in 
2,500  in  the  1980s  to  1  in  150  now.  Why?  Various  environmental 
influences  have  be*n  offered  up  as  possible  causes,  but  the  evidence 
for  these  theories  is  thin.  Dr.  Edward  Ritvo,  professor  emeritus  at 
UCLA's  medical  school  and  one  of  the  psychiatrists  who  wrote  the 
original  definition  of  autism  for  the  Diagnostic  and  Statistical  Man- 
ual of  Mental  Disorders,  explains  the  phenomenon  in  a  very  dif- 


ferent way.  "Two  things  have  happened,"  he  says. 
"We've  broadened  the  definition  of  autism,  and  we 
have  a  whole  cadre  of  people  looking  for  these  kids." 
The  broader  definition  includes  kids  with  Asperger's 
syndrome,  which  means  they  are  socially  maladroit. 
The  narrower  definition  has  the  ones  unable  to  func- 
tion in  jobs  or  school  at  alL 

Whatever  the  cause,  the  explosion  in  autism 
diagnoses  has  been  a  boon  to  lawyers  who  repre- 
sent parents  dissatisfied  with  the  level  of  education 
their  autistic  kids  are  getting.  Usually  well-off,  these 
parents  don't  hesitate  to  hire  a  lawyer  to  seek  extra 
services  or  private  school  tuition.  New  York  City's  education 
department  hired  ten  additional  lawyers  to  focus  on  disputes  over 
special  ed,  including  the  education  of  autistic  students.  In  Los 
Angeles,  which  has  seen  a  sixfold  increase  in  autistic  children  in 
the  last  three  years,  the  bill  to  reimburse  parents'  attorneys  came 
to  $3.3  million  last  year. 

Litde  wonder  that  lawyers  are  moving  into  the  field.  "It's  one  of 
the  fastest-growing  segments  of  the  law"  says  Diane  Pappas,  associ- 
ate general  counsel  for  the  Los  Angeles  school  district  "In  the  late 
1990s  we  had  only  about  10  or  12  firms  that  dealt  with  special 
education,  and  now  it's  over  70." 

The  suits  arise  out  of  a  1975  federal  law  declaring  that  ever)'  child 
is  entitled  to  a  "free,  appropriate  education,"  regardless  of  ability.  That 
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Suzette  Josif  took  on  the  New  York  City  Department  of  Education  to  keep  her  autistic  daughter  Melanie  in  a  private  school. 


means  that  kids  with  learning  problems  such  as  dyslexia,  speech 
difficulties  or  autism  are  entided  to  have  their  public  school  systems 
pay  for  special  services. 

So,  what's  "appropriate"?  With  help  from  a  lawyer,  a  school  dis- 
trict might  be  persuaded  to  pay  for  one-on-one  behavioral  therapy, 
afterschool  programs,  an  individual  classroom  aide  or  even  horse- 
back riding.  And  if  the  public  schools  aren't  doing  enough,  the  par- 
ents might  send  a  child  to  a  private  school  and  send  the  bill  to  the 
school  district.  In  New  York,  sending  a  child  to  a  private  school  for 
autistic  children  can  cost  up  to  $100,000  per  year. 

In  2004  the  autistic  daughter  of  Marvin  and  Suzette  Josif,  then 


4  years  old,  was  accepted  at  the  New  York  Child  Learning  Institute, 
a  private  school  in  Queens,  N.Y.  "They  only  take  25  students,  and 
they  can  stay  in  the  school  until  they  are  21  years  old,  so  it  was  like 
winning  the  lottery'  says  Suzette  Josif. 

It  was  rather  like  that.  After  initially  insisting  that  the  Josifs' 
daughter  would  get  an  appropriate  education  in  a  city  special-ed  class, 
the  New  York  City  Board  of  Education  and  the  state  were  persuaded 
to  cough  up  the  $50,000  in  annual  tuition  for  the  private  school. 
The  private,  but  not  the  public,  school  provides  an  intense  form  of 
therapy  known  as  applied  behavior  analysis.  "It  cost  us  a  furtune 
and  a  tremendous  amount  of  time  to  fight  this,"  says  Suzette  Josif. 


APRIL  9,  2007  FORBES 


89 


On  the  Docket 


Special  education  lawyer  Steven  Wyner  hit  the  settlement  jackpot. 

"But  I  knew  that  with  the  right  program  and  the  right  teachers,  she 
will  succeed." 

Steven  Wyner  s  client,  Deborah  Porter,  asked  the  Manhattan  Beach 
district  (south  of  Santa  Monica)  to  give  her  fourth-grade  son  extra 
reading  instruction  and  work  on  his  socializing  skills.  (He  would  later 
be  diagnosed  with  autism.)  She  won  an  administrative  ruling  requir- 
ing the  district  to  provide  them.  But  a  year  later,  after  the  district 
failed  to  act,  she  sued  Manhattan  Beach  in  federal  court.  Five  years 
later  Porter,  the  district  and  the  California  Department  of  Educa- 
tion settled  the  case  for  $6.7  million.  "No  amount  of  money  can 
compensate  for  the  school  districts  deliberate  failure  to  provide  an 
appropriate  education  at  a  crucial  point  in  our  son's  life,"  she  says. 

Parents  can  make  their  own  cases  for  special  treatment  but  usu- 
ally hire  lawyers  if  they  are  going  after  a  big-ticket  item  like  private 
school  tuition.  A  typical  fee  is  $3,000  for  a  case  settled  prior  to  a  hear- 
ing and  between  $5,000  and  $15,000  if  it  goes  to  a  hearing.  In  New 
York  City  the  number  of  hearing  requests  for  all  special-education 
disputes  (autism  cases  are  not  separately  tabulated)  has  jumped  by 
a  third  since  2000,  to  4,794  in  2006.  Under  the  federal  law  parents 
can  recover  attorney  fees  from  their  school  district  if  they  win  hear- 
ings, but  not  if  they  settle. 

"When  you  have  more  kids  diagnosed  with  certain  disabilities, 
you  see  more  suits,"  says  Neal  McCluskey,  an  education  analyst  with 
the  Cato  Institute,  a  think  tank.  McCluskey  likens  the  recent  rise  in 
autism  cases  to  the  spike  in  attention  deficit  disorder  ten  years  ago. 
"Better-off  parents  are  savvy  enough  to  learn  how  to  work  the  sys- 


tem. They  find  the  doctors  to  make  these  diagnoses,  and  they  can 
afford  to  hire  attorneys  to  challenge  the  districts,"  he  says. 

The  Josifs  hired  Neal  Rosenberg,  a  Manhattan  lawyer.  Another 
of  his  clients  is  Thomas  Freston,  founder  of  MTV,  who  received 
$60  million  in  severance  when  he  left  the  network  last  year. 
Freston  is  contesting  a  federal  law  that  says  that  a  child  has  to 
attend  a  public  school  first  before  a  parent  can  sue  for  private  school 
tuition  reimbursement.  New  York  City  paid  for  part  of  two  years 
at  a  private  school  for  Freston's  son,  who  is  learning  disabled.  Fres- 
ton is  seeking  full  payment  for  three  years  of  partial  tuition,  at  $25,000 
each.  Freston  won  a  federal  appeals  court  decision,  and  now  the 
city  is  appealing  to  the  Supreme  Court.  "This  isn't  a  financial  issue, 
it's  a  moral  one,"  says  Rosenberg. 

"No  one  begrudges  parents  who  can  afford  to  send  their 
children  to  private  school,"  says  Michael  Best,  general  counsel  for 
the  New  York  City  schools.  But  he  says  the  district  can  provide 
the  same  services  as  offered  by  the  private  school. 

While  lamenting  the  lawsuits,  school  districts  blame  the  federal 
government  for  not  coughing  up  enough  money.  "When  the  fed- 
eral government  created  the  [1975  law],  it  said  it  would  pay  for  40% 
of  schools'  special  education  budgets.  In  reality,  it's  closer  to  15%," 
says  Patricia  Addison,  director  of  special  education  for  Fairfax  County, 
Va.  Still,  the  feds  have  increased  spend- 
ing on  special  ed  by  68%  over  the  last 
five  years,  to  $10.6  billion.  With  autism 
diagnoses  continuing  to  rise — Fairfax 
saw  an  84%  increase  in  the  number  of 
students  with  autism  from  2003  to 
2006 — the  lawyers  will  have  plenty  of 
homework  in  years  to  come. 

Is  there  a  solution  to  this?  Wash- 
ington, D.C.'s  school  district  has  exper- 
imented with  caps  on  the  amount  it 
will  reimburse  parents  for  their  legal 
bills.  After  lifting  the  cap  in  2001,  the 
city  saw  the  number  of  requested  hearings  skyrocket  by  20%  in 
one  year.  In  2003  Congress  (which  has  a  constitutional  right  to 
meddle  in  the  city's  affairs)  reinstated  a  new  cap  (it's  now  $4,000 
per  case),  and  attorney  fees  dropped  by  30%.  The  school  district 
brags  that  in  fiscal  year  2003  the  $4.5  million  it  saved  with  the 
cap  was  enough  to  pay  for  550  new  classroom  seats  at  50  schools 
to  serve  special  ed  kids.  F 


Supreme  Court-bound: 
MTV  founder 
Thomas  Freston. 


By  the  Numbers 


Autism  Spike 

The  number  of  autistic  children  in  U.S.  public  schools. 


1992 


Sources:  CDC;  U.S.  Department  of  Education 
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Security  Through 
Innovation:  Digital 
Convergence 

April  18,  2007 

Hilton  Washington  Embassy  Row 
Washington,  D.C. 

In  our  new  global  environment,  one  that  is  haunted  by 
9/11,  the  need  for  heightened  security  is  imperative 
everywhere  you  turn.  Converging  information  technology 
and  tech-based  physical  security  can  be  a  challenge. 

I Come  join  some  of  America's  best  minds  in  the  security 
sector  at  the  Forbes  Corporate  Security  Forum  to 
discuss  and  investigate  practical  solutions  necessary 
to  secure  your  enterprise. 


Featured  Speakers 

•  Mike  Bruggeman,  Director  of  Global  Security,  General  Motors 

•  Admiral  Jay  Cohen  (Ret),  Under  Secretary,  Science  and 
Technology,  U.S.  Department  of  Homeland  Security 

•  William  Crowell,  former  Deputy  Director,  National  Security 
Agency;  former  CEO,  Cylink 

•  Mike  Engle,  Senior  Vice  President,  Corporate  Security, 
Lehman  Brothers 

•  Rick  Fenton,  Vice  President,  Corporate  Security,  Hitch  Holdings 

•  Steve  Forbes,  President  and  CEO,  Forbes  Inc.;  Editor-in-Chief, 
Forbes  magazine 

•  David  W.  Garrison,  CEO  and  President,  iBAHN 

•  Phil  Harris,  President  and  CEO,  PJM  Interconnection 

•  Brigadier  Gen.  Mary  Kay  Hertog,  Director  of  Security  Forces, 
Headquarters,  U.S.  Air  Force 

•  Steve  Hunt,  Founder,  4A  International;  former  Vice  President  and 
Research  Director,  Forrester  Research 

•  Major  General  James  "Spider"  Marks  (Ret.),  former  Commander, 
U.S.  Army  Intelligence  Center;  CNN  Commentator;  President 
and  CEO,  Global  Linguist  Solutions 

•  Rob  McDonald,  Global  Group  President,  Group  4  Securicor 

•  Chuck  Pfarrer,  former  U.S.  Navy  Seal;  novelist;  screenwriter 

•  Mike  Sheehan,  former  NYPD  Deputy  Commissioner  for 
Counter-Terrorism;  former  Assistant  Secretary  General,  U.N. 
Peacekeeping  Operations 


Register  Now 

www.forbessecurityforum.com/register 

For  more  information  contact  Jennifer  Meeks  at  1-212-367-2504 
|  or  jmeeks@forbes.com. 

This  event  is  open  to  Chief  Security  Officers  and  senior-level  security 
professionals.  All  applications  are  subject  to  approval  by  Forbes. 
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CUSTOMER  RELATIONSHIPS 

By  Michael  Roney 


Michael  KyPowell,  Former  Chairman 
Federal  Commtmications  Commission,  waj 
the  mornuig  Keynote  speaker  at  the  Forbej 
Customer  Experience  Innovation  Forun 


Brand  loyalty  for  communications  companies  is  no  longer 
driven  by  billboards  and  consumer  advertising.  With  a  dizzying 
array  of  choices  for  next-generation  content,  must-have  services 
and  access  over  any  device,  competitive  advantage  depends  on 
the  customer  experience.  But  how  do  you  evolve  offerings  and 
networks  while  delivering  an  experience  that  is  consistently 
simple,  uniquely  personal  and  immediately  valuable? 

IT'S  ALL  ABOUT  PERSONALIZATION 

In  January,  leading  telecom  and  media  visionaries  met  in  New 
York  at  the  Forbes  Customer  Experience  Innovation  Forum  to 
weigh  in  on  strategies  for  managing  millions  of  relationships  while 
achieving  timely  and  personal  delivery  of  next-generation  services. 

"In  the  Industrial  Age,  the  approach  to  consumers  was  'one  size 
fits  all,'"  stated  former  FCC  Chairman  Michael  Powell,  the  event's 
morning  keynote  speaker.  "In  the  Information  Age,  it's  now  all 
about  high  levels  of  personalization,  with  the  value  proposition  of 
this  generation  being  'I'll  pay  you  to  make  it  mine.'" 

Diggit  Entertainment  Group  President  and  Chief  Executive 
Officer  Bill  Diggins  echoed  the  theme.  "The  value  was  in  the 
network.  Now  it's  the  customer  experience.  How  you  deliver  the 
content  to  the  customer  is  how  the  brand  is  defined." 

THE  INTENTIONAL  CUSTOMER  EXPERIENCE 

Today's  service  providers  must  deal  with  four  key  factors 
driving  change  in  their  traditional  business  models: 

•  Convergence:  Successfully  managing  the  increasing  com- 
plexity and  costs  of  supporting  multiple  services  at  once 

•  Consolidation:  As  companies  merge  to  become  larger  and 
more  complex,  streamlining  processes  and  lowering  costs 


while  successfully  managing  front-  and  back-office  operE 
tions  and  supporting  the  resulting  scale  of  operations 

•  Competition:  Competing  in  a  wide-open  media  market  nc 
only  with  traditional  telcos,  but  also  with  cable  and  alternativ 
providers  such  as  Disney,  Microsoft,  Yahoo!  and  Google 

•  The  Customer:  Responding  to  customers'  high  level  of  choic 
and  low  tolerance  for  anything  less  than  a  superior  experience 

Effectively  managing  these  factors  means  doing  business  in 
manner  where  all  corporate  resources  are  agile  and  aligned  t 
deliver  a  differentiated,  intentional  customer  experience™  - 
making  customer  experiences  the  center  point  for  the  design  c 
processes,  rather  than  the  outcome  of  process  efficiency.  Th 
result  is  the  creation  and  capture  of  maximum  value,  wil 
increased  customer  loyalty,  higher  revenue  and  lower  costs. 

GETTING  IT  DONE  WITH  THE  MARKET  LEADER 

"The  telecommunications  industry  can't  be  what  it  was  te 
years  ago.  We  need  to  change  our  DNA,"  said  Michael  Matthew 
chief  marketing  officer  of  Amdocs.  "We  need  to  help  each  othi 
to  go  through  the  significant  transformation  required." 

With  its  unique  combination  of  comprehensive  services, 
portfolio  of  integrated,  modular  products,  unrivaled  delivei 
skills  and  25  years  of  expertise,  Amdocs  enables  that  tram 
formation.  Amdocs  helps  services  companies  evolve  in1 
customer-centric  businesses  that  are  able  to  deliver  th; 
intentional  customer  experience. 

Afternoon  keynoter  David  Goldberg,  vice  president  an 
general  manager  of  Yahoo!  Music,  summed  up  the  challenge:  ' 
you  don't  empower  your  customers  to  do  what  they  want  to  d' 
they're  going  to  do  it  without  you." 


Customer  Experience  Innovation  Panel  (L  to  R):  Rich  Karlgaard,  Forbes;  Michael  Matthews,  Amdocs;  Emily  Nagle  Green,  Yankee  Group;  Von  Wright 
Cmgular  Wireless;  Lawrence  Kenny,  IBM  Global  Business  Services;  Michael  McSherry,  Amp'd  Mobile;  Tara  Maitra,  TiVo 
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)ELIVER  AN  INTENTIONAL,  INTEGRATED  AND  INNOVATIVE 
CUSTOMER  EXPERIENCE.  ONLY  WITH  AMDOCS. 


idocs  combines  innovative  software  and  services  with  deep  business  knowledge  to 
selerate  the  implementation  of  integrated  customer  management  by  the  world's  leading 
vice  providers.  Amdocs  helps  providers  build  uniquely  personal  and  immediately  valuable 
tomer  relationships,  all  while  achieving  operate  ial  excellence.  Amdocs  has 

|e  expertise  needed  to  help  you  deliver  a  superior  customer  experience.  Every  time.  Across 

iy  network,  device  and  point  of  service. 


(t  Amdocs  help  you  achieve  the  vision  of  integrated  customer  management. 
ww.amdocs.com 


Labor  Riddle 

How  many  autoworkers  does  it  take 
to  change  a  drill  bit?  Just  one,  it  turns  out. 
Here's  one  way  to  save  the  American 
auto  industry  |  By  Joann  Muller 
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No  more  "not  my  job": 
Chrysler  joint  venture 
engine  plant. 


miles  southwest  of  Detroit.  The  plant, 
called  the  Global  Engine  Manufacturing 
Alliance,  is  a  joint  venture  among  Daimler- 
Chrysler,  Hyundai  and  Mitsubishi.  It 
stresses  flexibility  and  collaboration  over 
traditional  high-cost  labor  practices,  union 
Union  employees  work  side  by  side  with 
lower-paid  contract  employees  doing  work 
once  performed  by  Big  Three  laborers. 
And,  in  a  departure  from  traditional 
union  practices,  employees  have  a  stake  in 
the  plants  success  through  performance 
bonuses.  (How  very  Japanese!) 

Chrysler  executives  say  the  plant  is  a 
marvel.  Heavily  automated,  it  can  build  a 
four-cylinder  engine  in  less  than  the  1.82 


worker  hours  it  takes  at  Toyota's  best 
engine  factory  in  West  Virginia.  At  full 
production  its  650  employees  will  churn 
out  840,000  engines  a  year;  Chrysler's 
traditionally  run  engine  plant  in  Trenton, 
Mich.,  needs  nearly  three  times  as  many 
workers  to  produce  500,000  engines. 

Even  more  remarkable,  half  the  work- 
ers don't  even  work  directly  for  GEMA. 
They're  employed  by  some  18  contractors 
doing  noncore  jobs  once  jealously  guarded 
by  the  UAW,  like  moving  supplies,  main- 
taining equipment  or  cleaning  the  factory. 
Most  are  still  union  workers,  but  they  are 
paid  substantially  less  than  the  $31  per 
hour— $70  with  benefits— that  GEMA  s  220 
hourly  workers  earn.  Other  labor-intensive 
jobs,  like  attaching  radiator  hoses  and 
pumps,  is  farmed  out  to  suppliers  And  it's 
all  done  with  the  union's  blessing. 

Workers  and  managers  in  Dundee  are 
guided  by  a  labor  contract  the  size  of  a  pocket 
calendar,  not  the  usual  Manhattan  phone 
book  Gone  are  the  narrowly  defined  job  clas- 
sifications that  fostered  overstaffing  and  a 
"not  my  job"  attitude  in  many  factories.  Every 
employee  is  trained  to  do  every  job,  and 
they're  free  to  fix  their  own  problems — with- 
out waiting  hours  for  a  specialist  to  replace 
a  drill  bit,  for  instance.  "You  don't  have  to 
form  a  snake-killing  committee  to  kill  a 
snake,"  says  Thomas  Zimmerman,  the  plant's 
UAW  chairman. 

Instead  of  the  usual  five-day  work- 
week, employees  work  four  ten-hour  shifts 
per  week,  with  no  overtime.  They  also 
work  rotating  day  and  evening  shifts  to 
squeeze  out  more  production.  The  trade- 
off: They  get  45  more  days  off  a  year. 

And,  as  in  Japanese-owned  factories, 
workers  are  rewarded  for  making  the  plant 
run  efficiently.  In  February  GEMA  workers 
received  their  first  bonus  checks — an  aver- 
age $1,000  per  employee — for  meeting 
goals  in  such  areas  as  safety,  quality,  deliv- 
ery, cost  and  morale  in  2006.  "There's  a 
sense  of  ownership,"  says  employee  Jimmie 
A.  Pierce,  something  he  never  felt  during 
his  14  years  at  a  Lear  factory  building  seats 
for  Ford  Mustangs  and  minivans. 

Indeed,  workers  seem  happy.  Absen- 
teeism is  under  2%,  compared  with  13%  at 
most  factories.  And  this  despite  shorter 
break  times.  Big  Three  workers  get  an 
average  46  minutes  of  break  time  per  day, 


compared  with  20  to  30  minutes  for  work- 
ers at  Japanese-owned  plants.  At  GEMA 
the  break  time  is  cut  in  half,  to  two  12- 
minute  breaks  per  day. 

No  question  this  workplace  would  be 
hard  to  replicate.  The  plant  was  built 
from  scratch,  using  Japanese  factories  as 
a  benchmark,  so  there  weren't  a  lot  of  old 
habits  to  break.  The  workforce  was  hand- 
picked,  from  outside  Chrysler,  and  care- 
fully screened  through  psychological 
testing  to  ensure  fresh  thinking.  GEMA 
employees  must  have  at  least  a  two-year 
technical  degree,  or  five  years'  experience 
as  a  machinist;  most  autoworkers  need 
only  a  high  school  diploma. 

The  biggest  obstacle,  however,  is  that 
around  many  union  halls,  GEMA  is  a  dirty 
word.  "GEMA  went  way  too  far,"  complains 
Jerry  Sullivan,  president  of  Local  600, 
which  represents  8,000  workers  at  Ford's 
historic  Rouge  manufacturing  complex. 
He's  a  leader  in  helping  Ford  wring  out 
waste  and  simplify  work  rules  to  boost  pro- 
ductivity. (Many  Ford  plants,  in  fact,  are 
adopting  four-day  workweeks,  fewer  job 
classifications  and  lower  pay  for  janitors, 
just  like  GEMA.)  But  Sullivan  objects  to  how 
few  jobs  at  GEMA  are  left  for  UAW  workers 
earning  top-tier  wages.  "When  you  start 
outsourcing  everything,  that  sets  a  tone  for 
issues  that  will  be  very,  very  hard  for  union 
shops  to  duplicate."  Union  President  Ron 
A.  Gettelfinger  approved  the  unusual  labor 
agreement,  partly  to  show  off  the  union's 
flexibility  and  creativity.  But  in  an  interview 
last  fall  he  didn't  seem  eager  to  make  it  an 
industry  model,  calling  it  a  unique  agree- 
ment that  "makes  sense  for  that  employer 
and  that  workplace." 

In  fact,  attempts  to  copy  the  GEMA 
deal  at  other  factories  have  been  quashed. 
Last  summer  rank-and-file  workers  at 
three  Chrysler  locals  accepted  a  GEMA- 
style  contract,  in  principle,  with  the  hope 
of  netting  a  big  chunk  of  Chrysler's 
planned  $3  billion  investment  in  new 
powertrains.  But  industry  sources  say 
some  in  the  UAW  leadership  put  the 
brakes  on  the  deal,  and  now  Chrysler, 
amid  a  broader  restructuring,  is  shifting 
some  of  the  funds  to  other  powertrain 
investments. 

Well,  it  was  a  good  idea  while  it 
lasted.  F 
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Urban  Renewal  Redux 

When  most  insurers  have  abandoned  real  estate,  Nationwide's 
BRIAN  ELLIS  is  making  progress  developing  blighted  areas. 

By  Mark  Tatge 


URBAN  RENEWAL  HAS  A 
checkered  history.  For  every 
story  of  reinvigorated  down- 
towns such  as  Baltimore's 
harbor  district  (courtesy  of  a 
private  developer  called  the  Rouse  Co.), 
there  are  abject  failures  like  the  wasteland 
that  is  Camden,  N.J. 
(other  developers). 

Stepping  into  this  dicey 
area  is  insurer  Nationwide 
Group,  which  is  striving  to 
turn  around  a  blighted 
section  of  its  headquarters 
city,  Columbus,  Ohio — 
thus  tar  with  some  success. 
Over  the  past  three  years  its 
development  arm,  Nation- 
wide Realty  Investors,  has 
logged  16%  to  21%  annual 
returns  on  equity.  There 
have  also  been  what  you 
might  call  psychic  rewards. 
Although  the  insurers  $1.3 
billion  of  real  estate  hold- 
ings in  Columbus  and  else- 
where amounts  to  a  tiny 
portion  of  its  $160  billion 
in  assets,  the  real  estate 
drive  has  won  the  company 
plaudits. 

The  odd  aspect  to 
this  is  insurers  are  getting 
out  of  direct  real  estate 
investment.  While  rent 
income  can  be  lush  in 
good  times,  it  often  takes  a 
dive  during  bad  stretches, 
as  vacancies  mount.  Plus, 
large  buildings  are  hardly 
liquid  investments.  Insur- 
ers used  to  be  active  devel- 
opers, and  got  burned  in 


the  real  estate  debacle  of  the  early  1 990s. 

One  example  is  Prudential  Insurance, 
which  back  then  bailed  out  of  its  ambitious 
plans  for  new  office  buildings  in  New  York's 
Times  Square,  a  then  seedy  locale  that  since 
has  gone  on  to  glory.  Last  October  MetLife 
sold  its  Stuyvesant  Town  and  Peter  Cooper 


Village  residential  complexes  in  Manhattan 
for  $5.4  billion.  Today  most  life  insurers  are 
like  Nationwide,  with  less  than  1%  of  their 
invested  assets  in  direct  real  estate  invest- 
ments, says  analyst  Andrew  Edelsberg  of 
insurance  rating  agency  A.M.  Best. 

As  a  predominantly  property-casualty 
insurer,  Nationwide  is  an 
anomaly.  The  big  real  estate 
players  have  been  life  insur- 
ers like  Pru  and  Met,  whose 
payouts  to  customers,  plot- 
ted by  actuarial  tables,  are 
more  predictable  than 
those  of  property-casualty 
carriers,  living  at  the  grim 
whims  of  nature. 

Nationwide  is  blazing 
new  territory.  The  mutual 
insurer  (meaning  it's  not 
publicly  traded,  though  it 
owns  nearly  two-thirds  of  a 
life  subsidiary  that  is)  was 
known  for  its  parochial- 
ism. But  things  began  to 
loosen  up  ten  years  ago.  In 
1997  Nationwide  named 
company  veteran  Brian 
Ellis  to  revive  a  defunct  real 
estate  subsidiary. 

"There  was  an  analyst, 
me  and  a  secretary,"  says 
Ellis,  now  44.  Today  the 
crew,  which  has  grown  to 
57  people,  assesses  com- 
mercial projects  nation- 
wide. What  Ellis  often 
finds  are  workout  situa- 
tions overlooked  by  other 
investors.  He  seeks  to 
redevelop  properties  over 
a  five-  to  ten-year  period. 
"Brian's  biggest  advan- 
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I  want  to  keep  in  touch  with  my 
friends  and  family  without  getting 
a  call  from  the  CFO. 


FREE 

HIGH-SPEED  INTERNET 
& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST? R  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next 
big  thing  all  night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and 
enjoy  extras  like  free  long  distance  and  Internet  when  you're  traveling  on  business.  Call  us  or 
your  travel  planner  for  details.     1.800.WYNDHAM  wyndham.com 


Wyndham  Phoenix 
Wyndham  Anaheim  Park 
Wyndham  Commerce 

Los  Angeles,  CA 


Wyndham  Orange  County 
Wyndham  Palm  Springs 
Wyndham  San  Jose 


WYNDHAM 
HOTELS  AND 
RESORTS 


1 


yndham  ByRequest"  benefits  are  available  at  participating  Wyndham  Hotels  and  Resorts  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham  com 

 .  


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 
Read  and  consider  it  carefully  before  investing.  An  investment  in  a  money  market  fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other  government  agency.  Although  a  money 
market  fund  seeks  to  preserve  the  value  of  your  investment  at$l  per  share,  it  is  possible  to  lose  money  by 
investing  in  such  a  fund. 

©2007  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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AND  RECRUITING  NEW  ONES  IS  EASIER  THANKS  TO  SIMPLER,  AFFORDABLE  PLANS  FROM  HEALTH  NET." 

newly  simplified  plans  lall  business  owners  retain  employees     save  on  health 

plan  costs. 

coverage  at  prices  lower  than  our  regular  plans.  For  employees 
this  means  additional  plan  choice  and  value 

i  make  the  difference  between  dropping  health  care  coverage 
altogether,  or  offering  it  for  the  first  time.  Now  that's  progress. 

For  more  information  on  Health  Net's  2007  new  small  business  plans,  call  your  authorized  Health  Net  Broker 
1  -800-447-881 2  Or  visit  www.healthnet.com 

Health  Net* 

A  BETTER  DECISION 

27  YEARS  IN  BUSINESS   •   11  MILLION  MEMBERS   •   $12  BILLION  IN  ANNUAL  REVENUES 

Health  Net,  Inc.  's  HMO,  POS.  insured  PPO.  government  contracts  subsidiaries  and  behavioral  health  subsidiary  provide  health  benefits  to  approximately  1 1  million  individuals  through  groi 
individual.  Medicare.  Medicaid  and  TRICARE  programs.  Health  Net.  Inc.  has  $12  Sillion  in  annual  revenue.  In  California,  HMO  and  POS  are  offered  by  Health  Net  of  California.  Inc..  PPQ 
Elect.  EPO  and  FlexNet  are  underwritten  by  Health  Net  Life  Insurance  Company.  Health  Net  of  California,  Inc.  and  Health  Net  Life  Insurance  Company  are  subsidiaries  of  Health  Net,  Ind 
©  2007  Health  Net  of  California,  Inc.  Health  Net®  is  a  registered  service  mark  of  Health  Net,  Inc.  All  rights  reserved. 
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tage  is  that  he  doesn't  work 
for  a  company  that  has  to 
meet  earnings  projections 
every  90  days,"  says  Robert  A. 
Rosholt,  Nationwide's  chief 
financial  officer,  noting  that 
as  long  as  Ellis  continues  to 
generate  "midteen  returns, 
we  are  happy' 

In  Pittsburgh  Nationwide 
partnered  with  Columbus 
developer  Frank  Kass  to  rede- 
velop the  former  Homestead 
steel  complex,  covering  270 
acres  along  the  Monongahela 
River.  This  massive  steelmak- 
ing  tract,  once  owned  by 
Andrew  Carnegie,  closed  in 
1986,  is  a  Rust  Belt  relic.  The 
$350  million  project  erected 
|  2.3  million  square  feet  of  com- 
|  mercial  space,  including  60 
j;  retail  stores,  23  restaurants,  235 
apartments  and  a  22-screen 
theater.  Occupancy  is  strong. 

In  Des  Moines  Ellis  is  con- 
structing a  $250  million  headquarters  and 
parking  garage  for  Nationwide's  Allied  Insur- 
ance unit  The  1 . 1  -million-square-foot  project 
is  aimed  at  rejuvenating  a  shabby  section  of 
Des  Moines  with  parks  and  public  amenities. 

Not  all  its  projects  are  turnarounds, 
although  some  are  iffy  nonetheless.  In 
Florida  Nationwide  is  building  36  oceanside 
condominiums  (priced  $966,000  and  up)  and 
54  boat  slips  in  a  marina  development  in 
Palm  Beach  Shores.  Cost:  $46.1  million.  The 
Florida  condo  market  is  a  wee  overbuilt. 

Ellis'  biggest  project  to  date  is  the  one  in 
i  Nationwide's  back  yard — a  $650  million 
i  office  and  sports  entertainment  district 
i  anchored  by  a  hockey  stadium  for  the 
I  Columbus  Blue  Jackets.  The  development  is 
80%  completed.  Construction  starts  this  year 
on  a  $55  million  baseball  stadium  for  the 
Columbus  Cbppers,  a  triple- A  minor  league 
team.  Upcoming  is  a  $50  million,  20-story 
condo  tower,  with  units  priced  from  $350,000 
to  $1  million.  Nationwide  has  formed  a  part- 
:  nership  with  Dispatch  Printing,  publisher  of 
the  newspaper,  and  private  investors. 

Ten  years  ago  the  arena  site  was  a 
deplorable  collection  of  empty  parking  lots 
and  dilapidated  warehouses.  The  center- 
piece was  a  rotting  150-year-old  limestone 


The  hockey  arena  anchors  Columbus'  new  office  and  entertainment  district.  At  left,  Ellis  inside  the  arena. 


prison  the  state  had  abandoned.  Com- 
muters motoring  downtown  gaped  at  the 
ruins.  The  area,  however,  also  just  so  hap- 
pened to  be  across  the  street  from  Nation- 
wide's 38-story  headquarters. 

Columbus  (pop.  730,000)  may  be  in  bet- 
ter shape  than  most  midsize  cities.  The  town 
is  the  state  capital,  contains  Ohio  State 
University  and  is  home  to  the  head  offices  of 
Limited  Brands,  Cardinal  Health  and  Wendy's 
International.  But  the  city  has  a  familiar  weak- 
ness: Easy  freeway  access  to  abundant,  cheap 
and  developable  farmland  has  sucked  many 
jobs  out  of  downtown.  What's  left:  aging 
office  buildings  with  a  vacancy  rate  of  18% 
and  very  little  retail  or  restaurant  life. 

In  the  mid-1990s  Nationwide  saw  an 
opportunity.  A  group  of  Columbus  area 
investors  headed  by  John  H.  McConnell, 
founder  of  steel  processor  Worthington 
Industries,  won  the  professional  hockey 
franchise.  The  group  needed  a  stadium. 
Nationwide  agreed  to  build  the  $155  million, 
18,000-seat  arena  and  began  assembling  a 
75-acre  brownfield  site  nearby.  Nationwide 
didn't  own  all  the  land.  The  biggest  piece,  the 
22-acre  prison  grounds,  had  been  polluted 
by  the  metals,  solvents  and  oil  used  by  prison 
labor.  Fortunately  the  city  agreed  to  spend  up 


to  $10  million  to  clean  up  the  parcel. 

Since  opening  in  2000  the  Arena  District 
has  been  a  big  hit.  At  night  restaurants  and 
bars  bustle  with  afterwork  traffic,  and  movie- 
goers pour  into  an  11 -screen  multiplex. 
Some  4,200  workers  fill  the  1.3  million  square 
feet  of  office  space — 95%  leased  at  above-mar- 
ket rents  of  from  $23.50  to  $26  per  square 
foot  The  district  has  pulled  tenants  from  both 
the  suburbs  and  downtown  capital  square, 
where  rents  run  from  $18  to  $22  a  square  foot 

Demand  for  housing  has  far  exceeded  ex- 
pectations. Thus  far  350  units  have  been  built 
and  sold,  109  more  are  under  construction 
and  250  more  on  drawing  boards.  Some  gov- 
ernment handouts  are  helping  this  project 
take  root.  Venturesome  homeowners  receive 
a  ten-year  tax  abatement.  Employers  mov- 
ing downtown  get  a  five-year  tax  holiday  set 
at  50%  of  the  income  tax  withheld  from  the 
paychecks  of  new  workers. 

It  remains  to  be  seen  whether  this  com- 
plex will  weather  a  recession  and  the  end  of 
the  tax  giveaways.  But  similar  projects  like 
the  ones  Rouse  put  up  in  Baltimore  and  in 
Boston's  Faneuil  Hall  area  have  become 
established.  This  may  yield  Nationwide  finan- 
cial as  well  as  psychic  rewards.  F 
Additional  reporting  by  Emily  Schmall. 
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The  Great  Train  Catch-Up 

Railcar  builders  have  lagged  in  technology  and  manufacturing. 
Canada's  BOMBARDIER  is  part  of  changing  that  By  Kerry  A.  Dolan 


AT  AN  OPERATIONS  CONTROL 
center  in  the  English  city  of 
Derby,  a  handful  of  railway 
engineers  spend  their  days  fo- 
cusing intently  on  four  large 
wall-mounted  computer  screens  displaying 
data  about  the  conditions  of  the  engines,  the 
heating  and  cooling  systems  and  whether  a 
door  might  be  jammed  on  any  of  33  Scot- 
tish trains.  The  engineers  are  hoping  to  spot 
nascent  mechanical  problems  on  long- 
distance train  lines  run  by  First  ScotRail,  a 
Scottish  train  operator. 

The  hawk-eyed  engineers  work  for  Bom- 
bardier Transportation,  the  train-building 
arm  of  Montreal's  Bombardier— perhaps 
better  known  in  the  U.S.  for  the  other  half 
of  its  business:  its  regional  and  business  jets. 
The  parent  company,  54%  owned  by  the 
Beaudoin  family,  is  listed  on  the  Toronto 
Stock  Exchange  with  a  market  capitalization 
of  $6.8  billion  and  annual  revenue  of  $14.3 
billion.  Bombardier  Transportations  $6.7  bil- 
lion share  of  this  revenue  total  makes  it  the 
worlds  largest  rail  equipment  company. 


Anticipative  maintenance  is  part  of  a  larger 
shift  at  the  rail  arm  toward  using  more  tech- 
nology on  the  tracks.  Its  a  smart  play  for  the 
future.  Globally,  annual  growth  in  train  orders 
hovers  in  the  low  to  middle  single  digits.  So 
adding  new  services  is  one  way  for  a  rail  equip- 
ment company  like  Bombardier  to  eke  out 
more  growth  and  possibly  fatten  its  profits. 

It's  also  a  key  service  point  for  operators, 
especially  in  Great  Britain,  where  rail  break- 
downs and  delays  on  the  formerly  govern- 
ment-owned lines  have  given  privatization 
a  bad  name. 

"How  to  improve  the  maintenance  of  our 
trains  is  one  big  topic  for  our  customers  now?' 
says  Andre  Navarri,  president  of  Bom- 
bardier Transportation,  from  his  office  in 
Berlin,  where  the  unit  is  headquartered.  "We 
continue  to  bring  innovations  to  the  market" 
He  boasts  of  14  that  Bombardier  unveiled  at 
a  big  rail  trade  show  there  last  fall.  The  pre- 
dictive maintenance  service,  called  Orbita, 
was  one. 

Since  Navarri  took  over  as  head  of 
Bombardier's  rail  business  in  2004,  he's  exe- 


cuted a  turnaround  that  also  has  focused  on 
cost-cutting,  more  disciplined  bidding  for 
contracts  and  better  manufacturing  practices. 
These  moves  pushed  Bombardier  Trans- 
portation back  into  the  black,  with  a  profit 
(before  interest  and  taxes)  of  $91  million  in 
the  fiscal  year  ended  January  2006,  after  two 
years  of  losses  that  totaled  $445  million.  For 
fiscal  2007  the  figure  will  nearly  triple  to 
$227  million,  predicts  analyst  Ferat  Ongoren 
of  Citigroup. 

The  improvements  at  Bombardier's  train 
business  have  outshone  the  results  at  the  com- 
pany's aerospace  unit,  which  had  revenue  of 
$8.1  billion  in  fiscal  2006  and  is  stumbling 
amid  weak  demand  for  regional  jets. 

Under  Navarri,  the  rail  business  has  won 
big  orders  in  its  competitors'  home  turf.  Last 
October  it  snagged  a  $1.8  billion  order  from 
the  French  National  Railways  (SNCF)  for  172 
commuter  trains  (averaging  seven  cars 
apiece),  with  an  option  for  an  additional  200 
trains  for  another  $1.7  billion.  (In  response, 
its  French  competitor  Alstom  Transport- 
number  two  in  the  industry — initiated  legal 
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proceedings  to  protest  the  award  of  the  con- 
tract.) And  in  February  Bombardier  signed 
a  $1.6  billion  contract  to  supply  321  regional 
trains  to  Deutsche  Bahn,  the  national  rail- 
way of  Germany,  home  country  of  Siemens 
Transportation  Systems,  the  number  three 
global  trainmaker.  Bombardier  has  estab- 
lished a  strong  foothold  in  China,  where 
Beijing  is  spending  $32  billion  through  the 
end  of  2010  on  cars  and  locomotives. 

"These  guys  [at  Bombardier]  are  prob- 
ably going  to  grow  faster  than  the  underly- 
ing market  because  they're  focused  on  the 
right  opportunities,"  says  Citigroup  analyst 
Ongoren.  (Citigroup  has  done  investment 
banking  for  Bombardier  within  the  last  year.) 

Navarri  arrived  at  Bombardier  three  years 
after  it  swallowed  the  much  larger  Adtranz, 
the  train-building  arm  of  DaimlerChrysler, 
for  $725  million.  The  acquisition  rocketed 
Bombardier  to  number  one  among  the 
worlds  train  builders,  adding  significant 
capacity  in  Europe.  But  the  capacity  brought 
losses  instead  of  profits.  "We  did  not  move 
fast  in  restructuring,  in  reducing  costs,"  says 
Navarri.  So  from  2004  through  2006  he  laid 
off  7,700  of  his  35,000  employees  and  shut 
7  of  35  plants  in  Europe,  laborious  moves  that 
cost  Bombardier  $633  million. 

A  strongly  accented  Frenchman  and  an 
engineer  by  training,  Navarri,  54,  has  had 
plenty  of  rail  experience.  He  worked  at 
Alstom's  rail  division  and  then  ran  it  for  sev- 


Navarri  reduced  the  number  of  Bombardier 
suppliers  by  70%.  He  pushed  to  standardize 
the  type  of  brakes,  air  conditioners  and  other 
parts  that  it  purchased,  in  order  to  increase 
volumes  and  thus  reduce  purchasing  prices. 
He  encouraged  sourcing  more  parts  from  the 
countries  in  which  the  trains  were  being  built, 
rather  than  shipping  parts  from,  say,  Europe 
to  China.  And,  tapping  his  auto  parts  expe- 
rience, he  introduced  the  just-in-time  inven- 
tory-control system  and  lean  manufacturing, 
which  emphasizes  reducing  wasteful 
processes  in  order  to  make  better  products 
and  respond  quickly  to  customers. 

The  train-building  industry's  lag  in 
adopting  practices  common  in  manufactur- 
ing stems  from  its  special  legacy.  From  the 
1950s,  in  many  European,  Asian  and  Latin 
American  countries,  it  functioned  as  a 
sponge  to  sop  up  unemployment.  Even  small 
countries  would  have  their  own  railcar 
maker — or  makers.  It  was  only  in  the  1990s, 
when  massive  consolidation  began,  that  the 
remaining  companies  took  up  some  mod- 
ern manufacturing  methods  for  production 
of  both  passenger  trains  and  freight  locomo- 
tives. (The  U.S.,  with  a  much  smaller  passen- 
ger rail  stock,  was  similarly  hidebound.) 
"Aerospace  and  automotive  did  this  in  the 
1980s.  So  railway  is  at  least  a  decade  behind," 
says  Charles  Brown,  director  at  Lake  House 


BUY  AMERICAN,  SORTA 

mericans  may  love  trains,  but  save  for  those  living  in  the  New  York  metro- 
politan area,  we  don't  ride  them  nearly  as  much  as  Europeans.  Per  capita, 
i.passenger  mileage  in  the  European  Union  is  26  times  as  high.  But  rail 
ridership  has  risen  in  the  U.S.  in  recent  years,  as  has  spending  in  the  sector. 
Investment  in  light  rail  (meaning  streetcars,  as  opposed  to  commuter  trains)  nearly 
doubled  to  $2.4  billion  in  2004  from  four  years  earlier. 

Some  of  the  spending  increase  is  fueled  by  more  voters  choosing  to  tax  them- 
selves for  rail.  In  2004  Denver  voters  approved  a  $4.7  billion  package  to  build  com- 
muter lines.  Last  year  Salt  Lake  City  okayed  a  $2  billion  light-rail  project. 

Bombardier  has  been  a  key  supplier  to  the  New  York  region.  The  company  has 
delivered  1,030  stainless  steel  subway  cars  to  New  York  City  Transit  since  1997 
(price  tag:  $1 .3  billion)  and  1,072  commuter  cars  to  the  Long  Island  Rail  Road  and 
Metro-North  since  a  contract  was  awarded  in  1999  ($2.9  billion).  Last  July  the 
Chicago  Transit  Authority  placed  a  $577  million  order  with  Bombardier  for  406 
rapid  transit  cars. 

The  Buy  American  Act  mandates  preference  for  goods  produced  in  the  U.S.  for 
federally  funded  projects  greater  than  $2,500.  So  Bombardier  brings  nearly  all  the 
railcar  shells  it  builds  in  Mexico  and  Canada  for  U.S.  trains  to  its  factory  in  Pitts- 
burgh, N.Y  There,  600  employees  handle  final  assembly.  — K.A.D. 


Train  to  Tibet;  eral  years  in  the  late  1990s. 
Andre  Navarri,  A  subsequent  stint  as 
Bombardier  rail     chjef  executive  of  French 

president.  ..    ,r . 

auto  parts  supplier  Valeo 

taught  him  much  about  the  relative  efficien- 
cies of  the  car  industry.  In  comparison,  "the 
[rail]  industry  was  not  best-in-class  in  terms 
of  procurement,"  says  Navarri. 

He  applied  his  new  knowledge  quickly. 
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Creative  Giving 


Group,  a  transportation  and  utility  con- 
sultant in  Hong  Kong. 

The  push  to  bring  the  iron  horse  fur- 
ther into  the  information  age  continues. 
The  Orbita  predictive  maintenance  serv- 
ice that  Bombardier  is  providing  to  the 
Scottish  rail  operator  swallows  70,000  data 
points  a  day.  If  something  gets  in  the  way 
of  the  door— a  persons  foot  or  a  roof  panel 
that's  hanging  down— the  electric  motor 
that  closes  the  train  door  has  to  work 
harder  and  produces  more  current. 
Orbita  measures  the  extra  current  and 
relays  that  information  to  the  engineers 
at  master  control.  If  the  door  motor  is 
working  overtime  all  afternoon  long,  for 
example,  they  see  a  tall  red  bar  on  a  chart. 
First  ScotRails  maintenance  staff  is  then 
advised  there's  a  problem  with  a  partic- 
ular door  on  a  particular  train.  Without 
the  Orbita  system,  says  engineering  ex- 
ecutive Michael  Provost,  "the  door  would 
have  been  allowed  to  go  on  to  failure.  Or 
maybe  someone  with  a  sharp  eye  would 
have  seen  the  problem.  It  would  have  all 
been  done  manually'  Provost  aims  to 
have  16  rail  lines  using  die  Orbita  service 
by  the  end  of  this  year. 

Other  new  services  are  designed 
to  reduce  energy  consumption  and 
increase  security.  A  light  rail  line  in 
Mannheim,  Germany  installed  a  device 
from  Bombardier  called  the  Mitrac 
Energy  Saver  that  stores  the  train's 
energy  as  it  brakes  and  uses  that  energy 
to  help  the  train  accelerate,  reducing 
energy  consumption  by  as  much  as  30%. 
Bombardier  also  teamed  up  with  another 
firm  to  develop  a  security  system  that  will 
coordinate  and  transmit  video  footage 
taken  inside  the  traincars  with  footage 
taken  by  cameras  in  stations  and  along 
the  routes.  When  a  gun  goes  off  in  a  train 
car,  the  goal  is  to  alert  a  train  operator 
and  the  security  guard  at  the  next  station 
as  to  which  car  the  shot  was  fired  in. 
The  London  Underground  will  soon  be 
deploying  a  version  of  this  system. 

Navarri  is  clearly  proud  of  his 
accomplishments.  "Bombardier,  being 
a  family- owned  company,  has  always 
thought  about  the  long  term,"  he  says. 
"Before  2001  as  number  four  [in  rail], 
it  had  no  future  in  the  industry.  Now  it 
has  a  very  bright  future."  F 


Banking  on  Smarts 

A  Goldman  Sachs  program  gives  a  boost  to 
smart,  working-class  kids  applying  for  college. 

By  Ghana  R.  Schoenberger 


FIFTEEN-YEAR-OLD  MATTHEW 
Townsend  spent  last  summer 
studying  whales  and  estuary  sys- 
tems in  a  three-week  class  that 
included  a  ten-day  research 
cruise  in  the  Atlantic  Ocean  along  the 
eastern  seaboard.  Rich  kids  routinely 
partake  in  such  summer  activity  to  gain 
an  edge  in  college  applications— but 
Matthew  is  hardly  of  that  ilk. 

A  public  school  student,  he  is  the  only 
child  of  a  single  mother,  a  Jamaican  immi- 
grant who  works  as  a  contract  bookkeeper 
in  Hartford,  Conn,  and  struggles  to  save 
for  her  son's  coming  college  bills.  Matthew 
managed  to  get  accepted  to  a  nonprofit, 
Goldman  Sachs-sponsored  program  that 
lavishes  time  and  money  on  promising 
students  in  working-class  and  lower- 
income  families. 

The  Next  Generation  Venture  Fund, 
started  in  2004,  spends  $20,000  on  each 
kid  over  five  years  for  SAT  prep  classes, 
workshops  on  study  skills,  summer 
experiences  and  more.  Aimed  at  inner- 
city  schools,  it  tries  to 
bolster  their  resumes 
to  get  them  into  top 
schools  without  the  help 
of  special-preference 
programs. 

Other  private  educa- 
tional giving  targets  chil- 
dren at  the  very  bottom  of  the  test- score 
pile  and  the  economic  ladder.  Goldman, 
led  by  Stephanie  Bell-Rose,  president  of 
the  $200  million  (assets)  Goldman  Sachs 
Foundation,  emphasizes  good  students 
who  lack  encouragement.  Family  incomes 
for  the  225  kids  in  the  program  average 
$32,900.  "We  were  concerned  about  those 
at  risk  of  not  achieving  their  full  poten- 
tial," says  Bell-Rose.  "Intelligence  alone 
does  not  ensure  success  in  the  long  run." 
The  Next  Generation  Venture  Fund 


has  raised  $4.6  million,  including  $1.1 
million  from  Goldman,  and  the  rest  from 
Booz  Allen  Hamilton,  Darden  Restau- 
rants, Nasdaq,  and  other  companies  and 
foundations.  The  students  are  chosen 
from  a  special  subset:  ultrasmart  junior 
high  kids  who  have  sought  financial  aid  in 
applying  to  either  of  two  much-praised 
summer  programs,  Johns  Hopkins  Uni- 
versity's Center  for  Talented  Youth  and 
Duke  University's  Talent  Identification 
Program. 

The  Next  Generation  money  buys  the 
kids  two  summers  at  those  programs,  as 
well  as  distance-learning  courses,  college- 
application  counseling  and  a  week  at  an 
entrepreneurship  camp.  Kids  also  get  one- 
on-one  help  navigating  the  complicated 
web  of  deadlines,  forms  and  tests  that  col- 
lege-bound students  must  handle. 

The  results  won't  be  known  until  next 
year  at  the  earliest,  when  the  oldest  of  the 
NGVF  scholars  start  applying  to  college. 
The  early  reviews  are  good.  Yetunde  Terri- 
cia  Soyombo,  17,  whose  father  is  an  auto 


A  future  surgeon  studied 
genomics  and  visited 
Ireland  last  summer. 


mechanic  in  Lafayette,  La.,  got  to  fly  to 
New  York  for  a  Goldman  Sachs  leadership 
workshop,  which  included  taking  the 
Myers-Briggs  personality  test  (she  is  an 
ENFJ,  or  extroverted-intuitive-feeling- 
judging).  "All  the  camps  and  workshops 
that  I've  been  to  I  would  have  never 
known  about  or  been  able  to  attend  with- 
out this  program,"  she  says. 

As  driven  as  she  is,  she  sometimes  lets 
details  slip,  and  Next  Generation  helps. 
Her  adviser,  Monique  Harris,  prodded 
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her  to  take  her  SAT  II  subject  exams  in 
time  to  include  the  results  on  her  college 
applications. 

Tiffany  Dinkins,  16,  a  junior  from  the 
Baltimore  suburb  of  Catonsville,  Md., 
spent  the  summer  of  2005  studying 
oceanography  at  Hawaii  Pacific  Univer- 
sity, combing  Oahu's  beaches  for  marine 
life.  Her  interest  in  science  and  her  ambi- 
tion to  become  a  cardiac  surgeon  spurred 
her  Next  Generation  academic  adviser, 
Kimberly  Lohrfink,  to  refer  her  to  Center 
Scholars,  a  Hopkins  program  that  com- 


bines rigorous  summer  science  courses 
with  research  internships. 

This  past  summer  Tiffany  spent  a 
week  at  entrepreneurship  camp  with  the 
other  Next  Generation  juniors,  six  weeks 
studying  genetics  and  genomics  at  Johns 
Hopkins'  program  and  a  week  in  Ireland 
for  a  program  at  Trinity  College.  It  was  her 
first  time  abroad.  "She  just  has  such  great 
potential,  and  that's  what  we're  about,"  says 
Lohrfink,  a  senior  research  associate  at  the 
Johns  Hopkins  program. 

Destani  Bizune,  17,  who  hopes  to 


become  an  obstetrician,  lives  with  her 
mother,  a  divorced  accounting  supervisor, 
and  two  sisters  in  Apex,  N.C  Bizune  has 
spent  her  Next  Generation  summers  read- 
ing Shakespeare,  studying  American  soci- 
ety and  attending  entrepreneurship  camp. 
The  program  "got  me  excited  about  being 
able  to  do  these  cool  things  when  I  get 
older,"  she  says.  Her  mother,  Carolyn 
Winder,  agrees:  "We  were  concerned 
about  who  was  going  to  pay  for  this  or 
that,  but  now  she's  100%  certain  th^t  it's  a 
possibility."  F 
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Pirate's  Ball 

Counterfeiters  are  stealing  more  than  luxury  handbags 
and  $2,000  watches.  Today  they'll  go  after  something 
as  modest  as  a  cigarette  lighter  |  By  Deborah  Orr 


GENUINE 


The  real  deal,  for 
soldiers  and 
barflies  alike,  was 
designed  to  light 
in  wind  and  rain. 


UNITED  STATES 

ARMY 
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COUNTERFEIT 

Zippo  workers 
can't  tell  the 
difference  without 
looking  closely  at 
the  innards. 


IPPO  HAS  BEEN  MAKING  FLIP-TOP  POCKET 
lighters  at  the  same  factory  in  Bradford,  Pa.  for  75 
years— 50,000  of  them  a  day  last  year.  Factories  in 
China  can  churn  out  just  as  many  That's  a  big  prob- 
lem for  the  company  because  it  doesn't  make  any 
pocket  lighters  in  China.  The  Chinese  Zippos  are 
all  counterfeit. 

The  business  of  counterfeiting  has  gotten  more  insidious. 
Pirates  used  to  focus  their  attention  on  high-price  apparel  and 
accessories,  like  Coach  bags  and  Rolex  watches.  Now  they  go 
after  everyday  products.  There's  money  to  be  made.  A  fake  lighter 
that  is  worth  50  cents  if  anonymous  might  fetch  $5  wholesale  if 
adorned  with  a  Zippo,  Cartier  or  Dunhill  logo. 

Genuine  Zippo  lighters  have  a  lifetime  guarantee.  Every  day 
the  company's  repair  department  receives  at  least  one  fake,  from 


someone  who  probably  had  no  idea  it  wasn't  genuine.  They  look 
so  real  that  even  Zippo  Chief  Executive  Gregory  Booth  can't  tell 
the  difference.  "The  only  way  we  can  know  for  sure  is  to  take  out 
the  insides  and  look  at  it  with  a  magnifying  glass,"  he  says. 

Zippo  earns  nothing  on  the  sales  of  the  fakes.  The  company 
figures  it  has  lost  a  third  of  its  earnings  to  counterfeiters.  Sales  are 
less  than  the  $195  million' of  a  decade  ago,  and  in  September 
Zippo  had  to  lay  off  120  people,  or  15%  of  its  workforce.  The 
discharges  were  felt  keenly  in  Bradford,  where  this  family- run 
business  is  the  largest  employer.  And  there  are  safety  issues: 
Zippo  was  twice  sued  when  fake  lighters  malfunctioned,  says 
Charles  Jeffrey  Duke,  Zippo's  chief  lawyer  and  grandnephew  of 
the  founder.  One  victim  died  after  leaking  lighter  fluid  ignited  his 
clothing.  Booth  and  Duke  spend  a  lot  of  time  chasing  down 
pirates  and  lobbying  Washington  and  Beijing. 
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They  work:  staff  at  the  Bradford,  Pa.  factory,  the  town's  largest  employer.  Envelopes  hold  broken  Zippos,  which  the  company  repairs  for  free 
as  part  of  a  lifetime  guarantee.  Because  of  revenues  lost  to  piracy,  the  company  had  to  lay  off  120  employees  in  September. 


Eastman  Machine,  in  Buffalo,  N.Y.,  is  another  manufacturer 
that  saw  its  production  moved  to  China  without  ever  leaving  home. 
A  manufacturer  branding  itself  "Westman"  reverse-engineered 
Eastmans  $2,000  fabric-cutting  machines,  even  using  the  same 
model  numbers  and  paint  colors.  Eastman  has  lost  more  than  half 
its  sales  and  laid  off  nearly  two-thirds  of  its  workforce.  It  tried  ad 
campaigns  imploring  customers  to  buy  only  genuine  machines 
and  parts — until  pirates  started  labeling  their  fakes  "genuine  East- 
man." Eastman  sued  and  lost. 

Another  victim  is  Heelys,  a  Carrollton,  Tex.  startup  that  makes 
sneakers  with  wheels  in  the  heels.  The  shoes  are  a  hit  with  10-year- 
i  olds  here  and  an  even  bigger  hit  with  Asian  tweens.  In  2003  half  of 
( the  company's  sales  came  from  Japan  and  South  Korea,  until 
pirated  Heelys  started  flooding  the  Asian  market.  Last  year  only 
14%  of  Heelys  were  sold  outside  the  U.S.,  mainly  to  Canada. 


The  counterfeiting  that  is  costing  branded  U.S.  producers 
$250  billion  a  year  and  750,000  jobs  has  moved  well  beyond 
pirated  DVDs  and  luxury  accessories.  Knockoffs  are  turning  up 
in  the  most  mundane  product  lines:  Duracell  batteries,  Head  & 
Shoulders  shampoo,  extension  cords  with  the  UL-tested  safety 
seal — anything  with  a  recognized  brand. 

The  Organisation  for  Economic  Co-operation  &  Development 
says  that  known  fakes  make  up  perhaps  2%  of  wholesale  goods  traded 
worldwide.  Add  in  the  value  of  knockoffs  that  don't  cross  borders 
and  the  vast  majority  that  aren't  detected  by  customs  and  the  figure 
is  much  higher.  This  can  also  be  a  crime  against  the  public  fisc:  Lost 
sales  mean  lost  tax  revenues.  New  York  City's  comptroller  pegs  for- 
gone tax  revenue  at  $  1  billion  a  year  from  street  sales  of  counterfeits. 

What  happened? 

Some  companies  played  right  into  the  pirates'  hands  by  giv- 
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Zipps 


ing  too  much  leeway  to  Chinese  manufacturing  partners.  "Com- 
panies investing  in  China  have  not  only  shared  their  technology 
but  their  marketing  and  packaging  as  well,"  says  Bradford  Huther, 
anticounterfeiting  bulldog  of  the  U.S.  Chamber  of  Commerce. 
No  wonder  some  fake  goods  look  so  authentic;  they  are  made  in 
the  same  factory  as  the  real  ones— the  so-called  third  shift.  But, 
as  Zippo  has  discovered,  keeping  manufacturing  at  home  is  no 
protection;  any  item  recognized  overseas  is  vulnerable. 

Zippo's  founder,  George  Blaisdell,  committed  to  die  factory  in 
Bradford  when  he  started  the  company  during  the  Great  Depres- 
sion. But  with  fewer  Americans  lighting  up,  the  family  started 
exporting  20  years  ago  to  countries  where  smoking  was  still  in  style. 
The  distinctive  lighters  that  shut  with  a  click  are  popular  in  Brazil, 
Russia  and  especially  China,  where  a  third  of  the  worlds  smoking 
tobacco  gets  lit.  Zippo  established  distribution  networks,  advertised 


Still  fighting:  "We  haven't  folded  the  tent,"  says  Chief  Executive  Gregory  Booth 


its  products  and  created  a  market  overseas.  Sales  jumped  fivefold 
between  1985  and  1995. 

But  the  very  changes  that  made  it  easier  to  send  Zippo 
lighters  around  the  world  also  created  openings  for  counterfeiters 
to  slip  through:  easier  trade  financing,  logistics  contractors  and 
the  Internet.  Cheap  shipping  has  turned  piracy  from  a  local  trade 
into  an  international  business,  while  online  auction  sites  such  as 
Ebay  and  Alibaba  provide  an  easy  marketplace  for  fakes. 

Zippo  didn't  declare  war  on  counterfeiters  until  2000,  when 
revenue  had  plunged  30%  from  the  1995  level.  Knockoffs  in 
Latin  America,  emerging  Europe  and  Asia  were  largely  to  blame. 
Booths  first  reaction  was  to  go  after  every  seller  in  every  market. 
After  all,  counterfeiters  could  not  have  invaded  the  market  so 
effectively  without  a  little  help  from  retailers.  A  struggling  shop- 
keeper can  buy  the  cheaper  fakes— duty-free— and  sprinkle  them 
in  with  the  genuine  article.  "Suddenly  a  third  of  the  display  case 
has  margins  seven  to  nine  times  the  real  thing,"  he  says. 

But  Booth  realized  he  couldn't  chase  down  every  offender, 
nor  could  he  afford  to  alienate  too  many  sellers.  "We  were  pursu- 
ing counterfeits  in  South  America,  Europe,  Australia  and  all  over 
the  Far  East,"  says  Booth.  "But  we  realized  that  we  are  too  small 


to  wage  these  battles  on  every  continent.  We  think  we  have  a 
billion-dollar  brand,  but  we're  not  a  billion-dollar  company." 

So  Booth  decided  he  was  going  to  "cut  off  the  head  of  the 
snake."  He  concentrated  all  the  company's  efforts  in  tracing  the 
fakes  back  to  a  handful  of  factories  in  the  southern  Chinese  city  of 
Wenzhou,  where  98%  of  the  world's  lighters  are  produced.  Booth 
and  General  Counsel  Duke  hired  private  investigators  to  stake  out 
suspected  counterfeiters  and  pose  as  buyers  looking  to  buy  boot- 
leg lighters.  Once  Zippo's  private  eyes  discover  a  cache,  they  can 
call  in  the  Administration  for  Industry  &  Commerce  (AIC),  a  civic 
organization  in  China  that  has  the  power  to  seize  and  destroy 
counterfeits.  "They  usually  have  a  little  ceremony  with  banners 
and  TV  cameras,"  says  Duke.  In  one,  a  farmer  crushes  the  booty 
with  his  tractor. 

Zippo  has  played  this  cat-and-mouse  game  hundreds  of  times 
over  the  last  five  years,  says  Duke.  Most  cases  never 
make  it  to  court  because  these  regulators  don't  want 
to  pass  them  to  the  police.  The  AIC,  for  instance,  can 
levy  fines,  but  it  can't  start  criminal  proceedings.  The 
more  fines  AIC  collects,  the  higher  its  revenues.  And 
those  destruction  ceremonies  with  tractors  and  TV 
cameras?  They  also  destroy  the  evidence  for  any 
potential  criminal  case. 

One  case,  against  the  manager  of  a  factory 
caught  with  97,000  Zippo  knockoffs,  took  three 
years  to  get  to  court.  It  was  the  lowly  plant  manager 
who  fell  on  his  sword.  "We  think  we  know  who  he 
was  working  for,"  Duke  says,  but  as  usual  there  was 
no  paper  trail.  The  manager  was  sentenced  to  six 
months  in  jail  but  was  put  on  probation  instead. 

If  the  prosecutors  are  getting  a  bit  more  adept,  so 
are  the  counterfeiters.  The  copies  now  hitting  the  mar- 
ket are  especially  good.  "It's  like  any  other  enterprise. 
The  people  able  to  produce  the  highest  quality  in  the 
most  efficient  way  are  the  ones  who  stay  in  business,"  says  Duke. 

Often  there  is  one  company  making  the  cases,  another  mak- 
ing the  internal  assembly,  another  creating  the  packaging,  a 
fourth  putting  everything  together  and  yet  another  company 
handling  the  shipping.  Zippo's  paid  investigators  watched  one 
suspicious  factory  for  weeks  but  never  saw  a  single  lighter  leave 
the  building.  The  owner,  it  turns  out,  had  dug  a  tunnel  to  a  neigh- 
boring warehouse  and  moved  the  loot  out  at  night. 

Duke  tried  another  tack:  He  filed  a  complaint  with  the  U.S. 
International  Trade  Commission  against  four  Chinese  producers 
in  July  for  violating  a  design  trademark  the  company  filed  in 
2002,  covering  the  rounded  corners  of  the  lighter's  body  and  its 
arched  flip-top.  Most  of  the  high-end  lighters  made  in  China 
violate  this  trademark.  Unlike  the  Chinese  court  cases,  this  case 
will  be  heard  in  the  U.S.  If  the  Chinese  manufacturers  don't 
respond,  they  can  be  barred  forever  from  exporting  to  the  U.S. 

That  has  the  legitimate  Chinese  manufacturers  up  in  arms. 
Meantime,  the  tide  of  fakes  keeps  on  sloshing  around  the  world. 

"We  haven't  folded  the  tent,"  says  Chief  Executive  Booth, 
hoping  for  more  help  from  Beijing.  "But  if  this  were  to  continue, 
I  could  see  our  business  at  half  the  size  it  is  now."  F 
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Insights 


Peter  Huber 


Itntr  i 


FOLLOW  THE 
MONEY 


PARK  A  RANDOM  ROW  OF  ENERGY  PUNDITS  AND 
policymakers  on  a  dais,  let  them  loose  and  watch  the 
ships  race  past  one  another  in  the  night.  Oil,  gas,  corn, 
coal,  sun,  wind,  nuke,  conservation,  efficiency.  Exter- 
nal and  internal  combustion,  fuel  cell,  reactor,  hybrid, 
better  bulb,  battery.  Kill  these,  coddle  those. 

Every  sage  has  a  shopping  list,  and  every  list  is  different.  Big 
energy  laws  invariably  end  up  looking  just  the  same — ham  for 
you,  bacon  for  me,  sausage  for  the  next  guy  and  on  down  a  long 
list  of  billion-dollar  servings.  What  we  really  need  is  energy  policy 
without  the  shopping  list.  Here  it  is. 

Don't  tinker  with  technology,  tune  engines,  engineer  enzymes, 
design  windmills  or  gaze  rapturously  at  the  sun.  Just  follow  the 
money — the  real  money.  Not  the  odd  5  or  10  billion  visible  and 
counted  on  the  ledgers  of  the  federal  pig  farm.  Huge  though  they 
sound,  these  numbers  are  all  trivial  when  viewed  against  a  back- 
drop of  the  $500  billion  we  spend  annually  on  raw  fuel  and  as 
much  again  on  engines,  power  plants,  bulbs  and  other  energy- 
converting  hardware.  Focus  instead  on  the  hundreds  of  billions 
that  change  hands  under  government  direction  by  way  of  pennies 
per  gallon  and  cents  per  kwh. 

Electricity  is  the  key,  not  because  it  tops  my  personal  list  but 
because  it  has  muscled  its  own  way  to  the  top  of  the  nation's. 
Power  plants  use  the  most  raw  fuel — roughly  40%  of  the  total — 
with  another  30%  used  for  all  transportation  (and  only  about  half 
of  that  used  by  passenger  cars)  and  the  remaining  30%  for  raw 
heat.  Every  year  electricity's  share  rises  a  bit,  and  the  shares  of  the 
other  two  fall.  And  best  of  all,  the  grid  is  the  energy  economy's  one 
real  trading  floor  and  stock  exchange. 

How  so?  Power  plants  can  spin  their  turbines  with  steam, 
which  they  can  produce  by  consuming  coal,  gas,  oil,  wood,  trash  j 
or  uranium;  or  they  can  replace  the  steam  with  water,  combustible  ! 
gas  or  wind.  Solar  cells  skip  the  turbine,  too,  dispatching  elec- 
trons straight  down  the  wires.  And  technologies  now  rapidly 
emerging  turn  electricity  around  to  displace  fossil  fuels  that 


might  otherwise  be  used  to  generate  it.  Power  plants,  that  is,  can 
consume  oil  and  gas,  or  they  can  unconsume  it  by  burning 
uranium  to  make  electricity;  that  juice  then  powers  microwaves, 
lasers  and  plug- in  hybrid  cars,  and  these  devices  in  turn  displace 
fossil-fuel-hungry  tools  used  to  cook,  heat,  dry,  cut  or  travel. 

These  basic  (and  largely  undisputed)  facts  must  frame  any 
serious  discussion  about  alternatives,  efficiency,  competition  and 
independence.  And  they  all  point  to  economics,  not  technology, 
and  to  principles,  not  shopping  lists,  as  the  drivers  of  policy. 

Deregulate  price  at  the  power  plant.  Don't  force  the  utility  to 
pay  10  cents  a  kwh  for  wind  electrons  that  coal  or  uranium  can 
dispatch  for  2  cents.  If  Al  Gore  still  wants  to  pay  10  cents  for  wind 
electricity,  that's  fine — his  utility  can  deliver  it  to  him.  Less  affluent 
people  may  prefer  to  buy  2-cent  coal-fired  electricity  to  recharge 
their  cars. 

De-average  the  price  of  the  grid.  The  owner  of  the  grid  should 
have  complete  freedom  to  cover  his  fixed  costs  with  a  6-cent  trans- 
mission at  4  p.m.  in  August  and  very  close  to  a  0-cent  transmission 
at  3  a.m.  in  December.  Implications  of  time-of-use  pricing:  great 

for  uranium,  pretty  good  for 
coal  and  wind,  bad  for  solar. 

Let  the  consumer  choose  the 
fuel.  If  Al  Gore  is  the  only  guy  in 
town  who  craves  10-cent  wind 
power  at  midnight,  he  also  has 
to  pay  the  $  10  million  it  will  cost 
to  extend  the  grid  to  the  top  of 
some  distant  hill.  If  you  and 
enough  others  would  rather  pay 
30  cents  for  electricity  made 
from  clean  natural  gas  than  2 
cents  for  dirty  coal,  you  can  be 
accommodated.  Separate  state  and  federal  regulators  from  the 
business  of  dictating  these  consumer  choices. 

The  last  shopping  list  to  kill  is  the  tax  collector's.  At  present, 
electricity  is  typically  taxed  at  a  flat  10%  (or  so)  surcharge  on  the 
retail  bill.  That  makes  it  mostly  a  fuel  tax  if  the  electrons  are  gen- 
erated with  gas,  mosdy  a  capital  tax  if  with  uranium,  sun  or  wind. 
Make  fuel  taxes  truly  flat — replace  all  other  energy  taxes  with  a 
uniform  tax  on  sales  of  crude  oil,  gas,  coal,  corn  and  uranium 
oxide.  Free  fuels  like  sun  and  wind  should  burn  free.  Shopping-list 
thinking  should  survive  only  at  the  tailpipe.  There  is  no  rational 
way  to  ignore  differences  between  sulfur,  mercury,  nitrous  oxide, 
carbon  and  whatever  else  we  hate  to  find  in  the  public  air  and 
water.  This  is  the  one  place  where  taxes,  caps,  and  control  tech- 
nologies must  inevitably  answer  to  public  taste. 

How  much  would  all  these  changes  cost  us?  Much  less  than 
nothing.  A  no-shopping-list  energy  policy  requires  no  direct 
outlays.  Direct  taxes  on  fuel  and  pollution  should  just  replace 
existing  electron  taxes  dollar  for  dollar.  And  that  would  spur  huge 
efficiency  gains  in  the  use  of  capital  and  natural  resources.  F 


The  national 
electric  grid  is 
the  energy 
economy's  one 
real  trading 
floor.  Let  that 
market  work. 


Forbes 


Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and 
coauthor  of  The  Bottomless  Well  (Basic  Books,  January  2005). 
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Phone  Home 


Cable  operators  like  Time  Warner  and  Comcast  have  been 
merrily  poaching  customers  from  the  big  telephone  com- 
panies by  offering  the  so-called  triple  play — landline 
phone,  broadband  and  TV  service  in  one  package.  Now  the  tele- 
coms  are  fighting  back  by  stringing  more  fiber-optic  cable  so 
they  can  sell  their  own  triple  plays.  And  none  of  the  phone 


giants  is  spending  as  much  to  do  this  as 
VERIZON  (36,  VZ). 

Verizon  is  bringing  the  fiber  straight  to 
homes.  Telecom  rivals  like  AT&T  are 
spooling  the  fiber  just  to  central  points  in 
neighborhoods,  called  nodes,  and  leaving 
the  traditional  copper  wire  in  place  to 
pump  the  signal  into  the  houses. 

Verizon's  strategy  has  weighed  on  prof- 
its for  the  past  three  years,  and  Credit 
Suisse  analyst  Joseph  Mastrogiovanni  says 
earnings  per  share  will  be  shaved  another 
33  cents  for  2007.  In  2006  earnings  fell  16% 
to  $6.2  billion  on  revenue  of  $88  billion. 
Result:  Verizon  stock  has  underperformed 
of  late,  staying  flat  for  the  past  three  years 
while  the  S&P  telecom  index  advanced 
35%.  At  a  trailing  price/earnings  multiple  of  17,  Verizon  is 
cheaper  than  AT&T  (20),  Qwest  (29)  and  Sprint  Nextel  (43). 

But  with  most  of  the  build-out  money  already  spent,  the  out- 
look should  improve  in  2008,  says  Mastrogiovanni.  Meanwhile. 
Verizon  Wireless,  the  biggest  cell  player,  is  attracting  hordes  of 
new  customers,  as  is  the  triple  play  offering.      — Emily  Schmall 


Verizon's  cell  phone  arm, 
the  dominant  force  in  the 
field,  is  growing  nicely. 


Stock  price 


The  Chips  Are  Down 

Casino  gambling  is  hot  nowadays,  and 
the  companies  with  the  glitzy  palaces  lin- 
ing the  Las  Vegas  Strip  trade  at  an  average 
30  times  trailing  earnings.  Focus  instead  on 
the  lowly  poker  chip. 
That's  the  business  GAM- 
ING PARTNERS  INTERNA- 
TIONAL (20,  GPIC)  domi- 
nates. With  its  three 
brands  of  chips— Paul- 
son, Bud  Jones  and 
B&G— Gaming  Partners 
holds  70%  of  the  worlds 
poker  chip  market.  You'll 
find  Gaming  Partners 
chips  everywhere  from  the  new  Hooters 
Casino  Hotel  in  Vegas  to  Steve  Wynn's  new 
gambling  palace  in  Macau. 

Gaming  Partners  has  also  been  sell- 
ing older  casinos  a  new  kind  of  anticheat 
chip,  embedded  with  radio-frequency 
identification  technology.  These  smoke 


out  counterfeiters  and  also  monitor  high 
rollers  to  see  how  they  are  faring.  Sales  of 
the  firm's  chips,  both  high  tech  and  low, 
are  booming,  up  30%  to  $75  million 
last  year,  as  earnings  soared  42%  to 
$6  million. 

The  Las  Vegas  company  is  a  favorite  of 
author  and  money  manager  Jordan  Kim- 
mel  (FORBES,  June  7,  2004).  Gaming  Part- 
ners, with  a  22  P/E,  is  much  cheaper  than 
the  casino  operators.  And  compared  with 
other  gaming  suppliers,  it  is  on  the  low 
side:  trading  at  2.2  times  sales  versus  the 
sector  average  of  5  times. — Stephane  Fitch 


Truck  Stop 


The  softening  economy  has  family-run 
Nebraska  trucker  WERNER  ENTERPRISES  (18, 

WERN)  scrambling  for  business  with  price- 
cutting  competitors. 

In  2006  revenues  rose  6%  to  $2.1  bil- 
lion. But  that  can  be  deceiving.  Take  away 
the  fuel  surcharges  and  the  increase  was 
only  3%.  Earnings  were  flat.  No  uplift  is  in 


Stock  price 


sight.  Price  hikes  going  forward  are  ex- 
pected to  be  1%  to  3%  versus  4%  to  7% 
gains  in  recent  years.  The 
company's  biggest  oppor- 
tunity: its  new  higher- 
priced  logistics  services. 
But  this  initiative  remains 
bogged  down  by  startup 
costs,  says  John  G.  Larkin, 
managing  director  at 
Stifel,  Nicolaus. 

What's  worse,  Werner  is  encountering  a 
problem  competitors  do  not.  For  a  long  time 
the  company  has  run  a  lucrative  side  busi- 
ness selling  used  Werner  trucks  from  its  own 
lots.  Rivals  took  the  easier  road  and  simply 
traded  theirs  in  to  dealers  for  new  models. 
But  new  emissions  standards  kicking  in  this 
year  have  slashed  demand  for  older  trucks, 
even  though  these  are  grandfathered  in  under 
the  stricter  rules. 

Werner  trades  at  a  P/E  of  15,  in  line 
with  its  peers.  Nonetheless,  short  the 
stock.  — Tatiana  Serafin 
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Thg  Patient  investor 


John  W.  Rogers  Jr. 


BORING  ALL  THE 
WAY  TO  THE  BANK 


FEW  KIDS  GROW  UP  SAYING  THEY  WANT  TO  WORK  IN 
the  chain  saw,  coffin  or  insurance  industries.  But  I  see 
opportunity  in  businesses  like  these.  There  are  a  lot  of 
public  companies  making  or  marketing  mundane 
things,  and  doing  very  well  at  it.  Their  boring  brands 
don't  necessarily  make  headlines,  but  they  make  bottom  lines. 
These  businesses  generate  a  lot  of  cash  and  increase  earnings 
nicely— and  sometimes  the  stocks  also  are  cheap. 

I  hunt  for  industry  leaders,  caring  less  about  a  company's 
glamour  factor  and  more  about  how  it's  doing  relative  to  its  peers. 
Market  share  is  hard  to  establish,  and  managements  that  have 
built  wide  moats  around  their  businesses  are  less  likely  to  see 
their  castles  overthrown. 

What  matters  to  me  are  defensible  business  models,  durable 
brands  and  the  well-executed  research  and  development  needed 
to  sustain  success. 

Growth  may  not  happen  in  great  leaps,  and  you  won't  get  rich 
quick  with  these  slow-and-steady  Eddies,  but  year  in  and  year  out 
they  typically  provide  dependable  earnings  growth  to  buffer 
Wall  Street's  moodiness. 

A  prime  example  is  Blount  International  (12,  BIT)— pro- 
nounced "blunt."  Blount  is  a  dominant  player  in  saw  chains, 
guide  bars  and  sprockets  for  chain  saws,  boasting  half  of  the 
world's  market  for  this  business. 

Blount  has  a  wonderfully  recurring  revenue  stream  since  saw 
chains  wear  out:  71%  of  Blount's  sales  in  this  area  are  from 
replacements.  The  average  professional  logger  may  go  through 
one  saw  chain  every  ten  days. 

Also,  the  company  is  the  second-largest  manufacturer  of  tim- 
ber-harvesting equipment— big  tractors  that  clip  tree  trunks  and 
haul  them  away.  Management  inked  an  eight-year  alliance  in 
2003  with  Caterpillar,  giving  Blount  valuable  access  to  Cat's 
extensive  global  dealer  network. 

Disappointingly,  2006  was  a  tough  year  as  residential 
construction  faded,  bringing  down  demand  for  timber. 


Earnings  and  sales  fell  for  Blount.  In  my  view  this  is  a  temporary 
cloud  that  should  dissipate  in  the  year  ahead.  Currendy  shares  of 
Blount's  stock  trade  at  a  29%  discount  to  my  private  market  value 
estimate  of  $17. 

I  also  own  stock  in  Matthews  International  (39,  matw). 

Founded  in  1850,  the  company  is  the  second-biggest  manufac- 
turer of  caskets  and  cremation  products.  It's  the  largest  maker  of 
cast  bronze  memorials  for  grave  sites,  mausoleums  and  statues. 
This  bronze  segment  is  a  nice  one,  with  an  operating  margin 
(Ebit,  that  is)  of  30%. 

Matthews  also  stands  to  benefit  from  long-term  cremation 
trends.  Today  some  30%  of  those  dying 
choose  cremation,  up  from  a  mere  6%  in 
1975.  What's  more,  46%  of  Americans  say 
they  plan  to  choose  cremation  when  their 
time  comes.  Like  taxes,  there  will  always  be  a 
market  for  Matthews.  The  stock  trades  at  a 
15%  discount  to  my  $46  estimate  of  its 
intrinsic  worth. 

I  feel  like  a  lucky  duck  owning 
Aflac  (46,  AFL),  which  sells  supple- 
mental health  and  life  insurance  in 
the  U.S.  and  Japan  for  everything 
from  cancer  to  accidental  injuries 
to  eye  diseases.  Their  policies  pay 
you  cash  for  everyday  expenses 
like  rent,  utility  bills  and  even  car 
payments  when  you  are  laid  up. 

Lately,  growth  in  the  Japanese 
market  has  slowed  amid  deregula- 
tion there,  which  has  prompted 
more  competition.  So  the  market 
has  punished  Aflac  stock.  Never- 
theless, new  policies  are  quite  profitable. 

Additionally,  Aflac  has  payroll  deduction  arrangements 
with  employees  at  91%  of  the  companies  traded  on  the  Tokyo 
Stock  Exchange.  Where  I  went  to  school,  anything  above  90% 
was  an  A  grade. 

In  the  U.S.  the  insurer  has  carved  out  a  terrific  brand  identity 
with  its  clever  ad  campaign  using  what  we  can  call  the  spokes- 
duck.  When  the  campaign  was  introduced  in  2000,  44%  of 
Americans  recognized  the  company.  By  2005  brand  recognition 
had  skyrocketed  to  90%.  The  duck  has  starred  in  28  different  TV 
commercials  and  has  even  been  featured  on  The  Tonight  Show 
and  Saturday  Night  Live. 

Looking  over  the  long  term,  as  I  always  do,  I  see  Aflac  benefit- 
ing from  escalating  health  care  costs  in  an  aging  population.  People 
worry  that  their  employer-paid  policies  won't  cover  them  well 
enough.  A  lot  of  growth  potential  exists  in  the  U.S.,  particularly  in 
small  businesses  where  Aflac  has  only  a  6%  stake.  Shares  trade  at 
a  21%  discount  to  my  private  market  value  estimate  of  $58. 


A  company 
that  sells 
coffins? 
Unglamorous 
outfits  can 
deliver 
glamorous 
returns. 


Forbes 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of 
Chicago-based  Ariel  Capital  Management,  LLC,  the  adviser  to  the  Ariel 
Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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The  windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
completed  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 
process,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
of  a  sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  sale  of  a 
business,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
Morgan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 

morganstanley.com/WORLDWlSE 


Small  Stocks ,  Jim  Oberweis 


WHEN  TO 
TAKE  A  SHOT 


PRUDENCE  AND  DILIGENCE  ARE  HELD  UP  AS  VIRTUES 
for  investors.  If  you  bought  Enron  without  reading  all 
the  footnotes,  you  have  only  yourself  to  blame.  While 
that  sounds  good,  there  is  often  a  high  price  to  pay  for 
waiting  for  every  last  detail.  Time  can  be  very  costly, 
and  making  money  is  hard  when  situations  are  clear  to  everyone. 
The  better  course:  Process  what  information  is  available  a  little 
faster  than  others,  even  without  complete  certainty,  and  then  act. 

On  a  practical  level,  this  means  we  are  often  better  served  by 
quick  analysis  that  is  80%  right  than  by  slow  analysis  that  is  95% 
right.  Of  course,  eventually  we  need  to  go  back  to  understand  the 
details.  However,  it  should  not  be  a  precondition  for  action.  Stock 
prices  reflect  what  everybody  thinks,  and  we  try  to  bet  on  reali- 
ties that  differ  from  those  assumptions. 

Suppose  all  investors  waited  for  all  the  facts  before  trading.  If 
we  were  right  80%  of  the  time  and  moved  before  the  hesitant 
crowd,  we  would  without  question  come  out  ahead.  In  reality,  not 
everybody  does  wait,  but  enough  people  are  slow  enough  that 
there  is  often  a  time  lag  between  the  release  of  corporate  infor- 
mation and  its  full  reflection  in  stock  prices. 

This  is  especially  true  for  small  companies,  which  often  are 
not  followed  by  analysts  and  get  little  or  no  news  coverage.  If  you 
shoot  out  of  the  blocks  with  a  small  company,  you  likely  will  get 
it  cheap  before  others  discover  the  bargain.  And  occasionally  a 
bargain  can  be  had  when  some  bad  news  arises  that  may  mask 
the  underlying  favorable  long-term  picture. 

Institutions  like  pension  and  mutual  funds  cannot  react 
quickly  because  their  orders  are  so  big  that  they  move  the  stock 
price  on  the  basis  of  their  size.  Also,  to  move  up  the  corporate  lad- 
der professional  investors  take  great  pains  to  have  all  the  details  in 
order  before  acting.  Analysts  are  punished  more  for  being  wrong 
than  they  are  rewarded  for  being  right.  Thus,  they  tend  to  be  slow 
and  not  to  deviate  too  tar  from  peers. 

Oceaneering  International  (39,  Oil)  makes 
remote-controlled  submarines  that  oil  produc- 


ers use  to  repair  and  maintain  oil  drilling  platforms  in  the  deep 
sea.  On  Aug.  25,  2005  Hurricane  Katrina  hit.  Those  who  know 
the  company. well  would  conclude  that  Oceaneering  was  in  a 
good  spot  to  get  lots  of  work  cleaning  up  the  damage.  But  the  day 
after  the  hurricane,  Oceaneering's  shares  traded  down  1%,  in  line 
with  those  of  many  oil  companies.  The  market  took  a  while  to 
digest  the  effects  of  a  hurricane  on  this  oil  services  company,  then 
the  stock  reversed  direction.  Since  then  it  has  nearly  doubled. 

Note  that  the  Katrina  cleanup  is  still  in  progress,  so  demand 
for  Oceaneering's  vessels  has  stayed  strong.  It  would  have  obvi- 
ously been  better  to  buy  in  2005,  but  at  17  times  trailing  earnings 
this  remains  a  good  stock  to  buy  now. 

More  recently  a  couple  of  very  good  companies  have  suffered 
some  ill  fortune  that  has  hurt  their  stock  price — temporarily.  To 
me  they  look  like  good  buys.  Admittedly,  these  are  high-growth 
companies  with  above-average  risks. 

Force  Protection  (16,  FRPT)  has  a  good  wind  behind  it.  On 
May  3,  2006  this  little-known  armored  vehicle  manufacturer 
reported  that  the  Pentagon  had  awarded  it  a  $50  million  con- 
tract. The  following  day  the 
stock  rose  5.1%  to  $2.47.  The 
award  marked  the  beginning 
of  a  huge  run.  In  the  following 
week  shares  gained  an  addi- 
tional 63%  as  the  magnitude  of 
the  opportunity  became  clear. 
Today  Force  Protection  is  part- 
nering with  defense  industry 
titan  General  Dynamics  for  a 
big  program  with  the  Marines. 

But  the  stock  is  off  its  Jan- 
uary high  of  $21,  giving  you  an 
opportunity  to  buy  it  cheaper  than  before.  The  company's  for- 
mer chief  technology  officer  started  a  competing  firm  down 
the  street.  Force  Protection,  which  is  just  coming  out  of  the 
red,  has  had  to  restate  its  2005  financials.  It  was  slated  to  report 
its  fourth-quarter  2006  performance  after  our  press  time. 
Regardless,  Force  Protection  still  has  enough  business  to  propel 
itself  into  the  black. 

Also,  you  can  take  advantage  of  the  recent  shakeout  in  China 
via  a  Shanghai  advertising  firm  called  Focus  Media  (73,  FMCN).  It 
fell  15%  from  its  high,  in  good  company  with  many  Chinese 
equities.  Focus  Media  operates  a  network  of  flat-panel  TVs  that 
play  ads.  The  displays  are  located  in  elevator  lobbies  of  office 
buildings  and  hotels  in  Beijing  and  Shanghai,  with  excellent 
access  to  China's  newly  rich. 

This  stock,  which  can  be  bought  as  an  American  Depositary 
Receipt,  changes  hands  for  a  pricey  47  times  earnings.  Still,  its 
growth  rate  more  than  offsets  this — revenue  and  earnings  tripled 
in  2006.  With  the  Beijing  Olympics  next  year,  business  will  be 
even  better.  F 


He  who 
hesitates 
may  lose  an 
opportunity. 
You  have  to  act 
on  incomplete 
information. 
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THE  YUAN 
DELUSION 


CHINA'S  IMAGE  IS  BIG  ON  AMERICA'S  RADAR  SCREEN. 
The  Shanghai  exchange's  9%  drop  on  Feb.  27  trig- 
gered a  global  equity  swoon.  The  huge  Chinese  trade 
surplus  with  the  U.S.,  $233  billion  in  2006,  has 
spawned  protectionist  threats  in  Washington. 
China's  plan  to  diversify  her  $  1 .07  trillion  foreign  currency  and 
securities  holdings,  now  mostly  in  dollars,  scares  investors.  So 
does  the  fear  that  China's  large  banks  (not  just  the  central  one) 
will  dump  the  greenbacks  they  hold. 

Protectionists  like  Senators  Lindsey  Graham  (R-S.C.)  and 
Charles  Schumer  (D-N.Y.)  believe  a  floated  yuan  will  appreciate 
and  solve  all  problems.  Treasury  Secretary  Henry  Paulson  is  com- 
muting to  Beijing  to  negotiate  an  easing  of  currency  controls,  on 
the  theory  that  the  yuan  would  then  rise.  "We  are  dissatisfied  with 
the  speed  with  which  China  is  appreciating  its  currency,  the  value 
of  which  is  not  market  determined,"  he  said  on  Mar.  1.  If  these 
worthies'  dreams  come  true,  will  U.S.  imports  from  China  shrink, 
will  exports  leap,  will  manufacturing  job  losses  cease  and  will  the 
Chinese  advantage  of  low  labor  costs  reverse?  Probably  not. 

Be  careful  what  you  wish  for,  Mr.  Secretary.  It's  quite  possible 
that  an  unleashed  Chinese  currency  would  go  in  a  surprising 
direction:  down. 

Why?  The  Chinese  are  extraordinary  savers — they  salt  away 
half  their  economic  output.  Some  of  their  savings,  to  be  sure,  is 
invested  in  the  U.S.,  but  much  of  it,  especially  of  the  middle  class, 
is  invested  in  China.  Individuals  have  $2  trillion  in  Chinese  bank 
deposits,  largely  because  they  have  few  options.  The  stock  market 
isn't  so  alluring  now.  Without  currency  controls  the  Chinese 
would  no  doubt  diversify  their  portfolios  into  foreign  securities, 
depressing  the  yuan  in  the  process. 

In  China  a  vast  army  of  unemployed  people  acts  to  hold 
wages  down.  Clearly,  officials  prefer  a  subdued  yuan  to  keep  the 
unemployed  at  bay  by  aiding  exports.  But  even  if 
the  yuan  rose,  Chinese  labor  still  would  be  far 
cheaper  than  American  labor.  China's  per  capita 


income  was  $1,740  in  2006  and  America's  $36,800.  A  highly 
unlikely  climb  from  the  current  13  cents  per  yuan  to  January 
198 Is  65-cent  level  would  raise  the  Chinese- American  income 
ratio  from  5%  to  only  26%. 

A  hundred  million  of  China's  1.3  billion  people  are  squatting 
in  coastal  regions  looking  for  work.  Also,  500  million  are 
employed  or  underemployed  in  rural  areas,  many  in  low-paid 
farm  work  and  other  jobs.  If  work  were  available,  China  could 
boost  employment  by  430  million  people.  But  that  work  will  not 
be  available  soon.  Even  with  the  8%  annual  real  GDP  growth  rate 
targeted  by  the  government,  it  would  take  20  years  to  provide 
jobs  for  the  underemployed. 

China  depends  on  a  prosperous,  income-happy  U.S.  to  keep 
its  economic  engine  going.  But,  as  discussed  in  my  June  19,  2006 
column,  the  collapse  in  the  U.S.  subprime  housing  market  will 
spread,  sinking  the  American  consumer  and  the  imports  on  which 
the  Chinese  economy  depends.  Next,  China's  industrial  capacity- 
building  boom  will  break  under  the  pressure  of  governmenl 
restraints  and  a  U.S.  recession,  leaving  gobs  of  export-driving 

excess  capacity  aimed  at  the  US 
Red-hot  domestic  investmenl 
will  cool,  reversing  direct  for- 
eign investment  inflows  anc 
further  depressing  the  yuan. 

So  regardless  of  whether  tht 
yuan  floats,  U.S.  manufacturing 
jobs  will  continue  to  drop.  The) 
have  collapsed  43%  from  theii 
June  1979  peak  to  today.  In  high- 
cost,  high-tax  New  Jersey  the 
erosion  since  1990  is  43%. 

The  tale  is  told  in  the  dus 
on  the  shelves  of  Barnett  Too 
Supply,  an  industrial  supply  house  in  Kenilworth,  N.J.  Larry  Barnet 
founded  it  in  1956.  For  the  next  quarter  of  a  century  he  prosperec 
selling  twist  drills,  lathe  chucks,  milling  cutters  and  other  metalwork 
ing  tools  to  machine  shops.  But  then  their  manufacturing  customer 
moved  to  cheaper  locations  in  the  South.  Eventually  they  left  the  US, 
first  for  Mexico  and  then  for  China. 

Barnett  countered  by  cutting  prices  and  stocking  constructioi 
hardware  and  metric  tools,  bolts  and  nuts.  He  loaded  up  on  tb 
inventory  of  folding  competitors  to  deepen  and  broaden  his  stock 
His  cavernous  building  is  crammed  with  tool-laden  storag 
cabinets,  the  shelves  sagging  from  the  weight  of  drill  bits. 

His  sales  are  only  20%  of  what  they  were  in  the  company 
heyday,  notwithstanding  that  Barnett  can  supply  parts  that  jus 
aren't  available  at  other  supply  houses.  Barnett  remains  upbea 
and  outgoing,  and  I  asked  him  why  he's  still  in  business.  "It's 
place  to  go  and  talk  to  old  friends  and  customers,"  he  told  me. 

A  floating  yuan  won't  bring  back  those  old  machine  shop; 
Not  a  chance. 


Protectionists 
think  that  an 
end  of  currency 
controls  will 
resurrect  U.S. 
manufacturing 
employment. 
It  won't. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultant 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling 


112      FORBES      APRIL  9,  2007 
M minimum, n  1 1  iHTfTn»"»»»*""  '— " ~titiwiiti 


Advertisement 


BBH    dm — 

Forbes 

PU! 


Instant  Advertiser  Information  To  receive  free  information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 


Automotive 


Forbes  Magazine  April  9,  2007 


$  ^  Acura 

The  technologically  advanced 
Acura  RL  with  Super  Handling 
All-Wheel  Drive.  It's  luxury  that 
is  worthy  of  the  Chief  Technology 
Officer. 

ISjj  Call  1-800-To- Acura  or  visit 
:ni  acura.com. 


x 


^  Cadillac  Motor  Division 
Cadillac:  Break  Through! 
Visit  www.cadillac.com 


^b  Lincoln  Mercury 
Visit  www.lincoln.com 

k 
Tot 

Toyota 

For  more  information  on  Toyota's 
investment  in  America  and  our 
commitment  to  the  communities  in 
which  we  do  business,  please  visit 
toyota.com/usa  or  call 
1-800-GO-TOYOTA 


stod 
oral 


itji 
ipbe 


Business  Classified 

"ib  America  One  Funding 
Visit  www.AmOne.com/forbes 


Capstone  Business  Credit,  LLC 
Call  1-212-755-3636  or  visit 
www.capstonetrade.com 


^  Client  First,  LLC 
Call  1-509-966-0359 


^  Gallery  Art 

Call  1-888-932-6166  or  visit 

www.gallart.com 


^  GW  Equity 

Call  1-877-213-1792  or  visit 

www.gwequity.com 


^b  Holiday  Timeshares  Resales 
Call  1-800-704-0307  or  visit 
www.holidaygroup.com 


^b  Insure.com,  Inc. 
Visit  www.insure.com 


^b  International  Coins  &  Currency,  Inc. 
Call  1-800-451-4463 

^  Planet  Office  Furniture.com 
Visit  www.planetofficefurniture.com 


^9  Publisher 

Call  1-877-808-0892 


^  Santa  Ynez  Valley  Real 
Estate  Company 
Call  1-800-959-5717 


^b  The  Private  Placement  Review 
Call  1-270-629-4790  or  visit 
www.privateplacementreview.com 


United  States  Gold  Bureau 
Visit  www.usgoldbureau.com 


^  Worldwide  Business  Consultants 
Call  1-800-733-2191  or  visit 
www.corbettandkish.com 


Consumer  Products/Services 

^b  Federal  Express 
Visit  www.fedex.com 


Insurance/Financial  Services 

^b  T  Rowe  Price 

Retirement  Funds 

Call  1-800-428-0008  or  visit 

www.ira.troweprice.com 


brbesLife 


AERONAUTICS 


Moth 
Men 


Lovers  of  De  Havilland  fabric- 
covered  airplanes  flit  annually  to 
Woburn  Abbey,  there  to  toast  the 
sainted  Geoffrey — and  of  course, 

the  Flying  Duchess.  How  jolly! 
By  Alan  Farnham 


ONLY  A  LEPIDOPTERIST— AND  AN  ENGLISH 
one,  at  that — could  think  "Moth"  an  attrac- 
tive name  for  an  airplane  (suggesting,  as  it 
does,  both  frailty  and  a  penchant  for  self- 
immolation). 

Yet  an  English  lepidopterist  is  precisely  what  aircraft 
designer  Geoffrey  de  Havilland  (1882-1965)  was.  He  built 
one  of  Britain's  first  successful  planes  (1909),  then  went 
on  to  design  the  famed  Mosquito  of  WWII.  Between  wars 
he  built  Moths— simple,  sporty,  resilient  biplanes  that 
were  the  aerial  runabouts  of  their  day  and  cousins  to  the 
Stearman  in  the  U.S. 

Moths  came  in  a  bewildering  profusion  of  varieties, 
including  Tiger,  Gipsy,  Leopard  and  the  unfortunately 
named  Puss.  Some  10,000  were  built,  of  which  about  300 
are  still  flying. 

Among  the  earliest  Moth  adopters  was  Mary,  Duchess 
of  Bedford,  who  in  1926  took  up  flying  at  age  61,  using 
as  her  landing  strip  the  capacious  lawns  of  Woburn  Abbey, 
her  family  estate  an  hour  north  of  London.  What  once  was 
said  of  San  Simeon  might  better  have  been  said  here:  It's 
what  God  would  have  done  if  He'd  had  the  money. 
Woburn's  grounds  encompass  a  deer  park  (3,000  acres), 
a  golf  course,  stables  and  a  wild  animal  preserve.  Its  the 
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largest  private  estate  in  the 
U.K.  still  in  the  hands  of  its 
original  owning  family. 

Known  as  the  Flying 
Duchess,  Mary  won  wide 
popular  affection  long  before 
she  and  her  Gipsy  Moth 
disappeared  at  sea  in  1937. 

Now  for  two  days  every 
August  the  present  Dowager 
Duchess  invites  members  of 
the  De  Havilland  Moth  Club 
to  alight  at  Woburn,  there  to  celebrate  Mary  and  all  things  Mothy. 

Pilots  find  landing  at  the  Abbey  challenging.  Says  Moth  man 
Torquil  Norman,  Commander 
of  the  Order  of  the  British 
Empire:  "Never  mind  the 
deer.  There's  a  lion  pit.  If  you 
miss  the  approach,  you  wind 
up  with  the  lions."  A 
flyer  who  had  improv- 
idently  parked  his  machine 
on  a  stretch  of  deer  park  only 

lately  vacated  complained,  "Who  put  deer  [expletive 
deleted]  on  this?!" 

Eventually  the  flock  of  little  planes  sits  arrayed  outside  the 
manor,  pilots  visiting  with  one  another  and  explaining  the 
lineage  of  their  machines.  "This  was  the  Learjet  of  1936,"  said 
Norman  of  his  DH-90  Dragonfly.  "It  carried  five  people  in  great 
comfort.  Youd  have  paid  £2,400  for  it  in  1936— the  equivalent  of 
500  acres  of  land.  The  King  of  Iraq  had  2;  the  Prince  of  Wales 
ad  one."  Of  67  made,  only  2  are  still  flying.  "There's  a  reason 
nly  2  are  left,"  says  Norman  drily.  "There's  a  certain  knack  to 
ying  them." 


Long  may  you  flutter!  The  26th  fly-in  of  the 
De  Havilland  Moth  Club  at  Woburn  Abbey. 
Henrietta,  Dowager  Duchess  of  Bedford 
(above)  presides  over  festivities  honoring  her 
predecessor,  Mary,  the  Flying  Duchess  (below 
left),  who  owned  a  Gipsy  Moth  (center).  An 
awards  judge  (top  left)  gives  a  Leopard  Moth 
a  going-over.  (Facing  page:)  Hornet  Moth- 
owner  Geoff  Green,  eager  to  be  airborne. 


When  we  attended  last  summer's  flit-to,  we  found  it  a  happy 
whirl  of  Pimm's  Cups  and  white  dinner  jackets,  champagne  and 
boaters,  with  the  conversation  tending  toward  spark  plugs  and 
magnetos.  Under  a  big  white  tent  lunch  was  served,  to  the 
accompaniment  of  a  22-piece  band. 

Unspoken  was  the  question,  whither  Mothdom?  Spare  parts 
are  hard  to  find.  Explained  pilot  and  specialist  engineer  Henry 
Labouchere:  "It's  a  bit  like  going  through  your  laundry  basket 
and  pulling  out  your  cleanest  dirty  shirt."  The  planes  can  still  be 
had  in  the  U.K.  for  prices  ranging  from  $65,000  to  $90,000. 
"Problem  is,"  says  Moth  Club  flight  director  Colin  Dodds,  "if  you 
buy  one  in  nonflying  condition  and  put  lots  of  money  into  bring- 
ing it  up  to  snuff,  you  then  can't  get  your  money  out." 

Nor  are  modern-day  regulators  any  too  sympathetic. 
Complained  an  owner,  "These  aren't  Cessnas  or  an  Airbus.  Your 
airworthiness  surveyor  may  never  have  seen  a  wooden  air- 
frame, never  have  seen  a  fabric  cover.  This 
isn't  an  evolving  situation.  It's 
dissolving." 

Henrietta,  Dowa- 
ger Duchess  of  Bedford  (and 
'current  Moth  Club  president),  con- 
sented to  be  interviewed. 
"This  is  always  one  of 
our  most  favorite  days,"  said 
she.  "The  Flying  Duchess  was  an  amazing  woman — a  radiolo- 
gist, a  great  shot."  Henrietta  married  the  late  duke,  Robin,  who 
was  Mary's  great-grandson.  Of  the  rally  itself,  she  said:  "It's  very 
English.  It's  the  love  of  the  Moth  that  gets  everybody  together. 
Not  money,  not  class.  To  lovers  of  the  Moth,  it's  the  event." 

Were  there  disappointments?  Just  one — the  relatively  poor 
turnout.  "Only  50  planes,"  she  said.  "A  lot  less  than  the  norm. 
One  year  the  weather  turned  nasty  and  we  had  Moths  parked 
about  the  house  for  two  weeks!"  F 
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512ot  -  Vineyard  ready.  Next  to  Kendall- 
Jackson.  135ac  leased  cropland.  $8,700,000 
20ac  -  Huge  estate  home,  tennis  ct,  formerly 
owned  by  Forbes  400  member.  $2,795,000 

Santa  Ynez  Valley  Real  Estate  Company, 
800-959-571 7,  www.santaynezvalley.com 


GOT  GOLD? 

www.usgoldbureau.com 
800-775-3504 


5  SIMPLE  STEPS  TO  DEBUNK 
PRIVATE  PLACEMENT  SCAMS 

Unique  Newsletter  designed  to 
educate  accredited  investors  in 
Private  Placement  Investments! 


WAvw.privateplacementre  view.com 


You  can  charge  your  ad 


Private  Holding  for  Sale  by  Owner 

For  Sale:  7%  minority  ownership  in 
expanding  private  company  with  fifty 
million  USD  in  sales,  located  in 
Wisconsin.  Owner  entertaining  offers. 
Information  package  provided  by  E-mail 
upon  request.  E-mail  inquiries  to: 
jamesdrilling@mail.com 


Capital  Available 


We  See  Your  Success 


We  help  our  clients  grow  approximately  15-20%  in  sales 
per  year  and  have  funded  more  than  $1  billion  dollars 
in  transactions  to  firms  like  yours. 

212.755.3636  !  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


Office  FurniturelS* 


Authorized  Online  Dealer 
HON  Office  Furniture 
FREE  SHIPPING 

No  Hidden  Costs,  Low  Prices 
PlanetOfTlceFurniture.com 


Business  Opportune 


BUSINESSES  FOR  SALE 


International  Intermediary 
has  Middle  Market  Businesses  tor  Sale 

GW  EQUITY 

Mergers  A  AcQursoons 

877-213-1792 


www.GWEQUITY.com 


a 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 

Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


Bank  for  Sale 
800-733-2191 

www.corbettandkish.com 

WBC 

15  years  of  excellence 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


Are  You  Looking  For 
The  Next  Big  Thing? 


Our  exclusive  patented  product  has  zerc 
competition.  We  need  serious  entrepreneur: 
to  keep  up  with  tremendous  demand  in  this 
billion  dollar  industry.  Being  firat  to  market  yoi 
can  expect  to  make  a  high  six  figure  income 
low  investment,  $1 2,900  usually  recovered  il 
30 days  Call:  1-888-369-1646 


Forbes  Subscn 

To  plan  your  order,  to  renew,  change 
your  address  or  other  customer 

service,  visit  our  site  at... 
www.forbes.com/customerservice 
or  call. ..800-888-9896 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 
here..."  —  Barron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."  —  U.S.  News  &  World  Report 


visit  lnsure.com 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  FORBS  4/07 


NOTE:  The  sample  10  year  California  term  life  premiums  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  lnsure.com  or  visit 
www.insure.com  to  obtain  quotes  specific  to  your  health  history  profile.  Copyright  ©1984-2007  lnsure.com.  Inc.,  8205  South  Cass  Avenue,  Suite  102, 
Darien,  Illinois.  CA  agent  #0A1 3858,  LA  agent  #200696,  MA  agent  #333509159.  In  California.  Insure.com,  Inc.  dba  lnsure.com  Insurance  Services  under 
agent  #0827712,  in  LA  as  agent  #205078.  In  Utah,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  under  agent  #90093.  All  rights  reserved. 


THOUGHTS 

On  the  Business  of  Life 


ow,  it  seems,  unless  liberal  arts  students  are— promptly — required  to  devote  no  less  than  20% 
of  their  studies  to  the  sciences,  the  United  States  will  suffer  soon  the  same  collapse  of  its  world 
power  and  leadership  that  caused  Britain  to  lose  its  power  and  empire.  That's  the  thesis  the 


University  of  California's  Norriss  Hetherington  set  forth  on  the  Wall  Street  Journal's  editorial  page.  As  one 
bamboozled  by  math  and  its  above-simple  arithmetic  forms,  and  as  one  all  thumbs  in  school  lab  work,  I  hate 
to  admit  that  the  case  Mr.  Hetherington  makes  seems  to  be  a  reasonable  one.  —MALCOLM  S.  FORBES  (1988) 


"I  think,  therefore  I  am"  is  the  statement  of 
an  intellectual  who  underrates  toothaches. 

—MILAN  KUNDERA 


The  intellect  is  a  very  nice  whirligig  toy, 
but  how  people  take  it  seriously  is  more 
than  I  can  understand. 

—EZRA  POUND 


Never  stay  up  on  the  barren  heights  of 
cleverness,  but  come  down  into  the  green 
valleys  of  silliness. 

— LUDWIG  WITTGENSTEIN 

A  highbrow  is  the  kind  of  person  who 
looks  at  a  sausage  and  thinks  of  Picasso. 

— A.P.  HERBERT 

Intellect  does  not  attain  its  full  force  until 
it  attacks  power. 

—MADAME  DE  STAEL 


Consciousness  is  a  disease. 

—MIGUEL  DE  UNAMUNO 


Intellectual  passion  drives  out  sensuality. 

—LEONARDO  DA  VINCI 


Our  dignity  is  not  in  what  we  do 
but  what  we  understand.  The  whole 
world  is  doing  things. 

—GEORGE  SANTAYANA 


Scholarship  is  polite  argument. 

—PHILIP  RIEFF 


On  his  career:  Only  in  show  business 
could  a  guy  with  a  C-minus  average 
be  considered  an  intellectual. 

— MORT  SAHL 

There  are  some  things  only  intellectuals 
are  crazy  enough  to  believe. 

—GEORGE  ORWELL 


What  luck  for  rulers  that  men  do 
not  think. 

—ADOLF  HITLER 


We've  no  use  for  intellectuals  in  this  outfit. 
What  we  need  is  chimpanzees.  Let  me  give 
you  a  word  of  advice:  never  say  a  word  to 
us  about  being  intelligent.  We  will  think 
for  you,  my  friend.  Don't  forget  it. 

—LOUIS-FERDINAND  CELINE 


In  the  U.S.  you  have  to  be  a  deviant 
or  exist  in  extreme  boredom.  Make  no 
mistake,  all  intellectuals  are  deviants  in 
the  U.S. 

—WILLIAM  S.  BURROUGHS 


It's  the  job  of  intellectuals  and  writers 
to  cast  doubt  on  perfection. 

—ANTONIO  TABUCCHI 


Your  intellect  may  be  confused,  but  your 
emotions  will  never  lie  to  you. 

—ROGER  EBERT 


The  intellectual  is  engage — he  is  pledged, 
committed,  enlisted.  What  everyone  else  is 
willing  to  admit,  namely  that  ideas  and 
abstractions  are  of  signal  importance  in 
human  life,  he  imperatively  feels. 

—RICHARD  HOFSTADTER 


Intellectuals  solve  problems,  geniuses 
prevent  them. 

—ALBERT  EINSTEIN 


A  Text ...  

Whoso  loveth  instruction  loveth 
knowledge:  but  he  that  hateth 
reproof  is  brutish. 

—PROVERBS  12:1 
Sent  in  by  Roger  Hummel,  Gatesville  Tex. 
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I  PATEK  PHILIPPE 

I  GENEVE 

Begin  your  own  tradition. 


The  legendary  1970's  Patek  Philippe 
porthole-inspired  design  has 
evolved.  A  new,  large-size  case  locks  in 

the  self-winding  movement  with 
power  reserve,  date  and  moon-phase 
display.  The  Nautilus,  an  inspiring 

icon,  is  reborn.  Ref.  5712/1A. 

.  ..      -  jj  '     ''  \ 

Tel:  (1)  212  218  1240.  www.patek.com 


UTX      ENERGY  USE  ▼.. 


Year  after  year,  we've  shown  that 
the  fastest  and  most  reliable  source 
of  alternative  energy  is  conservation 
through  greater  efficiency.  In  fact, 
our  energy  use  measured  in  Btu's 
is  down  1 9%  since  1997  on  a 
company  twice  the  size. 


■I  1  1  1  1  1  1  1     I  1  1  1  h— 

TIME  TIME 


SOME  SEE  THE  ENVIRONMENT.   SOME  SEE  PROFITS. 
ISN'T  IT  POSSIBLE  TO  SEE  BOTH? 


It's  not  just  possible,  it's  a  practical  way  to  do  business.  At  United  Technologies, 
we've  had  an  exceptional  record  of  reducing  our  direct  environmental  impact  while 
increasing  our  bottom  line.  In  fact,  over  the  past  decade,  our  energy  and  water  use. 
are  down  19%  and  49%,  while  our  revenues  have  doubled  to  47.8  billion  dollars, 
and  our  total  shareholder  return  is  338%.  That's  just  the  beginning.  Over  the  next 
four  years  we'll  extend  our  aggressive  goals  to  include  a  12%  reduction  of  greenhouse 
gases  — equal  to  taking  54,113  cars  off  the  road.  So,  yes.  It  is  possible  to  see  both. 
To  learn  more  about  all  the  ways  you  can  profit,  go  to  utc.com/curious. 


United 

Technologies 

You  can  see  everything  from  here. 


CARRIER  |  HAMILTON  SUNDSTRAND  |  OTIS  |  PRATT  &  WHITNEY  |  SIKORSKY  |  UTC  FIRE  &  SECURITY  |  UTC  POWER  |  NYSE:  UTX 

UTC  s  past  performance  provides  no  assurance  of  future  performance.  Future  performance  may  vary  materially  from  prior  periods  due  to  a 
number  of  risk  factors,  including  those  described  in  UTC's  10-K,  10-Q  and  8-K  reports  submitted  to  the  SEC  periodically. 
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It's  our  job  to  help 
make  sure  the  world 
likes  what  it  sees. 


It's  our  job  to  help 
make  sure  the  world 
likes  what  it  sees. 
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State  Street. 


Before  investing,  carefully  consider  the  funds'  Investment  objects 
.  risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  coni 
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State  Street  Global  Advisors 

Precise  in  a  world  thai  isn't 


.  -  .     _:ocks,  are  subject  to  investment  risk,  including  short  selling  and  margin  account  maintenance,  and  will  fluctuate  in  markst  value. 
-  KPDR,"  S&P  MidCap  400:;'  and  MidCap  SPDRHi  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill")  and  are  used  under  license  from  McGraw-Hill.  No  financial 
,t  offered  by  State  Street  Global  Advisors,  a  division  of  State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  McGraw-Hill. 
Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


Xerox  Global  Services  helps  organizatio] 
Result?  Service  levels  up.  Processing  cos 

Where  are  mission-critical  documents  when  you  need  business  processes,  taking  paper  and  manual  stepg 
them?  In  a  file  cabinet?  A  computer?  Our  professional  and  The  results  are  a  dramatic  reduction  in  processing  c< 
document  outsourcing  services  digitize  and  manage  critical      a  significant  improvement  in  workflow,  and  a  disl 


xerox.com/retrieve 

©  2007  XEROX  CORPORATION  All  rights  reserved.  Xerox*  ano 
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a  new  way  to  look  at  it*  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries. 
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nd,  modify  and  manage  documents  instantly, 
own.  There's  a  new  way  to  look  at  it. 


Ipetitive  edge  that  comes  from  working  faster  and      Company.  We  can  do  the  same  for  you.  To  see  how  we 
efficiently  than  your  competition.  Who  do  we  retrieve       handle  everything  from  accounting  and  contracts  to 
JPMorgan  Chase  &  Co.  and  Enterprise  Rent-A-Car      HR  and  legal,  visit  us  today  at  xerox.com/retrieve. 
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GLOBAL  SUPER  STARS 

96     2000  World  Leaders:  / 

The  World's  Biggest  Public  Companies 

Project  Editor:  Scott  DeCarlo  / 

99     Superstar  Profiles  v 

All  of  the  130  world  industry  leaders  have  products  and  services  that  make 
them  better  than  their  competitors.  FJere  we  profile  ten  of  these  special 
companies.  By  Suzanne  Hoppough/and  Andy  Stone 

105  High  Performers  ^ 

Size  and  growth  are  two  attributes  that  don't  come  together  very  often. 
But  they  do  for  these  quick-footed  multinationals.  Edited  by  Scott  DeCarlo 

GLOBAL  2000 

134  Superlatives 

For  better  or  worse,  these  Global  2000  companies 
stand  out  from  their  peers. 

143  Gatefold:  Global  High 
Performers 

The  top  50  companies  ranked  by  sales, 
profits,  assets  and  market  value. 

148  Top  100  Companies 

These  global  juggernauts  have  the  top 
composite  rankings. 

156  Companies  Ranked 
101  to  2000 

This  year's  list  of  the  biggest 
public  companies  has  entries 
from  57  countries. 


/  COVER  ILLUSTRATION  BY  MCKIBILLO  FOR  FORBES 


Since  1902,  Cadillac  has  been  a  symbol  of  achievement  for  people  from 
all  walks  of  life.with  the  desire  and  the  freedom  to  pursue  their  dreams. 

And  over  the  years,  we're  proud  to  say,  nothing  has  changed. 

LIBERTY,  and  the  PURSUIT. 


Cracking  soccer's 
Great  Wall. 

86 


Contents 

APRIL  16,  2007 

64  Globalism  and  Prosperity 

Multinationals  are  trashed  as  exploiters  of  the  poorest 
people  on  the  planet.  Wrong,  wrong,  wrong. 
By  Robyn  Meredith  with  Suzanne  Hoppough 

70  The  Next  People's  Car 

India's  Tata  Motors  is  the  latest  to  offer  motoring  to  the 
masses.  A  $2,500  auto  could  go  places.  By  Robyn  Meredith 

78  HI  Handle  That 

Global  trade  is  getting  more  complex.  Expeditors 
International  is  one  middleman  you  don't  want  to  eliminate. 

By  Jonathan  Fahey 

82  Nestle's  Billion  New  Customers 

Nestle  mastered  elaborate  religious  rules  to  sell  its 
products  in  the  Islamic  world.  It's  paid  off  with  $3  billion 
in  annual  sales.  By  Carla  Power  and  Ioannis  Gatsiounis 

86  The  Richest  Soccer  Clubs 

Europe's  star  teams  move  in  on  the  sport's  biggest  potential 
new  market:  China.  By  Jack  Gage 

92  Basics  "R"  Us 

Britain's  Hanson  has  simplified  itself  in  building- 
materials  supply,  and  the  U.S.  has  the  demand. 

By  Megha  Bahree 

174  A  New  Calling 

In  Afghanistan  a  private  mobile  phone  company  is 
wiring  a  devastated  country — and  daring  to  put  women 
to  work.  By  Megha  Bahree 


The  HP  BladeSystem  c-Class, 
featuring  efficient  Dual-Core  AMD 
Opteron™  processors,  helps  free  I.T. 
from  the  cycle  of  server  management. 
It's  equipped  with  HP's  exclusive  Virtual 
Connect  Architecture,  which  virtualizes 
your  LAN/SAN  settings,  so  you  only  wire  once  and  can 
make  network  changes  on  the  fly.  This  drastically 
improves  efficiency  and  service  levels  and  gives  you  the 
time  to  focus  on  the  things  that  really  drive  your  business. 


Download  the  IDC  White  Paper  on  Blade  I/O  Visualization 
Za\\  1-888-277-5843 
/isit  hp.com/go/setlTfree35 


R  the  AMD  Arrow  logo.  AMD  Opteron,  and  combinations  thereof  are  trademarks  ot  Advanced  Micro  Devices.  Inc.  The  information  contained  herein  is  subject  to  change  without  notice.  ©  2007  H  :. <  tt-Packa 


Contents 


APRIL  16,  2007 

18  Index 
24  Side  Lines 
28  Readers  Say 

33  Fact  and  Comment  Steve  Forbes  says  it's  time 

to  junk  our  idiotic  campaign  financing  laws. 

38  Other  Comments 

41  Current  Events  David  Malpass  on  how 

governments — not  the  private  sector — cause  recessions. 

45  Digital  Rules  Rich  Karlgaard  says  online 

message  boards,  despite  the  nastiness,  can  actually  help  a 
company  improve  its  product. 

48  Informer  |  Lawyer  blows  it;  Century  Petroleums 
oil  hype. 

50  On  My  Mind  By  Jesse  M.  Shapiro 

Should  clean  water  have  a  price? 

52  Follow-Through  i  Flashbacks 
196  Thoughts 

OUTFRONT 

54  Good  Cholesterol  Goes  Bad  The  drug  industry 
makes  $35  billion  selling  cholesterol-lowering  drugs.  But 
its  attempts  to  come  up  with  an  encore  have  failed. 
By  Matthew  Herper  and  Robert  Langreth 
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Monster  are  stirring.  By  Benjamin  Robertson 
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gets  mechanical  about  sex.  By  Tim  Kelly 

62  Iceland,  Ja,  Venezuela,  No  Many  of  todays 
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dry  spell." 
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No  one  knows  how  he  does  it,  but  Phil  Mickelson  has  become  one  of  the  game's  all-time  greats 
by  taking  chances  other  pros  won't.  From  skipping  a  ball  off  a  lake  on  to  the  green  for  an  eagle, 
to  playing  chip  shots  that  fly  backwards  over  his  head,  Phil's  daring  and  creative  game  is  a 
magical  thing  to  behold. 
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WHERE  WORK  MEETS  PLAY. 

With  scenery  like  this,  no  wonder  more  companies  find 
Arkansas  the  perfect  place  to  work  and  play.  And  here's 
news:  We're  a  natural  for  your  large-scale  projects, 
too.  A  recent  regional  study  reports  that  Arkansas  has 
the  lowest  recurring  industrial  costs  among  the  12 
southeastern  states*  And  with  a  progressive,  business- 
friendly  government,  Arkansas  belongs  at  the  top  of  your 
-search  list.  Your  prospects  look  great  from  here. 


Index 


COMPANIES  AND 

Kitzmiller,  James,  92 
Kraft  Foods,  182 
Kroenke,  E.  Stanley,  52 
Kutwal,  S.B.,  68 
Lama,  Babu,  186 
Lauren,  Ralph,  99 
Lerner,  Randolph,  52,  88 
Li  Tie,  87 
LiWeifeng,87 
Liker,  Jeffrey,  72 
Eli  Lilly,  56 
Luer,  Marcus,  87 
Lusis,  Aldons,  56 

M,N,0 

MCT,  174 
Ma,  Tony,  66 
Manchester  United,  86 
Manning,  Richard,  95 
Matsumoto,  Koichi,  60 
Matthews,  Percy  Roy  II,  48 
McCain,  John,  33 
McDonald's,  66, 99 
McKenzie,  Robert,  48 
McKinsey  &  Co.,  66,  74 
Melzer,  Brett,  187 
Menu  Foods,  52 
Merck  &  Co.,  54 
Merrill  Lynch,  178 
Microsoft,  68 
Morgan  Stanley,  60 
Motorola,  80,  176 
Mozilo,  Angelo,  178 
Murphy,  John,  178 
Murray,  Alan,  92 
Nil  Holdings,  101 
Nader,  Ralph,  68 
New  Amsterdam 

Partners,  178 
News  Corp.,  87 
Nextel,  101 
Nike,  90 

Nissen,  Steven,  56 

Nordstrom,  101 
Novartis,  56 
Novation,  28 
Novo  Nordisk,  101 
Now  Broadband  TV,  87 
Nvidia,  105 

O'Carroll,  Sullivan,  84 
O'Keefe,  Pat,  190 
O'Neal,  Shaquille,  90 
O'Reilly,  David  J.,  34 
Ovtchinnikov,  Alexei  V.,  48 

P-Q.R 

J.C.  Penney,  99 
PepsiCo.,  90 
Pfizer,  54 

Polo  Ralph  Lauren,  99 

J.D.  Power  and  Associates,  74 

Rabinowitz,  Alan,  186 


P  E  0  P  L E  IN  THIS  IS  5  U  E 

Rahmani,  Shireen,  176 

Real  Madrid,  87 
Reebok  International,  90,  99 
Regenstein,  Joe,  82 
Rmker  Group,  95 
Rite  Aid,  178 
Roche  &  Co.,  56 
Rodriquez,  Alex,  90 
Roger,  Paul,  95 
Roland  Berger,  72 
Rolls-Royce,  101 
Ronaldinho,  90 
Ronaldo,  90 
Rooney,  Wayne,  90 
Rose,  Peter  J.,  80 
Roshan,  174 
Ruby  Tuesdays,  68 
Rupert,  Johann,  99 


Schalke  04,  87 
Schwarzman,  Stephen,  52 

Shangri-La,  190 
Sinopec,  66 

Slevin,  Christopher,  68 
Slim  Helu,  Carlos,  28 
Spadaccini,  Michael  D.,  48 

Starbucks  Coffee,  66,  105 
Stora  Enso,  180 
Sukhriya  Hassani,  174 
Sun  Jihai,  86 
Swift,  Stephen  J.,  48 
Tata  Sons,  68,  70,  180 
Taylor,  Allen  J.,  58 
Tenga,  60 
Terry,  John,  90 
Total  Sports  Asia,  87 
Toyota  Motor,  72,  178 
Tybjaerg-Hansen,  Anne,  58 
UPS,  80 

U.S.  Wind  Farming,  48 
United  Auto  Group,  178 
Univision  Communications,  101 

v.vy 

Van  Cleef  &  Arpels,  99 
Vulcan  Materials,  95 
Wachovia  Securities,  178 
Wagh,  Girish,  71 
Wal-Mart  Stores,  66,  178 
Weiss,  Abbott,  80 
Wheeler,  Tony,  188 
John  Wiley  8c  Sons,  180 
Windstream,  182 
Wolkoff,  Neal,  52 
X.Y.Z 

Yan,  Rick,  58 

Youssef,  Othman  Muhammed,  82 
Zaki,  Hamasa,  176 
Zhaopin,  60 
Zidane,  Zinedine,  90 

APRIL  16,  2007  FORBES 


21 


a  ivies: 


invite  you  to  consider 


Arkansas 


business  investment,  it  s 
true  we're  centrally  located 
with  a  great  workforce. 
And  it's  also  true  my 
administration,  as  well  as  our 
legislature,  is  pro-business. 
But  more  importantly,  it's 
true  Arkansas  is  a  great 
place  to  live  and  prosper. 
Whether  it's  manufacturing 

or  high-tech,  corporate 
headquarters  or  non-profits, 
there's  a  place  for  you 
in  the  Natural  State. 
Come  visit,  and  let  us 
show  you  why  Arkansas  is 
a  natural  for  business." 


ARKANSAS 

A  natural  for  business 

1  -800-ARKANSAS.com 
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Sidelines  

Is  Trade  Too  Free? 


IN  HER  BOOK,  THE  ELEPHANT  AND  THE  DRAGON,  AND  IN  THE 
adaptation  on  page  64,  Robyn  Meredith  tells  us  how  to  cope  with 
the  rise  of  China  and  India — and  its  not  with  protectionism.  Okay, 
you  would  have  to  look  far  and  wide  to  find  an  economist  who 
doesn't  favor  more  liberalization  of  international  commerce.  But 
the  question  arises,  what  should  the  U.S.  do  when  the  trade  talks 
in  Doha  break  down?  Should  we  go  it  alone,  tearing  down  trade 
barriers  at  our  end  even  if  other  nations  refuse  to  reciprocate? 

Forty-five  years  ago  Milton  Friedman 
made  an  eloquent  argument  for  unilateral 
action — for  doing,  that  is,  what  Britain  did 
in  repealing  its  protectionist  corn  laws  in 
the  19th  century.  It  takes  too  long  to  nego- 
tiate a  quid  pro  quo.  In  the  meantime,  our 
tariffs  hurt  us  as  much  as  they  hurt  the 
exporter.  The  Friedman  argument  has  also 
been  stated  in  these  terms:  Just  because  the 
other  fellow  throws  rocks  into  his  harbor, 
we  shouldn't  throw  rocks  into  our  own. 

The  classic  argument  for  unilateralism 
has  given  way  of  late  to  the  more  nuanced 
theories  of  economists  like  Columbia  Uni- 
versity's Jagdish  Bhagwati.  To  act  alone  is 
to  miss  an  opportunity.  By  negotiating,  we 
could  get  twice  the  liberalization — get  the 
rocks  out  of  both  harbors.  Another  matter 
is  that  some  of  these  rocks  (the  tariffs,  not  the  quotas)  yield 
revenue.  If  profits  are  to  be  made  exchanging  our  soybeans  for  Chi- 
nese sweatshirts,  why  let  the  Chinese  customs  house  capture  all  the 
tax  revenue?  It  would  be  like  Delaware  allowing  New  Jersey  to  pocket 
100%  of  the  toOs  on  the  Memorial  Bridge. 

But  while  we're  waiting  for  game  theory  to  answer  some  of 
these  knotty  questions,  Americans  should  waste  no  time  repealing 
protectionist  laws  that  are  stupid,  no  matter  what  our  trading  part- 
ners do.  Here  are  three. 

•  Antidumping  laws.  We  are  unmistakably  enriched  when  China 
dumps  products  on  our  markets  too  cheaply  (or,  what  is  the  same 
thing,  makes  the  yuan  artificially  cheap).  This  would  be  true  even 
if  China  had  a  giant  wall  blocking  all  U.S.  imports. 

•  The  ethanol  tariff.  The  reason  to  welcome  Brazilian  sugar 
ethanol  is  that  our  own  corn  ethanol  is  environmentally  more 
destructive. 

•  Farm  subsidies.  Never  mind  whether  a  French  cow  is  get- 
ting an  unfair  advantage.  It  is  simply  bad  U.S.  policy  to  tax  a 
schoolteacher  in  Chicago  in  order  to  support  a  millionaire 
farmer  in  Decatur. 
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401  (k)  Plan  Solutions 


The  market  has  wa 


why  your  401  (k)  need 


OCTOBER  19,  1987 


YOUR  ROCK  FOR  RETIREMENT 


The  Prudential  IncomeFlex  Lifetime  Funds  are  separate  accounts  available  under  group  variable  annuity  contracts  issued  by  Prudential  Retirement  Insura 
Annuity  Company  (PRIAC),  Hartford,  CT,  a  Prudential  Financial  company.  PRIAC  does  not  provide  any  guarantee  of  the  investment  performance  or  return  o 
butions  to  these  separate  accounts.  PRIAC's  guarantee  of  certain  withdrawals  is  supported  by  PRIAC's  general  account  and  is  contingent  on  its  claims-pay 
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f  reminding  you 
rudential's  IncomeFlex 


Because  IncomeFlex  offers  guaranteed  growth  of  your 
income  base  even  on  the  market's  worst  days.  Then  it 
generates  guaranteed  lifetime  income  in  retirement — with- 
out the  need  to  annuitize  your  savings — all  for  a  reasonable 
fee.  What's  more,  Prudential's  IncomeFlex  does  all  this 
through  the  convenience  of  your  existing  401(k)  plan. 

To  maintain  the  IncomeFlex  benefit,  you  must  invest  in  one 
or  more  Prudential  IncomeFlex  Funds.  Like  all  variable 
investments,  these  funds  may  lose  value.  Guaranteed  growth 
of  the  income  base  ends  at  age  70  or  when  guaranteed  with- 
drawals begin,  whichever  is  earlier.  Withdrawals  in  excess 
of  the  guaranteed  lifetime  income  amount  will  reduce  future 
guaranteed  withdrawals  proportionately.  Guarantees  are 
based  on  the  claims-paying  ability  of  the  insurance  company. 


PRUDENTIAL  INCOMEFLEX8" 

*  Lifetime  income  protection  using 
IncomeFlex  Lifetime  Funds 

'  Money  management  flexibility 
and  control 

•  Downside  protection 
'  Upside  potential 

'  Optional  spousal  benefit 


For  more  information  call 
888-PRU-IFX8  (778-4398)  or  visit 
www.  prudential  .com/incomef  lex. 


Prudential  dm  Financial 


rantees  are  subject  to  certain  limitations,  terms  and  conditions.  Investors  should  consider  the  objectives,  risks,  charges  and  expenses  of  the  Funds  and  guar- 
satures  before  investing.  You  should  carefully  review  the  Prudential  IncomeFlex  Important  Considerations  before  investing.  Product  availability  and  terms 
ry  by  jurisdiction.  Subject  to  regulatory  approvals.  Prudential  Retirement  and  Prudential  Financial  are  registered  service  marks  of  The  Prudential  Insurance 
iy  of  America,  Newark,  NJ  and  its  affiliates.  Prudential  Retirement  is  a  Prudential  Financial  business. 
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Equal  Opportunity  Hospitals 

Your  recent  article  entitled  "Battle 
Scarred"  (Mar.  26,  p.  92)  is  based 
on  misinformation  about  Novation 
and  its  contracting  practices.  The 
assertions  that  Rochester  has  been 
"locked  out"  of  hospitals  because 
it  has  not  had  a  contract  with 
Novation  and  that  hospitals  "rely 
on  . . .  Novation  to  make  purchas- 
ing decisions"  are  false.  Nothing 
in  Novations  contracts  foreclose 
any  hospital  from  purchasing  any 
supplies  it  wishes  from  any  sup- 
plier. Moreover,  Novation  neither 
purchases  on  behalf  of  hospitals 
nor  makes  purchasing  decisions 
on  their  behalf. 

Novation  negotiates  contracts 
that  its  alliance  member  health 
care  organizations  can  elect  to  use 
to  purchase  medical  products  at  discounted  prices.  Through  its  competitive 
bid  process,  Novation  develops  and  manages  contracts  with  more  than  500 
suppliers.  Nearly  29%  of  Novations  contracts  are  with  small  businesses.  Most 
U.S.  hospitals  purchase  about  40%  of  their  supplies  and  devices  outside  of 
group  purchasing  organization  contracts,  often  buying  directly  from  a  vendor. 

While  we  cannot  comment  on  any  pending  legal  proceedings,  it  is 
important  to  note  that  the  only  court  that  has  addressed  the  allegation  that 
Novation  contracts  somehow  "lock  out"  certain  competitors  concluded  that 
our  contracts  cannot  be  found  to  be  exclusionary  because  "[w]ith  Novation, 
an  explicit  term  of  the  GPO  contract  provided  that  no  member  hospital  was 
required  to  buy  anything  ..."  We  believe  Rochester's  allegations  against 
Novation  are  baseless,  and  we  intend  to  continue  to  vigorously  defend 
against  them. 

Jody  Hatcher 
Senior  Vice  President 
Novation 
Irving,  Tex. 


Rochester  Chief  Anthony  Conway. 


Mexico  Rising 

I  was  surprised  to  read  in  "Slims  Chance" 
(Mar.  26,  p.  134)  that  "Carlos  Slim  Helii 
of  Mexico  ...  has  built  unimaginable 
wealth  in  one  of  the  poorer  countries  in 
the  Western  Hemisphere."  According  to 
World  Bank  statistics,  Mexico  is  an 
upper-middle-income  country  and  is 
ranked  the  fifteenth-largest  economy  in 
the  world  as  measured  in  gross  domestic 


product  in  purchasing  power  parity. 
Mexico  is  an  unequal  society,  which  is 
nor  the  same  as  saying  that  it  is  one  of 
the  poorest. 

Lucia  Holubar 
Mexico  City,  Mexico 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Dlished  stainless  steel  39  mm  case, 
elf-winding  mechanical  movement, 
artier  calibre  049  (21  jewels,  28,800 
brations  per  hour).  Water-resistant 
)  100  meters.  Scratchproof  sapphire 
ystal.  Featuring  a  Cartier  patented 
iterchangeable  bracelet  system  with 
tanium  inserts  for  quick  change 
om  bracelet  to  strap. 
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Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Will  We  Rid  Ourselves  of  This  Pollution? 


THE  PROBABLE  PRESIDENTIAL  CANDIDACY  OF  NEW  YORK  CITY 
Mayor  Michael  Bloomberg  will  blast  apart  whatever  credibility  is 
left  of  our  idiotic  campaign  financing  laws,  with  their  tax-code-like 
complexity.  The  time  has  come  to  junk  the  whole  corrupting  appa- 
ratus and  let  everyone  give  as  much  as  they  want  to  whomever  they 
want,  as  long  as  the  information  is  posted  promptly  on  the  Inter- 
net. That  way  candidates,  if  they're  able  to  get  some  sizable  dona- 
tions, can  spend  more  time  campaigning  instead  of  fundraising. 

In  1968,  for  instance,  a  handful  of  wealthy  donors  who 
wanted  to  end  the  Vietnam  War  bankrolled  the  candidacy  of  an 
obscure  senator,  Eugene  McCarthy,  against  incumbent  President 
Lyndon  Baines  Johnson.  McCarthy  knocked  Johnson  out  of  the 
race.  But  under  today's  rules  a  McCarthy-like  insurgency  would 
be  impossible;  with  the  $2,300  cap  on  individual  contributions, 
such  a  candidate  would  never  be  able  to  get  the  money  necessary 
to  assault  a  seemingly  entrenched  incumbent. 

Bloomberg  will  spend  upward  of  $1  billion  to  support  his  inde- 
pendent bid.  Already  most  of  the  major  Democratic  and  Republican 
presidential  candidates  have  announced  they  will  forgo  federal  fund- 
ing for  the  primaries  and  instead  rely  entirely  on  private  contributions. 
Even  campaign  finance  reform  scourge  John  McCain  is  opting  out. 

Why?  To  get  around  federal  restrictions  on  how  much  a  can- 
didate can  spend  in  each  state.  The  money  needed  to  compete 
effectively  in  the  first  two  contests,  Iowa  and  New  Hampshire, 
greatly  exceeds  the  caps.  In  previous  campaigns,  for  instance, 
candidates  sent  their  staffs  to  motels  in  Massachusetts  so  their 
lodgings  wouldn't  be  charged  against  the  New  Hampshire  limit. 
Moreover,  the  limits  on  what  a  candidate  can  spend  overall  are 


now  unrealistically  low  for  a  national  presidential  campaign. 

Current  rules  are  so  complex  that  campaigns  have  entire 
staffs  working  to  ensure  compliance.  One  example  of  how  stupid 
the  rules  have  become:  If  you  charter  a  plane,  you  must  pay  for 
the  flight  in  advance.  If  you  pay  afterward,  you're  in  violation  of 
federal  law  and  will  be  fined  accordingly.  Yet  with  other  vendors 
you  are  free  to  pay  after  you  receive  the  product  or  service.  Why 
such  an  arbitrary  rule?  Who  knows? 

Another  example:  When  I  ran  for  the  GOP  presidential  nom- 
ination in  1996,  the  Federal  Election  Commission  sued  me  and  my 
campaign  because  I  continued  to  write  my  Fact  and  Comment 
editorials.  I  never  mentioned  my  candidacy  in  them  or  touched  on 
any  campaign  issues.  But  the  FEC  alleged  that  I  was  receiving  an 
illegal  in-kind  contribution  from  FORBES  magazine.  I  refused  to 
pay  even  a  nominal  fine  and  ultimately  beat  the  bureaucrats.  Need- 
less to  say,  though,  the  effort  took  time  and  plenty  of  money. 

Current  laws  have  also  led  to  a  plague  of  independent  committees 
that  run  attack  ads  against  candidates.  Nobody  knows  who  actually 
writes  the  checks.  Thus  there  is  less  transparency  and  accountability 
than  ever.  The  rules  have  increased  the  clout  of  special  interest  groups 
that  know  how  to  get  their  members  to  write  checks  to  a  candidate. 

The  changes  in  the  schedule  of  the  primaries  next  year  lends 
urgency  to  genuine  reform.  California,  New  York  and  a  host  of 
other  states  will  have  primaries  on  Feb.  5.  Even  if  a  low-budget 
candidate  does  well  in  Iowa  and  New  Hampshire,  he  will  have  a 
difficult  time  raising  the  tens  of  millions  of  dollars  needed  to 
compete  effectively  in  such  large  states,  since  those  simultaneous 
contests  come  so  soon  after  the  first  two. 


POLITICIANS,  ESPECIALLY  DEMOCRATS, 
love  to  beat  up  on  Big  Oil  these  days. 
Company  executives  are  routinely 
caricatured  as  price-manipulating, 
environment-hating  villains  who  are 
enriching  themselves  obscenely  at  the 
country's  and  the  worlds  expense. 

Yet  for  all  the  hand-wringing  over 
our  overseas  oil  dependence — this 
essential  commodity  is  disproportion- 
ately found  in  the  world's  toughest 
neighborhoods  — Washington's 
responses  have  been  bizarre,  almost 
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300     Oil  and  gas  reserves,  billion  barrels  of  oil  equivalent 
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Government-owned  oil  companies  (gocs) 

'See  country  code  below. 
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International  oil  companies  (iocs) 

JSee  company  code  below. 
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comic.  Meaningful  measures  are  left 
undone  or  substantially  watered  down. 
And  most  of  the  measures  actually  taken 
will  do  little  good,  if  not  outright  harm. 

Look  at  the  chart:  95%  of  the  world's 
known  oil  and  gas  reserves  are  con- 
trolled by  national  oil  companies,  not 
private  entities  such  as  Chevron,  BP, 
ConocoPhillips  and  ExxonMobil.  All 
too  many  of  these  government  entities 
are  woefully  underinvesting  in  their 
golden  geese.  In  contrast,  stockholder- 
owned  companies  have  been  ramping 


'GOCs— A:  Saudi  Aramco  B:  NIOC  (Iran)  C:  Qatar  Petroleum  D:  ADNOC  (UAE)  E:  Iraq  NOC  F:  Gazprom  (Russia)  G:  KPC  (Kuwait)  H:  PDVSA  (Venezuela)  I:  NNPC  (Nigeria) 
J:  NOC  (Libya)  K:  Sonatrach  (Algeria)  L:  Rosneft  (Russia)  M:  Petronas  (Malaysia)  0:  l.ukoil  (Russia)  P:  Pemex  (Mexico)  Q:  Petrochina  (China)  T:  Petrobras  (Brazil)  Y:  ONGC  (India) 
Z:  Sinopec  (China).  2IOCs— N:  ExxonMobil  R:  BP  S:  Chevron  U:  Royal  Dutch  Shell  V:  Total  W:  ConocoPhillips  X:  EN  I.  Source:  Credit  Suisse  First  Boston. 
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up  capital  expenditures.  Chevron,  for  instance,  has  more  than  dou- 
bled annual  outlays,  from  $8.3  billion  three  years  ago  to  approxi- 
mately $19.6  billion  this  year.  True,  earnings  have  soared.  But, 
unlike  much  of  the  rest  of  corporate  America  today,  oil  companies 
are  spending  heavily  to  expand  instead  of  clutching  their  cash  or 
primarily  engaging  in  buybacks  of  their  shares. 

Yet  the  leaders  of  the  Democrat-con- 
trolled Congress  are  intent  on  levying  new 
taxes.  They  want  to  bar  oil  companies  from 
being  eligible  for  the  tax  reduction  enacted 
to  benefit  manufacturers:  a  cut  in  the  corpo- 
rate profits  tax  from  35%  (just  about  the 
worlds  highest)  to  32%.  Companies  drilling 
in  the  Gulf  of  Mexico  are  being  browbeaten 
into  paying  royalties  to  Washington  that 
weren't  part  of  their  original  agreements 
with  the  feds  when  the  leases  were  bought  in 
the  1990s.  These  and  other  punitive  meas- 
ures blissfully  ignore  the  lessons  learned  in 
the  1970s  and  1980s,  when  Washington 
monetarily  harassed  the  oil  industry: 
Investment  plummeted.  We  are  now  more 
dependent  on  imported  oil  than  ever. 

Other  boneheaded  congressional  moves: 
•  It  refuses  to  open  up  the  vast  oil-  and  nat- 
ural gas-rich  Outer  Continental  Shelf  (OCS) 
for  exploration  and  drilling.  Politicos  fan 
fears  that  offshore  drilling  will  lead  to  oil  spills,  desecrating  Amer- 
ica's shorelines.  They  ignore  the  fact  that  today's  technology  is  eons 
more  advanced  than  that  of  the  1960s,  when  we  experienced  the 
notorious  Santa  Barbara  blowout.  Companies  can  now  drill  10,000 
feet  to  11,000  feet  underwater  with  remarkable  safety,  compared 
with  far  riskier  drilling  at  several  hundred  feet  four  decades  ago. 
Hurricane  Katrina  and  other  storms  in  2005  blew  away  offshore 
drilling  platforms — and  there  were  no  spills  to  speak  of. 

Britain,  Norway  and  the  Netherlands  permit  vigorous  offshore 
drilling  programs,  and  no  one  would  accuse  those  countries — or 
the  rest  of  Europe — of  being  environmentally  insensitive. 

To  give  states  a  fair  shake,  the  White  House  has  proposed 
that  they  share  in  the  royalties  generated  by  offshore  activities; 
Washington  won't  hog  all  the  money.  Yet  Congress  has  enacted 


Barrels  of  oil  equivalent 
per  $1,000  of  GDP 


1970  1990  2004 

Efficiency  as  a  source  of  energy:  Despite  our 
supposed  profligacy,  the  U.S.  has  steadily 
become  more  energy  efficient  per  dollar  of 
economic  output.  If  China  could  become  as 
efficient  as  the  U.S.  was  in  1970,  this  would 
save  the  equivalent  of  16  million  barrels  of  oil 
per  day  across  all  energy  sources. 


no  meaningful  steps  to  remove  the  ban  against  most  offshore  drilling, 
despite  the  almost  certain  prospect  in  years  ahead  that  the  OCS  would 
substantially  boost  our  domestic  oil  and  natural  gas  output. 

Even  the  proposal  by  Chevrons  CEO  David  J.  O'Reilly  that  the 
Minerals  Management  Service  conduct  a  thorough  geophysical  sur- 
vey of  the  OCS — which  would  tell  us  which  areas  are  likely  to  be 
oil/gas  rich  and  which  are  not — has  been 
stymied  by  the  Democrats. 

The  Gulf  of  Mexico — Texas,  Louisiana, 
Mississippi  and  Alabama  have  no  offshore 
drilling  hang-ups — has  already  proved  to 
be  a  treasure  trove.  Recent  exploration  in  a 
new  area  revealed  estimated  oil  and  gas 
reserves  of  3  billion  to  15  billion  barrels. 

•  And,  of  course,  allowing  environmentally 
sound  exploration  in  the  oil/gas-rich  Arctic 
National  Wildlife  Refuge — as  ugly  an  area, 
esthetically,  as  one  can  find  in  Alaska 
and  amounting  to  2,000  acres  in  a  refuge 
of  19  million  acres — remains  a  nonstarter. 

•  Washington  also  refuses  to  apply  the 
Constitution's  interstate  commerce  clause 
to  the  production  of  gasoline.  U.S.  refiner- 
ies were  originally  built  to  produce  three 
grades  of  gasoline.  But  numerous  states 
today  have  their  own  variations  on  how  oil 
is  to  be  distilled  into  gasoline,  as  well  as  a 

raft  of  new  requirements  for  various  biofuels.  All  this  micro- 
managing  is  highly  inefficient,  disrupting  the  production  of  gaso- 
line (especially  in  the  summer)  and  substantially  raising  its  price. 
•  Alternative  energy?  We  massively  subsidize  corn-based  ethanol, 
even  though  sugar-based  ethanol  appears  to  be  far  more  efficient 
and  less  costly. 

White  House  hands  aren't  entirely  clean.  Nuclear  power,  over 
time,  would  lessen  our  dependence  on  both  oil  and  coal,  but  so 
far  the  executive  branch  has  also  been  slow  in  implementing  the 
incentives  contained  in  the  2005  energy  bill. 

If  Washington  politicians  could  apply  to  productive  proposals  a 
fraction  of  the  energy  they  expend  in  demagogic  posturing  and  the 
pushing  of  pork  barrel  projects,  we  would  deal  our  enemies  and  a 
goodly  number  of  kleptocratic  despots  a  gusher  of  hurt. 


RESTAURANTS:  GO, 


.STOP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Aureole— 34  East  61st  St.  (Tel.:  212-319-1660).  The  space  is 
lovely,  the  service  exquisitely  polished  and  the  food  is  superb. 
Best  things  sampled:  yellowfin  tuna  tartare  with  chili-spiced 
ponzu  and  sesame  crisps;  farm- raised  pheasant;  and  caramelized 
organic  chicken  with  truffled  house  cavatelli.  Portions  here  are 
substantial.  Desserts  are  as  gaspingly  good  and  sinful  as  ever. 

•  Jarnac— 328  West  12th  St.  (Tel.:  212-924-3413).  Small  Village 
bistro  that  is  well  worth  a  visit  At  lunch  the  short  ribs  are  noth- 
ing short  of  heaven,  while  the  chicken  breast  is  tender  and  flavor- 


ful. At  dinner  the  beets  and  the  crab  cakes  are  fabulous  appetiz- 
ers, and  the  baby  chicken,  the  bass  and  the  lamb  shank  are  done 
to  perfection.  Dessert:  bread-and-butter  pudding — yum. 
•  FireBird— 365  West  46th  St.  (Tel.:  212-586-0244).  This  glam- 
orous theater-district  place  has  evolved  into  a  particularly 
charming  and  very  good  restaurant.  The  fare  (albeit  rich  in  the 
way  demanded  by  a  Russian  winter)  is  delicious,  robust  and 
handsomely  presented.  The  smoked  salmon  tart,  the  Ukrainian- 
stvle  borscht  and  the  extensive  caviar  menu  are  memorable.  F 
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^  ZURICH 

Classic 


We're  right  there  with  you. 

Think  of  the  different  risks  that  seven  continents,  hundreds  of 
countries,  and  all  the  oceans  can  serve  up.  Even  the  largest 
global  companies  struggle  to  keep  up  with  the  risks  they 
already  see,  let  alone  those  that  lie  just  under  the  surface.  To 
help  our  customers,  our  international  operations  are  designed 
to  provide  consistent  risk  analysis,  underwriting  and  claims 
services.  In  a  changing  world  where  risks  can  appear  any- 
where, we  believe  the  most  effective  approach  is  to  act  as  one. 

www.zurichna.com/corporatebusiness 


Because  change  happenz! 


ZURICH 


ed  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states  Some  coverages  may 
on  a  non-admitted  basis  through  surplus  lines  brokers  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation 


The  most  fuel-efficient  aul 


Meet  Small  Oil.  Honda  has  always  been  committed  to  developing  environmentally 
responsible  technology  And  with  cars  like  the  all-new  Fit  along  with  the  legendary 
Civic,  Honda  will  continue  as  the  leader  in  fuel  efficiency  '  Through  innovation  and 
hard  work.  Small  Oil  can  make  a  world  of  difference.  That's  our  Environmentology 

*Based  on  model  year  2005  OVFE  asetage  fuel-economy  ratings  and  weighted  sales  for  passenger  car  and  light  truck  fleets  sold  in  the  US  by  major  manufecttiters. 
♦Civic  Hybrid  and  Fit  Sport  with  SMI  shown.  2007  EPA  mileage  estimates:  49  city'51  highway.  33  city/38  highway,  respectively  Use  for  comparison 
purposes  only  Actual  mileage  .-ray  vary  ©2006  American  Honda  Motor  Co..  Inc.  environmentology.honcla.com 
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HONDA 

The  Power  of  Dreams 


Other  Comments 


Taxation  with  representation  ain't  so  hot  either. 

—GERALD  BARZAN 


"Free"  Speech  The  great  folly  of  campaign  finance  reform 
is  the  ill-conceived  belief  government  can  control  the  flow  of  money 
into  elections  without  also  substantially  dictating  winners  and 
losers.  Rather  than  purging  politics  of  big  money,  these  laws  have 
muted  the  voice  of  democracy  and  threatened  its  very  foundation. 
The  truth  is  that  Free  Speech  is  not  free.  Without  money,  candi- 
dates are  speechless.  During  the  2008  presidential  primary  process 
we  are  certain  to  see  otherwise  well-qualified  candidates  drop  out 
for  lack  of  money.  In  fact,  because  of  the  severe  contribution 
restrictions,  many  contenders  may  never  even  try. 

Theoretically,  presidential  primaries  are  national  debates 
about  important  public  policy  issues.  But  it  takes  money  to  par- 
ticipate. By  elevating  both  personal  wealth  and  mass  fundraising 
prowess  as  the  most  important  credentials  in  the  presidential 
nomination  process,  the  anomalies  of  campaign  finance  reform 
narrow  the  field  and  silence  many  contenders. 

—RODNEY  A.  SMITH,  Washington  Times 

Assisted  Living  i  agree  with  the  Democrats — the 
federal  government  should  not  be  in  the  business  of  subsidizing 
oil  companies.  Most  federal  oil  subsidies,  however,  are  directed  at 
small,  vertically  disintegrated  domestic  producers — not  "Big  Oil" — 
and  those  subsidies  are  not  particularly  large.  Still,  I  champion  their 
elimination.  But  by  promising  at  the  same  time  to  increase  subsi- 
dies for  renewable  energy,  the  Democrats  would  be  undoing  the 
economic  good  that  they  hope  to  accomplish  by  eliminating  oil 
subsidies.  Subsidies  to  renewable  energy  industries  are  far  larger 
than  subsidies  to  oil  companies,  and  renewable  energy  subsidies 
distort  the  market  far  more  than  do  oil  subsidies.  Moreover,  some 
of  the  biggest  players  in  the  renewable  fuels  industry  are  in  fact 
members  of  "Big  Oil"  or  are  otherwise  highly  profitable  corporate 
conglomerates  on  their  own  terms  (for  instance,  GE  is  one  of  the 
largest  wind  industry  companies  in  the  world). 

A  zero -tolerance  policy  for  corporate  welfare  would  be  a  bet- 


"Brady.  IRS.  We  get  him  first." 


ter  approach.  If  renewable  energy  has  merit,  it  doesn't  require 
subsidies  to  bring  it  to  market.  If  it  does  not  have  economic 
merit,  no  amount  of  federal  subsidy  will  provide  it. 

—JERRY  TAYLOR,  CATO  INSTITUTE 

Old  Habits  Die  Hard  The  Senate  Democrats, 

writing  their  first  budget  resolution  since  winning  control  in 
Congress  last  fall,  have  produced  a  budget  blueprint  that  raises 
taxes  by  $900  billion  over  five  years  and  a  projected  $3.3  trillion 
over  ten  years,  [which]  translates  into  a  tax  increase  of  $2,641  per 
household  annually  over  the  next  decade. 

—BRIAN  M.  RIEDL,  HERITAGE  FOUNDATION 

Rules  of  Engagement  There's  one  thing  we  know 

won't  work:  The  nutty  Pelosi-crat  proposal  to  restrict  the  mission 
of  U.S.  troops  to  "training  Iraqis  and  defeating  al  Qaeda."  Would 
our  troops  have  to  wait  to  return  fire  until  they  checked  the  ID 
cards  of  their  attackers?  If  they  saw  a  massacre  of  women  and 
children  in  progress,  would  we  want  them  to  stand  by  until  they 
received  a  legal  opinion  as  to  whether  the  killers  were  bona  fide 
foreign  terrorists?  This  ain't  the  NFL,  where  everybody  wears  a 
uniform  and  plays  by  the  rules.  Proposals  to  limit  the  freedom  of 
action  of  our  troops  reflect  domestic  politics  at  their  shabbiest. 
Our  troops  need  fewer  restrictions,  not  more. 

—RALPH  PETERS,  New  York  Post 

A  Clean  Slate?  In  private  life  the  conscience  is  our  secret 
police,  driving  us  to  repent,  but  in  public  life  contrition  is  often  more 
about  opportunity  than  obedience.  With  misconduct  on  every  front 
page  there  was  a  window  for  anyone  accused  of  more  common- 
place crimes  to  wipe  the  slate  clean.  Newt  Gingrich  confesses  his 
serial  marital  sins  and  wins  absolution;  Mitt  Romney  admits  the  error 
of  his  earlier  tolerance  of  abortion  rights.  John  Edwards  seldom  misses 
a  chance  to  repent  of  his  vote  for  the  war,  to  highlight  Hillary  Clin- 
ton's refusal  to  do  likewise.  As  for  paying  for  past  mistakes,  Barack 
Obama  took  care  of  $400  worth  of  parking  tickets  left  over  from 
his  law-school  days — two  weeks  before  he  announced  his  candidacy. 

Talk  is  cheap  when  confession  plays  as  entertainment  on  day- 
time TV.  In  politics,  as  in  church,  there's  no  telling  when  peni- 
tence is  sincere,  for  God  alone  knows  the  human  heart.  But  it's  a 
useful  test  in  judging  character  to  ask  whether  admitting  failure 
comes  at  a  cost — or  a  discount. 

—NANCY  GIBBS,  Time 

Twilight  Zone  The  U.S.  Postal  Service  has  removed  all 
clocks  from  the  retail  areas  of  its  37,000  post  offices.  Postal  serv- 
ice officials  say  the  move  will  give  those  areas  a  more  uniform 
look.  But  some  observers  think  the  move  is  designed  to  keep 
people  from  noticing  how  long  they  wait  in  line. 

—CHARLES  OLIVER,  Reason  Online  F 
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ust  what  every  home  needs. 
Your  very  own  170,000  trillion 
watt  power  station. 


Solar  technology  from  GE  could  help  produce  enough 
energy  to  power  thousands  of  homes  with  very  low 
emissions.  With  a  bit  of  help  from  that  big  red  power 
station  93  million  miles  away,  naturally.  It's  one  more 
example  of  our  blueprint  for  a  better  world. 


86Q_QQ0_miles  //  diam 
[1Q9_X_bigger  than  the  Earth 


imagination  at  work 


ecomagination.com 


Together  with  Juniper  Networks; 
we're  helping  the  Fortune  500 

HOST  A  GLOBAL  WEBINAR  FOR  FINANCE, 
DELIVER  VPN  ACCESS  FOR  SALES,  AND  LET 
MARKETING  DOWNLOAD  CARTOONS 

faster  than  ever  before. 

Juniper  Networks  wanted  to  find  a  memory  solution  that  could  enable  their 
cutting-edge  l-chip  technology  and  M120  Multiservice  Edge  Router  to  reach 
their  full  potential.  So  they  turned  to  Micron.  We  responded  the  way  we 
always  do:  by  assembling  the  most  innovative  engineering  minds  in  any 
industry;  and  tapping  into  our  vast  intellectual  property  portfolio — currently 
rated  the  world's  most  valuable*  The  result?  Using  Micron"'  RLDRAM*  II 
memory,  Juniper  was  able  to  design  a  router  capable  of  handling  today's 
corporate  voice,  video,  and  data  demands  with  superior  speed  and  bandwidth. 
So  everyone  in  today's  leading  companies  can  do  what  they  "need"  to 
do — faster  than  ever  before. 

Learn  how  Juniper  is  helping  companies  handle  the  "triple  play"  of  voice, 
video,  and  data — and  how  Micron  innovation  is  changing  the  way  we 
experience  the  world.  Visit  bandwidth.micron.com. 


^Juniper 

SJHES  NETWORKS  I 


The  industry-leading  Juniper  M120  Multiservice  Edge 
Router,  featuring  Micron  RLDRAM  II  memory,  handles 
networking  demands  for  voice,  Video,  and  data  with 
.superior  speed  and  bandwidth. 


j^icron 


bandwidth.micron.com        NYSE:  mu 


mv20O7  Micron  Technology,  Inr  All  rightsresihi 
*  registered  trademark  ol  Juniper  Networks,  trflSj 
.'.under  license  from  Qimonda  AG  All  ottrejJH 
j  ^commercial  product,  process,  or  service 
indorsement,  recommendation,  or  favoriirgJI 


Mi  ton  logo  are  tradefttarkt  of  Micron  technology.  Inc.  Juniper  Networks  is  a 
ark  ofgQimonda  AG  in  various  countries,  and  is  used  by  Micron  Technology,  Inc. 
perty  el  their  respective  owners.  Reference  herein  to  any  specific  third-party 
<;  manufacturer,  ir  otherwise  does  not  necessarily  constitute  or  imply  its 
renosc!  custom*. 


"Patent  Power,"  IEEE  Spectrum  magazine,  November  200n 


Current  Events 


By  David  Malpass,  Chief  economist, 
Bear  Stearns  &  Co.,  Inc. 


Recession,  Taxes  and  Moral  Hazard 


THERE  ARE  TWO  GENERAL  SCHOOLS  OF  THOUGHT  REGARDING 
recessions.  One:  They  are  a  cyclical  response  to  private-sector 
excesses,  causing  an  overdue,  sharp  downturn.  Two  (my  view): 
They  are  primarily  caused  when  governments  depart  from  the  growth 
recipe  of  stable  money  and  a  preference  for  low  tax  rates.  U.S.  reces- 
sions in  recent  decades  have  involved  weak-dollar  inflation  (1974, 
1980  and  1990),  tax  hikes  (1990)  and  strong-dollar  deflation  (2001). 
The  U.S.  Congress'  1929  trade  protectionist  movement,  culminating 
in  the  Smoot-Hawley  Tariff,  showed  another  path  to  recession. 

During  the  recent  selloff  in  global  equity  markets,  it  became  fash- 
ionable to  warn  that  the  odds  of  recession  in  2007  were  as  high  as  33%. 
These  assessments  generally  didn't  blame  the  government  but  the  busi- 
ness cycle  and  the  private  sector:  businesses  for  pushing  gross  margins 
so  high  they  could  only  fall;  and  American  consumers,  the  world's  vil- 
lain, for  buying  and  borrowing  too  much  when  interest  rates  were  low. 

The  good  news  is  that  the  economic  environment  has  been  par- 
ticularly sturdy,  easily  withstanding  the  devastation  of  Hurricane 
Katrina  and  high  gasoline  prices.  U.S.  growth  was  just  as  fast  in  2006 
as  in  2005,  despite  the  housing  letdown.  Growth  in  consumption  has 
been  steady,  reflecting  a  growing  labor  force,  rising  wages  and  the 
confidence  that  comes  with  a  low  unemployment  rate.  Measured  prop- 
erly, net  household  financial  savings  top  $27  trillion,  not  including 
land  and  houses,  which  is  a  far  cry  from  the  negative  savings  arrived 
at  by  excluding  the  economy's  gains  from  the  calculation. 

Four  reliable  indicators  are  signaling  growth,  not  recession:  Prof- 
its and  stock  prices  are  high,  credit  spreads  narrow  and  real  interest 
ates  moderate.  Recessionists,  who  once  complained  that  the  expan- 
sion wasn't  strong  enough  to  persist,  now  complain  that  it's  too  old 
to  keep  going.  But  economic  research  finds  that  the  age  of  an  expan- 
ion  has  little  to  do  with  the  risk  of  recession.  Unlike  the  U.S.  expan- 
ion  of  the  1990s,  which  used  the  strengthening  dollar  to  vacuum 
global  capital  into  a  narrowing  group  of  U.S.  companies,  this  one  has 
iroadened,  encompassing  more  companies,  countries  and  people  each 
onth.  In  the  late  1990s  employment  growth  outside  big  U.S.  busi- 
nesses was  weak,  a  warning  sign;  however,  2007  brings  welcome 
mprovements  in  unemployment  rates  practically  worldwide. 

A  staple  of  the  latest  recession  forecasts  is  that  bond  yields 
ire  lower  than  the  Fed's  5.25%  interest  rate,  creating  an  inverted 
field  curve.  But  past  yield-curve  inversions  occurred  when  real 
nterest  rates  were  high.  This  time  they're  low,  especially  at  the 
onger  maturities  needed  to  fund  new  projects. 

The  next  recession— probably  a  ways  off— is  more  likely  to  be 
:aused  by  the  normal  government-directed  growth-killers,  taxes  and 
nflation,  than  by  a  business  cycle.  Washington  has  already  put  into 


law  history's  biggest  tax  increase,  which  goes  into  effect  Jan.  1 , 20 1 1 — 
increases  on  income,  capital  gains  and  dividend  taxes,  scored  at 
$4  trillion  (based  on  Washington's  silly  assumption  that  there's  no 
economic  impact  from  taxes).  The  expansion  has  grown  deep  roots, 
but  it  won't  long  survive  the  "revenue-neutral"  tax-hike  system 
being  used  by  both  political  parties.  The  coming  wallop  to  small 
businesses,  top  earners  and  capital  formation,  the  engines  of  the 
expansion,  is  an  almost  certain  recession  trigger — unless  the  2008 
elections  lay  the  groundwork  for  suspending  (better  yet,  rescinding) 
Washington's  standard  tax-and-spend  budgeting  procedures. 

Inflation  is  another  recession  trigger.  To  offset  Washington's  weak- 
ening of  the  dollar  from  2001  to  2005,  further  price  increases  seem 
inevitable.  Even  as  inflation  topped  4%  in  2005,  the  Fed  strictly  lim- 
ited its  interest-rate  hikes,  accommodating  the  dollar's  weakness  and 
holding  real  interest  rates  low.  This  encouraged  more  borrowing, 
goosing  the  housing  sector.  It  will  take  time  for  wages  to  catch  up 
with  commodity  prices,  but  they  should  and  usually  do — people  are 
worth  more  than  commodities.  If  wage  and  price  gains  are  concen- 
trated in  2007,  the  Fed  may  yet  overshoot  with  higher  rates  and  a 
slowdown,  in  effect  closing  the  barn  door  after  the  horse  has  gone. 

Reducing  Moral  Hazard 

A  third  recession  risk  arises  from  moral  hazard.  I'm  referring  to 
the  negative  consequence  of  overprotecting  people  from  losses. 
For  example,  when  the  government  subsidizes  flood  insurance 
and  helps  rebuild  homes  and  businesses  after  floods,  more  people 
are  willing  to  risk  living  in  a  flood  plain. 

In  the  financial  realm,  moral  hazard  occurs  when  central  banks 
provide  extra  liquidity  during  and  after  financial  crises,  stabilizing  the 
financial  system  but  rewarding  people  for  taking  outsize  risks.  In  the 
March  selloff  one  of  the  market's  strongest  bets  was  on  rate  cuts,  ignor- 
ing the  elevated  inflation  data  and  relying  instead  on  the  Fed's  pat- 
tern of  bailouts,  dubbed  the  "Greenspan  put."  The  belief  is  strong  that 
the  Fed  will  limit  investment  losses.  This  adds  to  the  thirst  for  lever- 
aged investments — go  for  bigger  gains  since  the  Fed  will  limit  the  losses. 

In  trying  to  time  the  next  recession,  it's  not  clear  which  will  come 
first — inflation,  tax  hikes  or  moral  hazard's  day  of  reckoning,  when 
the  Fed  faces  a  financial  system  panic  while  inflation  is  elevated.  The 
ideal  course  now  would  be  for  the  Fed  to  reverse  some  of  the  dollars 
weakness,  lowering  inflation  pressure  and  rebuilding  confidence  in  the 
dollar  and  the  U.S.  Thiis  would  buy  the  needed  time  for  the  Fed  to 
withdraw  excess  liquidity,  reducing  the  financial  system's  reliance  on 
moral  hazard.  That  would  leave  taxes  as  the  remaining  major  reces- 
sion risk  and  voters  as  the  deciders,  a  more  comfortable  prospect.  F 
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David  Malpass,  chief  economist  for  Bear  Stearns;  Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing 
this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Mailstream 

Time  was  when  the  seemingly  humble  mail  meter 
was  a  light  year's  step  forward  for  companies  that 

needed  a  better  way  to  measure  and  affix  postage.  pi«ney  Bowes  ceo  Michael  cr^m  tens , 

.  November  2006   Forbes  CEO   Forum  hi 

Think  of  what's  going  on  at  Pitney  Bowes  today  as  a  use     maustream  eu^^s  was 

m  promotes  environmental  stewardship  and  sa^ 

quantum  leap  beyond  that  now-classic  innovation.  companies  mo„ey. 


sing  new  software  and  other 
technologies,  Pitney  Bowes 
is   helping   clients  create 
stronger  customer  relation- 
ships through  the  mailstream:  the  flood  of 
physical  and  electronic  documents,  letters 
and  parcels  that  make  up  the  central  nervous 
system  of  today's  information  economy. 

Pitney  Bowes  offers  the  most  comprehensive 
set  of  software,  hardware  and  equipment 
innovations  across  the  life  spans  of  these  infor- 
mation flows.  For  example,  a  new  technology 
that  uses  satellite  imaging  and  software  helps 
insurance  companies  map  exact  address 
locations  and  combine  them  with  geographic 
data  to  target  potential  customers.  Mail  carriers 
use  bar  codes  to  route  and  track  the  movement 
of  each  piece  of  mail.  Marketers  analyze 
response  rates  to  their  direct-mail  campaigns 
to  reduce  the  cost  of  unwanted  direct  market- 
ing mail  and  develop  better  Internet-based 
messaging  strategies.  All  of  these  innovations 


help  companies  enhance  relationships  with 
their  customers  and  make  the  ways  they  com- 
municate more  efficient  and  effective. 

As  new  mailstream  solutions  are  adopted, 
companies  will  see  greater  efficiency, 
reliability  and  security,  says  Pitney  Bowes 
CEO  Michael  Critelli.  "Fewer  handotfs. 
more  transparency,  and  more  certainty  of 
delivery  and  security  translate  into  cost  effi- 
ciency," he  says.  Companies  can  also  tocus  on 
making  content  more  effective. 

Just  making  sure  that  mail  gets  to  its  destina- 
tion is  a  lot  harder  than  it  seems.  An  estimated 
10%  to  15%  of  direct-mail  campaigns  never 
reach  their  intended  recipients,  often  because 
envelopes  are  addressed  incorrectly.  Pitney 
Bowes'  address  quality  software  uses  U.S.  Postal 
Service'  change-of-address  information  to 
reduce  wasteful  mail  sent  to  wrong  addresses. 

Yet,  even  when  a  letter  is  addressed  properly, 
it  may  not  be  the  right  message  or  the  right 
time  for  the  person  receiving  it.  Pitney  Bowes 


has  ways  to  increase  responses  by  bett 
targeting  customers.  For  example,  it  fin 
marketers  who  want  to  reach  people  wh 
they  are  most  likely  to  be  looking  for  ps 
ticular  goods  and  services,  such  as  wh 
they  move  or  register  a  car,  by  includi 
marketing  materials  in  postal  and  oth 
governmental  communications. 

Pitney  Bowes  also  helps  companies 
coordinate  traditional  mail,  e-mail  and  W 
site  billing  and  messaging  formats,  from  ar 
lyzing  response  rates  to  printing  banner  t 
on  bills  to  make  it  more  likely  that  custom^ 
see  them.  And,  yes.  it  still  has  mailin 
equipment  solutions,  from  equipment  I 
packaging  DVDs  and  greeting  cards  to 
digital  mail  meter  that  can  track  costs,  alo 
with  the  tasks  it  has  done  so  well  for  so  Ion 

These  solutions  all  work  toward  the  coi 
pany's  goal  of  a  secure,  efficient  and  relial 
mailstream.  What  will  we  put  our  stamp 
next?svl  You  may  well  be  surprised. 


To  find  out  more  about  optimizing  your  mailstream  to  help 
drive  profits  and  enhance  customer  communication,  please 
visit  www.pb.com/mailstream  or  call  888-245-7267. 
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Pitney  Bowes,  Engineering  the  Flow  of  Communication  and  What  will  we  put  our  stamp  on  next?  are  trademarks  owned  by  Pitney  Bowes  Inc. 


INNOVATIONS  FOR  THE 


mailstream 


Pitney  Bowes  mailstream  solutions  use  satellite  imagery 
to  let  you  see  customers  in  unprecedented  detail. 

For  the  first  time,  business  can  see  the  big  picture  for  what  it  really  is:  a  composite  of  precise  demographic,  geographic 
and  lifestyle  snapshots  of  its  customers.  Our  Geocoding  Solution  allows  insurers  to  analyze  data  on  a  house  by  house 
basis,  so  they  can  structure  premiums  that  accurately  reflect  differing  levels  of  risk.  This  is  just  one  of  the  ways 
Pitney  Bowes  is  merging  the  boundaries  of  mail  and  data  into  mailstream  solutions  that  are  helping  many  Fortune 
500  companies  stay  compliant,  competitive,  and  profitable.  What's  next?  Visit  pb.com/whatsnextand  see  foryourself. 
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000  people  in  markets  worldwide. 
And  our  undivided  attention. 


At  UBS,  wealth  management  is  built  on  two  consistent  principles:  the  undivided 
attention  of  a  dedicated  financial  advisor  —  and  the  wisdom  of  70,000  people 
behind  that  financial  advisor.  We  have  investment  analysts  in  markets  across  the 
globe  and  specialists  in  wealth  management,  asset  management  and  investment 
banking.  With  that  expertise,  your  UBS  financial  advisor  shrinks  the  world  to  a 
manageable  size.  While  the  confidence  you  bring  to  your  financial  decisions 
continues  to  grow.  You  &  Us.  www.ubs.com 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Faith,  Trust  and  Networks 


LOVE  YOUR  CUSTOMERS?  OKAY,  A  HARDER  QUESTION:  LOVE  IT 
when  they  crack  a  few  beers  and  gossip  among  themselves  about 
you — candidly,  crudely,  riotously  and  libelously — without  your  con- 
trol or  spin?  That's  the  dilemma  faced  each  day  by  Cirrus  Design, 
the  fastest-growing  single-engine  aircraft  maker  in  the  world. 

Cirrus  could  not  be  luckier  than  to  have  such  customers. 
They  are  one  secret  to  Cirrus'  success. 

Since  1999,  when  Cirrus  began  selling  FAA-certified  air- 
planes, the  company  has  attracted  a  different  kind  of  owner-pilot. 
(Disclosure:  I  own  and  fly  a  Cirrus.)  Many  of  us  never  thought  of 
flying  a  small  airplane  until  we  saw  a  Cirrus.  The  plane's  racy 
design,  smooth  fiberglass-composite  body,  BMW-like  interior, 
dazzling  computer  instrumentation  and  an  onboard  parachute 
ready  to  float  both  the  plane  and  passengers  to  a  life-saving  land- 
ing, if  necessary,  formed  a  clean  break  from  the  past.  It  appealed 
to  us  newer  pilots,  even  if  the  old  guard  thought:  Composite? 
Parachute?  What  kind  of  airplane  is  that? 

The  new  guard  who  bought  the  Cirri  may  have  lacked  aviation 
pedigrees,  but  they  were  typically  accomplished  in  fields  outside  avi- 
ation, including  computers,  software,  high  finance  and  real  estate 
development.  Many  Cirrus  owners  also  own  their  own  businesses. 

Picture  the  person  who,  in  midcareer,  picks  up  a  hobby  like 
flying  small  airplanes,  learns  its  rules  and  regulations  and  ponies 
up  half  a  million  dollars  for  a  new  plane.  The  profile  is  that  of  an 
accomplished  person — not  to  mention  resourceful  and  inde- 


pendent. It  wasn't  long  after  Cirrus  started  selling  airplanes  that 
some  resourceful  and  independent  Cirrus  owners  founded  the 
Cirrus  Owners  &  Pilots  Association  (COPA).  They  then  put  up 
an  Internet  message  board.  Then  all  hell  broke  loose. 

The  2,436  pilots  who  belong  to  COPA  can  log  on  and  jump  into 
a  chat  in  which  Cirrus  is  being  spit-roasted  for  its  "shortsighted"  man- 
agement, "cheap"  airplanes  and  "uncommunicative"  owners.  When 
a  Cirrus  owner  unwittingly  breaks  an  oil  dipstick  or  scuffs  up  an 
aileron  gap  seal,  photographs  accompany  the  offense.  Then  Cirrus 
owners  raucously  debate  whether  blame  goes  to  a  flawed  part  or  a 
ham-fisted  owner.  The  spitballs  go  back  and  forth,  24/7/365.  At  least 
once  a  month  some  longtime  Cirrus  poster  quits  COPA  in  a  huff. 

In  other  words,  COPA  is  an  online  community  like  any  other. 
Rough  and  uncensoreu.  But  below  the  hiss  and  venom  lies  gold. 
Steadily  COPA  has  produced  a  body  of  knowledge  about  how  Cir- 
rus airplanes  behave  in  real-world  conditions  that  has  served 
Cirrus  supremely  well.  The  COPA  members  have  recently  launched 
COPApedia,  a  user-generated  Cirrus  encyclopedia  modeled  after 
Wikipedia.  Cirrus  doesn't  have  to  pay  a  nickel  for  this  open-source 
R&D  and  content.  It  learns  what  its  customers  want.  It  learns  where 
to  make  improvements.  It  learns  about  future  wants,  price  points 
and  likely  sales  volume.  What  an  incredible  advantage.  All  Cirrus 
has  to  do  is  tune  in  and  listen — and  not  fight  back.  But  that  takes 
trust  and  patience,  especially  when  customers  are  engaged  in  one 
of  their  regular  online  carpfests.  Trust,  patience — and  faith. 


Prairie  Upset 


ACCORDING  TO  LOU  DOBBS,  A  STORY  LIKE  THIS  CAN'T  HAPPEN. 
A  midwestern  state  increases  its  sales  of  manufactured  goods  for 
export  by  27%  in  one  year.  Manufacturing?  Midwest?  Don't  the 
numbers  run  all  downhill  in  the  flatlands?  Not  in  North  Dakota. 
This  thinly  populated  state  of  637,000,  which  tops  only  Vermont 
and  Wyoming  in  population,  exports  about  $3  billion  in  goods. 
To  put  this  in  context,  North  Dakota's  gross  state  product  is  only 
$24  billion,  a  blip  in  America's  $13  trillion  GDP.  Even  so,  North 
Dakota's  export  growth  trend  is  encouraging  and  offers  a  bit  of 
evidence  that  small  midwestern  manufacturers  can  compete 
globally  if  they  want  to. 

The  state's  largest  exporter  is  Bobcat  Co.,  started  49  years  ago 
by  two  blacksmiths  helping  a  turkey  farmer  who  wanted  a  faster 
way  to  clean  coops.  They  attached  a  scooper  to  a  small  loader 
and  rigged  it  to  pivot  in  tight  turkey  quarters.  In  1995  Ingersoll 
Rand  bought  Bobcat,  by  then  the  U.S.  leader  in  small  loaders  and 
excavators.  During  the  last  ten  years  Bobcat  has  pushed  into 
European  and  Asian  markets  with  success  and  added  a  plant  in 
the  Czech  Republic.  But  the  'Cats  are  still  mostly  made  in  two 


North  Dakota  plants,  in  Bismarck  and  Gwinner,  a  tiny  hamlet  of 
750  souls,  80  miles  southwest  of  Fargo. 

The  Gwinner  factory  employs  1,300  and  pays  workers  an  aver- 
age hourly  salary  of  $19  per  hour.  Many  of  these  workers  grew  up 
on  farms,  and  therein  lie  at  least  three  advantages:  a  good  work 
ethic — farmers  learn  early  just  to  jump  in  and  help;  an  innate  grasp 
of  how  piecework  fits  in  the  whole  system  and,  therefore,  what 
work  is  needed  to  complete  a  task;  and  a  knowledge  of  machinery 
(no  farmer  lasts  long  who  can't  do  his  own  mechanical  repairs). 

Bobcat  pays  its  North  Dakotan  workers  more  than  it  pays  its 
Czech  workers  and  assuredly  more  than  it  would  pay  workers  in 
China.  Yet  it  elects  to  manufacture  in  North  Dakota  and  pay  farm 
folk  more  for  their  work  ethic  and  practical  ingenuity.  Last  year 
Bobcat  shipped  $550  million  in  Bobcats  to  foreign  countries.  This 
year  it  expects  to  ship  $700  million  abroad.  Somethings  working. 

Are  you  reading  this,  Lou  Dobbs?  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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'ioneering  business  leaders  are  expanding  their  businesses  worldwide.  We're 
iclping  by  working  alongside  their  people  to  implement  plans,  solve  problems 
and  transfer  knowledge.  We're  a  new  kind  of  professional  services jirm.  We  help 
businesses  execute  internal  initiatives  necessary  to  compete  in  a  global  economy. 
Living  and  working  where  our  clients  operate,  we  know  their  languages, 
cultures  and  regulations.  As  a  community  of  prfessionals  serving  clients  in 
more  than  50  countries,  we've  disco 
execute  locally. 
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A  Whole  Lot  of  Wind 

Securities  &  Exchange  Commission  Rule  144  allows  owners  of 
unregistered  stock  to  sell  such  shares  under  strict  conditions, 
including  getting  a  lawyers  blessing.  An  Internet  search  for  "Rule 
144  opinion  letter"  leads  to  lawyer  Michael  D.  Spadaccinis  pitch 
of  a  "24-hour  turnaround"  for  $275.  A  federal  judge  just  ordered 
him  and  a  firm  he  owns  to  pay  $28,000  in  damages,  interest  and 
penalties.  The  claim:  He  violated  securities  law  by  selling  (at  5 
cents  each)  235,000  unregistered  shares,  received  as  a  legal  fee,  in 
U.S.  Wind  Farming,  a  co-defendant  that  settled  with  the  SEC. 
Spadaccini,  who  writes  business  law  books  and  runs  law  Web 
sites,  says  he  has  appealed. — Daniel  Fisher  and  William  P.  Barrett 

Which  Rhymes  with  HYPE 

Since  June  2006  split-adjusted  shares  of  Century  Petroleum  have 
rocketed  from  51  cents  to  $2.16,  giving  rise  to  a  $138  million 
market  cap.  Some  points  found  in  filings  by  the  Woodlands,  Tex. 
company:  (a)  no  oil  and  gas  produced  yet,  (b)  no  revenue,  (c)  a 
going-concern  warning  and  (d)  no  employees  other  than  direc- 
tors and  officers.  Century,  which  in  its  publicity  calls  itself 
"dynamic,"  says  it  would  welcome  extraction  under  its  Louisiana 
exploratory  lease  of  "gold,  silver,  zinc  [or]  copper,"  although  the 
firm  calls  such  prospects  "unlikely."  There's  upside  but  also 
uncertainty,  says  boss  James  B.  Hersch.  The  stock  trades  under 
the  symbol  CYPE.  —Matthew  Rand 

Island  Hopping 

Chicago  investor  David  L.  Hokin  is  in  U.S.  Tax  Court  fighting  a 
$35  million  back-tax-and-penalties  bill  from  the  Internal  Rev- 
enue Service,  which  says  he  wrongly  claimed  residency  for  2002 
in  the  Pacific's  lower-tax  Northern  Mariana  Islands.  His  lawyer, 


Robert  McKenzie,  calls  the  IRS  bill,  based  on  $68  million  in  tax- 
able income,  "inflated."  He  says  Hokin  moved  for  family  reasons 
to  the  U.S.  commonwealth  in  2000  after  selling  his  Illinois  house, 
returning  a  few  years  later.  In  2004  Congress  tightened  Mariana 
residency  rules.  Hokin  is  chief  investment  officer  of  DH2,  which 
gained  notice  for  hiring  now  jailed  lobbyist  Jack  Abramoff  and 
unsuccessfully  suing  federal  regulators  to  block  rules  limiting 
profits  from  market  timing  of  mutual  funds.       — Janet  Novack 

Option  That  Ruling 

The  Tax  Court  has  upheld  the  IRS'  denial  of  tax-exempt  status 
for  Families  Against  Government  Slavery.  The  California  outfit 
was  founded  by  one  Percy  Roy  Matthews  II  with  the  claimed 
educational  purpose  of  exposing  the  "slavery  and  entrapment  of 
Hollywood  celebrities"  by  murderous  federal  agents,  govern- 
ment officials  and  even  gangs.  Judge  Stephen  J.  Swift's  harsh 
review:  "Unsupported  opinion  and  distorted  facts."         — J.N. 


All  Follow  the  Money 

A  new  academic  paper  suggests  it  pays  for  public  compa- 
nies to  give  to  political  campaigns.  Using  federal  elections 
records  to  review  800,000  donations  linked  with  1,900 
firms  between  1984  and  2005,  Michael  J.  Cooper,  Huseyin 
Gulen  and  Alexei  V.  Ovtchinnikov  calculate  that  political 
activity  gave  businesses  a  3.6%  increase  in  firm  value. 
They  speculate  that  their  findings — which  they  character- 
ized as  "quite  startling"— stem  from  the  benefits  of 
"politician-sponsored  legislation."  The  researchers  write 
that  the  strongest  correlation  was  for  contributions  to 
home-state  candidates,  races  for  the  House  of  Represen- 
tatives and  Democrats.  — D.F.  and  W.P.B. 
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Heads  of  large  nonprofit  trade,  business  or  professional  groups  can  do  very  well. — W.P.B. 
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A. 

Edison  Electric  Institute 

Thomas  Kuhn 

$3,323,533 

4.8% 

B. 

U.S.  Chamber  of  Commerce 

Thomas  Donohue 

2,137,334 

1.6 

G. 

American  Petroleum  Institute 

Bryron  M.  Cavaney 

1,588,366 

1.4 

D. 

Air  Transport  Association  of  America 

James  May 

1/477,802 

5.6 

E. 

American  Gas  Association 

David  N.  Parker 

1,306,796 

5.5 

F. 

American  Council  of  Life  Insurers 

Frank  A.  Keating 

1,266,591 

4.0 

G. 

Motion  Picture  Association  of  America 

Daniel  Glickman 

1,258,193 

1.5 

H. 

American  Institute  of  CPAs 

Barry  Melancon 

1,035,975 

0.6 

'May 

include  one-time  payments  and  deferred-benefit  accrual.  Source:  Latest  available  IRS  Form  990. 
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Innovations  from  Siemens  can  be  found  everywhere.  From  the  underground  substation  in 
California  to  the  advanced  clean  coal  technology  used  for  generating  power.  And  as  a  leading 
supplier  of  power  and  energy  solutions,  our  focus  is  on  developing  technology  that  is  more 
powerful,  more  efficient,  more  competitive  and  more  environmentally  compatible.  We  are 
constantly  investing  in  research  and  development  to  meet  the  country's  ever-changing 
energy  demands  and  push  our  technology  to  the  highest  possible  limits.  At  Siemens,  our 
innovations  have  the  power  to  make  a  difference  in  our  planet's  future. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 


SIEMENS 


On  My  Mind 


Jesse  M.  Shapiro,  Becker  Fellow,  Becker  Center  on  Chicago  Price  Theory,  University  of  Chicago. 


Should  Clean  Water  Have  a  Price? 

Poor  people  may  use  health  products  more  effectively 
if  they  have  to  pay  for  them. 


EACH  YEAR  SOME  1.6  MILLION 
people,  most  of  them  small  children, 
die  from  diarrhea  caused  by  poor 
water  quality  and  unsanitary  con- 
ditions. Many  of  these  deaths  are 
avoidable.  Anyone  with  a  back- yard 
pool  knows  dirty  water  is  easily 
made  safe  by  using  good  old-fash- 
ioned chlorine. 

Since  1999  a  branch  of  Popula- 
tion Services  International  has  mar- 
keted a  bleach  solution  in  Zambia 
called  Clorin.  A  few  drops  in  stored 
drinking  water  kill  the  pathogens 
that  cause  diarrhea  and  other  water- 
borne  illnesses.  (The  nonprofit  PSI  is 
an  international  organization  that 
runs  programs  to  combat  HIV/AIDS 
and  malaria  and  to  promote  family 
planning.) 

A  one-months  supply  of  Clorin 
retails  for  25  cents,  a  low  price  even 
by  Zambian  standards.  Neverthe- 
less, a  number  of  policymakers 
have  recently  criticized  the  practice 

of  charging  anything,  however  small,  for  health  products  that  are 
desperately  needed  in  poor  countries,  products  ranging  from 
insecticide-treated  mosquito  nets  to  antiretroviral  drugs. 

The  demand  curve,  taught  in  every  introductory  economics 
course,  says  that  the  more  a  product  costs,  the  fewer  the  people 
who  will  buy  it.  If  health  products  cost  too  much,  they  might  end 
up  in  the  hands  of  only  the  richest  of  the  poor,  people  who  might 
have  the  means  to  get  clean  water  without  any  subsidy. 

Defenders  of  pricing  counter  that  recipients  of  free  products 
often  don't  value  them  or  even  use  them.  To  benefit  from  many 
health  products,  from  Clorin  to  multivitamins  to  floss,  people 
must  use  them  consistently.  Using  Clorin  is  pretty  easy,  but  as 
we  all  know,  good  habits  are  about  as  hard  to  make  as  bad  ones 
are  to  break. 

But  why  would  charging  more  for  a  product  help  solve  this 
problem?  I  can  think  of  two  main  reasons.  First,  it  might  be  that 
charging  a  price  means  only  people  who  intend  to  use  it  will  show 
up  to  buy.  With  free  products  there's  a  risk  that  people  will  take  a 
sample  with  no  intention  of  using  it.  I'll  gladly  accept  a  free  subscrip- 
tion to  a  boring  magazine;  whether  I'll  read  it  is  another  story. 


Our  results  show  pricing  can 
help  get  lifesaving  items  to 
those  who'll  use  them  most. 


Second,  it  could  be  that  paying, 
or  paying  more,  makes  the  buyer 
feel  that  he  should  use  the  product. 
This  is  why  I'd  finish  an  expensive 
bottle  of  wine  even  if  it  tasted  like 
perfectly  aged  mouthwash,  but  I'd 
toss  a  cheap  bottle  with  the  same 
iffy  flavor  down  the  drain. 

Separating  these  two  stories  is 
tricky  because  both  tell  us  that,  if 
prices  rise,  those  who  buy  Clorin 
will  use  more  of  it.  In  addition, 
prices  of  Clorin  have  been  pretty 
stable  lately,  making  it  hard  to 
study  what  happens  when  prices 
change. 

To  get  around  these  obstacles, 
Nava  Ashraf  of  the  Harvard  Busi- 
ness School,  James  Berry  of  the 
Massachusetts  Institute  of  Technol- 
ogy and  I  decided  to  create  our 
own  price  changes. 

In  the  spring  of  2006,  in  collab- 
oration with  PSI,  we  sent  marketers 
to  visit  1,000  households  in  Lusaka, 
Zambia.  At  each  house  a  marketer  offered  to  sell  a  single  bottle  of 
Clorin  at  a  randomly  chosen  discounted  price.  If  the  household 
agreed  to  buy  Clorin  at  that  price,  we  then  surprised  them  with  a 
second  discount,  again  chosen  randomly. 

Here's  what  we  found:  Households  that  agreed  to  pay  more 
for  Clorin  did  use  it  more;  their  water  was  more  likely  to  be 
chlorinated  when  we  showed  up  to  test  it  two  weeks  later.  As  for 
the  surprise  discount,  we  found  that  when  we  gave  people  a  deal, 
it  didn't  affect  how  much  Clorin  they  used.  But  there  is  some 
evidence  that  those  who  paid  something  were  more  likely  to  use 
their  Clorin  than  those  who  got  it  for  free.  That  is,  the  data  hint 
that  the  act  of  paying  in  itself  may  make  people  more  likely  to  put 
Clorin  in  their  water. 

Our  data  do  not  overturn  the  logic  of  the  demand  curve:  The 
more  you  charge,  the  fewer  the  people  who'll  buy.  But  our  results 
do  show  that  pricing  can  help  to  get  lifesaving  products  into  the 
hands  of  those  who  will  use  them  most.  What's  more,  charging  a 
price  may  cause  people  to  use  more  than  they  otherwise  would. 
So  when  waste  is  expensive  and  consistent  users  hard  to  come  by, 
maybe  even  health  should  have  a  price.  F 
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THE  LUXURY  CAR  THAT 
TREATS  LIFE  LIKE 


THE  GREATES1 


THE  ALL"NEW  VOLVO  S80.  Volvo,  for  life 

f  you  consider  life  the  greatest  luxury,  you'll  want  a  luxury  car  that  makes  protecting  life  its  first  priority.  The 
ill-new  Volvo  S80  does  exactly  that  with  new  Pre-Emptive  Technologies  that  can  actually  detect  dangerous 
;ituations  before  they  happen.  These  world-firsts  ensure  that  for  people  both  inside  and  outside  the  car,  the 
jxury  of  life  calmly  goes  on.  And  with  the  power  of  an  available  311-hp  V8  and  elegant  Scandinavian  design, 
he  driver  experiences  a  perfectly  struck  balance  of  performance  and  luxury. 
WHO  WOULD  YOU  GIVE  A  VOLVO  TO?  The  all-new  Volvo  S80,  starting  at  $38,705.* 

isit  us  at  volvocars.us 


1SRP  does  not  include  destination  charge.  Taxes,  title  and  registration  fees  extra.  Car  shown  with  optional  equipment  at  additional  cost.  See  your  authorized  Volvo  retailer  for  complete  details. 
'2007  Volvo  Cars  of  North  America,  LLC.  The  Iron  Mark  and  "Volvo,  for  life"  are  registered  trademarks  of  Volvo.  Always  remember  to  wear  your  seat  belt. 


Follow-Through 


Blackstone's 
Billions 

We  were  premature  in  predicting  trouble 
for  the  buyout  business.  When  the  Black- 
stone  Group,  one  of  Wall  Street's  most 
prominent  private  equity  firms,  announced 
in  March  that  it  was  making  a  public 
offering,  it  revealed  that  its  earnings  rose 
71%  to  $2.3  billion  last  year.  Blackstone 
says  it  plans  to  enjoy  the  benefits  of  being 
a  public  company  while  continuing  to  act 
like  a  private  firm.  That  might  seem 
unfair  to  new  shareholders,  who  will 
have  zero  ability  to  pick  general  partners 
or  directors  and  will  wield  no 
power  over  management. 
But  the  market  will 
likely  value  Blackstone 
at  more  than  $30  billion 
anyway,  much  of  which 


Cashing  in: 
Blackstone's 
Stephen 
Schwarzman 


will  be  reflected  in  the  net  worth  of 
cdfounder  Stephen  Schwarzman. 

—Nathan  Vardi 

OCTOBER  2,  2006 

Amex's  Do-Over 

Our  piece  about  the  American  Stock 
Exchange  described  how  Chief  Neal 
Wolkoff  was  trying  to  rescue  the  164-year- 
old  institution  from  scandal  and  financial 
misery.  In  March  Wolkoff  cleared  up  one 
worry:  an  investigation  by  the  Securities  & 
Exchange  Commission  into  improper 
supervision  of  stock  and  options  traders 
between  1999  and  2004  (Wolkoff  arrived 
in  late  2004).  The  exchange  reached  a  set- 
tlement with  the  SEC,  agreeing  to  upgrade 
its  software,  ensure  that  options  traders 
give  customers  fair  deals  and  implement 
an  ethics  training  program  for  floor 
traders.  It  is  also  required  to  hire  a  com- 
pliance auditor  to  produce  three  reports 
at  a  price  of  $1  million  each.  The  agree- 
ment includes  no  fines,  which  implies 
that  the  SEC  has  faith  in  Wolkoff  s  ability 
to  run  a  tight  ship. 

—Michael  Maiello 

I      PRIL  17,  2006 

f  Score! 

Since  our  feature  last  year  about 
the  Liverpool  Reds,  there  has  been 


a  spate  of  U.S.  investment  in  British  soccei 
clubs.  In  March  U.S.  tycoons  Thoma 
Hicks  and  George  Gillett  paid  $500  mil 
lion  for  the  Reds  and  pledged  $400  mil 
lion  to  build  the  team  a  new  stadium 
This  after  Cleveland  billionaire  Randolpl 
Lerner  paid  $1 18  million  for  Aston  Villa 
and  British-born  Planet  Hollywooc 
founder  Robert  Earl  picked  up  a  23°A 
stake  in  Everton  for  $38  million.  In  March 
Denver  billionaire  E.  Stanley  Kroenk< 
announced  a  marketing  and  collabora 
tion  deal  between  his  U.S.  soccer  team 
the  Colorado  Rapids,  and  the  supersta 
Arsenal  team.  (For  this  year's  soccer  tear? 
valuations,  see  p.  88.)  — Jack  Gage 

JUNE  7,  2004 

Pets  Eating  Well 

The  massive  March  recall  of  pet  fooc 
manufactured  by  Canadian  compam 
Menu  Foods  has  meant  money  in  th< 
bank  for  Andi  Brown,  founder  of  an  all- 
natural  pet  food  and  products  compam 
called  Halo,  Purely  for  Pets.  Brown': 
Spot's  Stew  is  made  from  USDA-inspectec 
"human  grade"  meat  and  vegetables.  Since 
the  recall,  visits  to  Halo's  Web  site  sho 
from  7,000  to  20,000  a  day.  Sales  of  Spot! 
Stew  at  pet  product  giant  Petco  (carried  ir 
8  stores  when  our  story  ran;  now  in  all  850^ 
doubled  in  just  six  days. 

— Km  Blakeln 


FLASHBACKS 


r 


85  YEARS  AGO  IN  FORBES  |  FEBRUARY  18,  1922 

Worth  More  Than  Money  More  rich  Americans 

are  coming  to  realize  the  worthwhileness  of  giving  away 
some  of  their  money  for  unselfish  purposes.  And  this  trait 
promises  to  become  more  common.  The  mere  possession  of 
enormous  wealth  no  longer  wins  for  its  possessor  any  envi- 
able distinction.  Indeed,  the  multi-millionaire  who  exhibits 
no  public  spirit,  no  generosity,  no  benevolence  is  nowadays 
held  in  slight  regard  by  the  people.  Andrew  Carnegie  early 
said  that  he  would  make  the  hoarding  of  gigantic  fortunes 
unfashionable. 

50  YEAR'S  AGO  IN  FORBES  |  APRIL  1,  1957 

The  Falling  Dollar  To  orthodox  economists  and  bankers 
there  has  been  one  thing  seriously  wrong  with  our  current 
prosperity:  It  has  been  accompanied  to  a  disturbing  degree  by 
a  steady  decline  in  the  value  of  the  dollar.  Last  month,  with  the 


same  dreary  regularity  that  has  marked  its  performance  in 
most  of  the  postwar  years,  the  purchasing  power  of  the  dollar 
registered  another  new  low. 

15  YEARS  AGO  IN  FORBES  |  AUGUST  17,  1992 

The  Resurrection  of  Oracle  For  much  of  the  1980s 

Oracle  was  one  of  the  premier  growth  companies  in  the  soft- 
ware industry,  generating  equal  measures  of  admiration  and 
resentment.  Then,  in  the  summer  of  1990,  came  the  crash. 
Reported  sales  turned  out  to  have  been  exaggerated.  Profits 
turned  to  losses.  The  stock  collapsed.  Now  a  new  Oracle  is 
rising  from  the  ashes.  Instead  of  driving  for  market  share  at 
any  cost,  the  company  has  begun  emphasizing  profitability 
and  pushing  for  quality  in  its  products,  service  and  customer 
relationships. 

Following  a  string  of  acquisitions,  Oracle's  profits  rose  35%  in 
the  third  quarter. 
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Outfront 

HEARTBREAK 


Good  Cholesterol 
Goes  Bad 

The  drug  industry  makes  $35  billion  selling  cholesterol-lowering  drugs. 
But  its  attempts  to  come  up  with  an  encore  have  failed. 

By  Matthew  Herper  and  Robert  Langreth 


DRUGS  THAT  LOWER  CHOLES- 
terol,  like  Lipitor,  Zocor  and 
Crestor,  have  long  been  the 
pharma  industry's  biggest 
moneymaker,  generating 
cumulative  sales  well  in  excess  of  $200  bil- 
lion over  two  decades.  Thex  have  saved  un- 
told thousands  of  people  from  heart  attacks 
and  strokes.  But  the  reign  of  these  medical 
monoliths  is  coming  to  an  end. 
Three  once  lucrative  choles- 
terol-cutters have  already 
lost  patent  protection 
(Merck's  Mevacor  and 
Zocor,  and  Bristol-Myers 
Squibbs  Pravachol).  Lipi- 
tor goes  generic  in  2010, 
erasing  $8  billion  in  U.S. 
sales  for  Pfizer. 

Which  underscores 
why  the  drug  industry  is  on 
an  urgent  hunt  for  a  savior.  For 
a  few  years  it  thought  it  had  one: 
good  cholesterol,  also  known 
high-density  lipoprotein. 

The  mysterious  HDL  is  thought  to  un- 
clog  arteries  gunked  up  by  too  many  french 
fries.  People  with  high  levels  of  good  choles- 
terol appear  to  be  somewhat  protected 
against  heart  disease,  even  if  their  bad  cho- 


lesterol levels  are  high.  Over  the  last  decade 
Pfizer  and  other  drug  companies  have 
invested  billions  to  concoct  and  test  drugs  to 
boost  HDL. 

Now  the  results  of  the  first  big  trials  of 
HDL-raising  drugs  are  in,  and  they  are  a 
^disaster.  In  December  Pfizer  stopped 
testing  its  experimental 
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good-cholesterol  drug,  torcetrapib,  after  it 
boosted  the  death  rate  in  a  15,000-patient 
trial — even  though  it  raised  good  cholesterol 
by  60%  in  past  studies.  At  a  cardiology  meet- 
ing last  month  heart  researchers  unveiled 
mediocre  trial  results  for  two  other  good- 
cholesterol-boosting  drugs.  Three  more 
studies  revealed  that  Pfizer's  failed  pill 
didn't  unclog  arteries  at  all.  A 
fourth  supposed  artery  un- 
clogger  from  Astra- 
Zeneca  and  biotech 
company  Athero- 
^  Genics  also  failed  to 
\  clearly  mitigate  heart 
\\  problems. 

The  results  are 
so  bad  that  they 
call  into  question 
Big  Pharma's  abil- 
ity to  come  up) 
with  a  new  crop  of 
cholesterol  block- 
busters. This  is  forc- 
er  ing    doctors  to 
W  reassess  whether  high 
'  good-cholesterol  levels 
in  blood  test  results  are 
always  good.  "We've  hit  a 
terrible  dry  spelL  It's  very  dis- 


RETIREMENT 

SONATA 

How  Vanguard'  Target  Retirement  Funds  are  a 
simpler  way  to  compose  a  diversified  portfolio  that  helps 
keep  your  investments  in  tune  with  your  goals 


See  and  hear  how  much  simpler  investing  can  be  at 
www.vanguard.com/sonata 


Connect  with  us*  >  888  499  9785 


Vanguard 


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 
Read  and  consider  it  carefully  before  investing.  Target  Retirement  Funds  are  subject  to  the  risks  associated 
with  their  underlying  funds.  Diversification  does  not  ensure  a  profit  or  protect  against  a  loss  in  a  declining  market. 


©2007  The  Vanguard  Group.  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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couraging,"  says  Steven  Nissen  of  the  Cleve- 
land Clinic,  who  presented  disappointing 
results  for  two  HDL- raisers  at  the  recent 
American  College  of  Cardiology  confab. 
Adds  Eric  Topol  of  the  Scripps  Research 
Institute:  "It  will  take  years  to  get  this 
straightened  out." 

Cholesterol,  the  fat  that  clogs  arteries  and 
causes  heart  attacks,  is  ferried  around  the  body 
by  two  different  proteins.  Low-density 
lipoprotein,  the  bad  cholesterol,  carries  cho- 
lesterol fat  to  the  arteries,  where  it  gets  stored 


the  Framingham  researchers  concluded. 

But  the  relationship  between  HDL  and 
heart  disease  turned  out  to  be  maddeningly 
complex.  Not  everyone  with  low  HDL  is  at 
risk,  researchers  found.  A  normal  HDL  level 
is  around  50  milligrams  per  deciliter.  But  Ital- 
ian researchers  27  years  ago  discovered  one 
family  whose  HDL  levels  were  lower  than  15 
because  of  a  gene  mutation.  Their  arteries 
should  have  been  clogged  shut,  but  these 
patients  had  no  heart  disease.  It  turned  out 
their  HDL  was  superefficient  at  whisking  away 


Big  Pharma  has  invested  billions  trying  to  come  up  with  artery 
uncloggers.  So  far,  not  so  good. 

COMPANY/DRUG 

APPROACH 

RESULT 

PFIZER/torcetrapib 

Blocks  CETP  protein; 
raises  HDL  60%. 

Boosted  death  rate  in  one 
trial;  didn't  clear  arteries  in 
others. 

PFIZER;  SANKYO/ACAT  inhibitors 

Blocks  enzyme  thought 
to  form  plaque  in  arteries. 

Two  different  drugs  failed 
to  clear  arteries  in 
clinical  trials. 

PFIZER/Apo-A1  Milano 

Supercharged  HDL 
is  injected  into  heart 
patients'  arteries. 

Cleared  arteries  in  initial 
test  three  years  ago,  but 
further  trials  are  on  hold. 

ELI  LILLY/LY51 8674 

Raises  HDL  and  cuts 
blood  fat  by  hitting  a 
cellular  master  switch. 

No  better  than  older  drug  in 
big  trial,  with  hints  of 
kidney  problems. 

ASTRAZENECA  AND 
ATHEROGENICS/AGI  1067 

Antioxidant  pill  aims  to 
lower  artery  inflammation. 

Drug  failed  to  meet  goal 
in  trial. 

Sources:  American  College  of  Cardiology;  New  England  Journal  of  Medicine;  JAMA;  companies. 

as  plaque  in  the  artery  wall.  These  particles 
irritate  the  artery,  making  it  inflamed  and 
eventually  causing  the  plaque  to  break 
apart.  This,  in  turn,  is  the  cause  of  most 
heart  attacks  and  strokes.  High-density 
lipoprotein  is  thought  to  carry  the  choles- 
terol from  the  artery  wall  to  the  liver  for 
disposal.  It  also  appears  to  reduce  artery  in- 
flammation in  some  circumstances. 

The  case  for  raising  HDL  rests  not  on  clin- 
ical trials  but  mosdy  on  studies  showing  cir- 
cumstantial connections.  In  1976  researchers 
showed  that  healthy  farmers  in  Jamaica 
had  much  higher  HDL  levels  than  other 
Jamaicans  who  had  had  heart  attacks.  A  year 
later  results  from  the  landmark  Framingham 
Heart  Study  of  2,800  patients  showed  low 
HDL  levels  were  the  strongest  predictor  of 
heart  disease,  even  more  so  than  high  levels 
of  the  bad  cholesterol.  Every  one  point  rise 
in  HDL  decreased  heart  disease  risk  by  2%, 


cholesterol  from  arteries.  By  contrast,  Japan- 
ese patients  with  another  gene  mutation  were 
found  to  have  high  HDL  but  no  evidence  of 
benefit.  Complicating  matters  further,  HDL 
contains  a  constancy  shifting  array  of  50  or 
more  associated  proteins.  "It  is  not  a  stable 
particle,"  says  UCLA  cardiologist  Alan  Fogel- 
man.  "HDL  is  a  chameleon." 

By  the  early  1980s  drug  researchers 
turned  to  targeting  bad  cholesterol  because 
it  was  so  much  easier  to  understand.  Acad- 
emic researchers  studying  families  with  gene 
defects  that  caused  bad  cholesterol  levels  to 
soar  had  uncovered  key  biology  responsi- 
ble for  cholesterol  production.  This  finding 
(for  which  the  researchers  won  the  Nobel 
Prize)  led  to  the  current  crop  of  cholesterol 
drugs.  The  first,  Mevacor,  from  Merck,  came 
in  1987.  Zocor,  Lipitor  and  AstraZeneca's 
Crestor  are  essentially  more  potent  versions. 
Cholesterol-lowering  medicines  generated 


$35  billion  in  sales  in  2006,  and  cardiologist, 
have  become  intensely  focused  on  the  reduc- 
tion of  bad  cholesterol  because  they  have  seer 
its  lifesaving  potential. 

Researchers  got  excited  about  HDL  in  th« 
late  1990s  because  they  found  a  way  to  raise 
it  by  blocking  a  molecule  called  cholestero 
ester  transfer  protein  (CETP).  Some  studie; 
showed  that  people  with  gene  defects  tha 
caused  low  CETP  levels  had  less  heart  disease 
But  other  studies  contradicted  this. 

Pfizer,  hoping  to  extend  the  life  o 
Lipitor,  the  worlds  bestselling  drug,  gam 
bled  almost  $1  billion  developing  its  CETP- 
blocking  drug,  torcetrapib.  By  2004  Merd 
and  Roche  had  followed  with  their  owr 
CETP-blocking  drugs.  Novartis  and  Eli  Lilly 
meanwhile,  pushed  forward  with  differen 
HDL-promoting  strategies.  This  created  ar 
environment  where  researchers  talkec 
about  HDL  levels  as  all -important,  ignoring 
the  fact  that  HDL  was  much  more  poorl) 
understood  than  bad  cholesterol. 

Exactly  why  the  Pfizer  drug  failed  won' 
be  known  for  months,  if  ever.  Researcher; 
are  still  analyzing  what  went  wrong  in  the 
15,000-patient  trial  and  hope  to  have  result; 
in  the  fall.  In  the  meantime,  testing  of  CETP- 
blocking  drugs  at  Roche  and  Merck  is  likely 
to  be  delayed 

Pfizer  bought  a  tiny  drugmaker  foi 
$1.3  billion  in  2003  after  a  genetically  engi- 
neered version  of  the  hypercharged  HDI 
found  in  Italy  cleared  plaque  out  of  the 
arteries  in  just  six  weeks.  But  Pfizer  has  no 
completed  any  new  trials  of  the  treatment 
A  much  larger  attempt  this  year  by  Australiar 
flu-shot  maker  CSL  Ltd.  at  repeating  tha' 
experiment,  with  ordinary  HDL  taken  frorr 
donated  blood,  yielded  mixed  results. 

One  lesson  is  that  what  kind  of  HDI 
you  have  may  matter  more  than  the 
amount  you  have.  Researchers  say  that  HDI 
is  so  complicated  that  you  can  raise  it  anc 
still  get  a  bad  result.  "For  HDL  there  are  jus' 
so  many  components  involved  we  are  stil 
pretty  much  in  the  dark,"  says  Aldons  Lusis 
a  researcher  at  UCLA.  Says  Sanjay  Kaul  o: 
Cedars-Sinai  Medical  Center:  "HDL  will  be 
a  lot  more  difficult  than  the  LDL  was." 

Pfizer's  torcetrapib  drug  may  have  pro- 
duced large  amounts  of  dysfunctional  HDI 
and  just  worsened  the  problem.  In  lab  exper- 
iments UCLAs  Fogelman  has  found  that  HDI 
from  healthy  patients  has  anti-inflammatoiy 
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is,  IS  a  Clogged  artery.  Health  care  has  a  way  of  burying  itself 
in  paperwork,  which  cuts  productivity  and  wastes  time.  Time  that  isn't 
spent  on  your  business.  That's  why  we  created  Employer  eServices"  - 
a  Web  site  that  enables  administrators  to  take  care  of  enrollment, 
billing,  even  payment  -  fast  and  easy.  It  will  not  only  save  you  money, 
it'll  save  your  sanity.  Simpler  process,  smarter  solutions,  better 
results  for  you.  UnitedHealthcare  Healing  health  care. Together. 


Call  your  broker  or  visit  uhc.com/together 


I 


Help  Wanted 

In  China's  hot  market  for  job  listings,  51job 
is  the  leader.  But  foreign  giants  like  Monster 
are  stirring  |  By  Benjamin  Robertson 


OutfronL 

properties;  but  when  HDL  from  patients 
with  heart  disease  is  placed  in  the  same 
test  tubes,  it  promotes  inflammation.  By 
their  nature  epidemiological  studies 
contain  mosdy  healthy  people,  he  says, 
explaining  why  high  HDL  always  seems 
to  be  protective  in  these  studies. 

In  fact,  extremely  high  HDL  levels  may 
actually  be  a  sign  of  a  problem,  says  Allen 
J.  Taylor,  chief  cardiologist  at  Walter 
Reed  Army  Medical  Center.  An  HDL  of 
60  is  reassuring,  he  says,  but  as  it  gets  very 
high  he  uses  imaging  tests  to  see  if  there 
is  plaque  in  his  patients  arteries.  If  there 
is,  he  figures  the  HDL  is  "fouled  up,"  and 
he  prescribes  more  LDL-lowering  drugs. 
(National  guidelines  for  cardiologists 
use  HDL  to  help  estimate  risk  but  not  to 
decide  on  treatment.) 

Some  even  argue  that  focusing  on 
HDL  exclusively  may  have  been  a  sci- 
entific wrong  turn.  Low  HDL  almost 
always  goes  hand  in  hand  with  high 
levels  of  triglycerides,  particles  of  fat  in 
the  blood  linked  to  even  more  danger- 
ous forms  of  LDL.  "I'm  not  so  convinced 
that  levels  of  HDL  are  important,"  says 
Anne  Tybjaerg- Hansen,  a  biochemist  at 
Copenhagen  University  Hospital.  "You 
could  just  as  well  say  that  triglycerides 
are  the  risk  factor  and  HDL  is  just  some- 
thing that  follows." 

Drugmakers  aren't  giving  up.  HDL 
"is  extremely  important,"  says  Novartis 
research  head  Mark  Fishman,  a  cardiol- 
ogist by  training.  But  he  concedes  that 
there  are  good  HDL  particles  and  bad  HDL 
particles,  and  the  bad  ones  might  increase 
artery  inflammation.  Novartis  is  testing 
a  drinkable  form  of  HDL  (invented  by 
UCLA's  Fogelman)  that  doesn't  aim  to  raise 
HDL  levels.  It  aims  to  turn  bad  HDL 
particles  back  into  good  ones. 

Until  heart  researchers  figure  it  all  out, 
patients  with  low  good-cholesterol  levels 
can  try  to  get  healthy  without  Big  Pharmas 
help,  doctors  say.  High-intensity  exercise 
and  healthy  diets  raise  HDL  and  lower 
triglycerides,  large  studies  show.  If  that 
doesn't  work— and  it  won't  for  many  peo- 
ple—try an  ancient  HDL-raiser,  the  B 
vitamin  niacin,  if  you  can  live  with  its  an- 
noying side  effect  (hot  flashes).  Don't  hold 
your  breath  waiting  for  the  drug  compa- 
nies to  solve  your  problem  painlessly.  F 


FOR  DECADES  IN  CHINA  SEARCHING 
for  work  was  an  unthinkable  con- 
cept. The  government  assigned  you 
a  job  and  that  was  that.  But  this  year 
nearly  5  million  university  graduates  will 
be  chasing  white-collar  jobs— and  scan- 
ning ads  for  the  best  opportunities. 
Hence,  the  overnight  creation  of  an  $800 


million  job-listing  industry,  led  by  a 
company  called  51  job. 

Rick  Yan,  44,  started  51  job  in  1998 
with  colleagues  from  U.S.  consultant 
firm  Bain  &  Co.,  where  he  oversaw  the 
China  division.  A  pun  on  the  Chinese 
words  for  "I  want,"  51job  operates  in  26j 
cities  and  holds  20%  of  the  market, 
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Punctual  departures  from  16  U.S.  gateway 
Over  100  European  cities  within  easy  reach 
A  network  that's  growing  to  meet  your  nec 


h  award-winning  service  to 
ope  and  beyond,  you'll  arrive  at  your 
stination  relaxed,  refreshed  and 
dy  for  business.  Visit  lufthansa.com. 


There's  no  better  way  to  fly."    M  Lufthansa 


A  STAR  ALLIA 


Outfront 

according  to  2005  figures  from  Shang- 
hai research  firm  Iresearch.  51  job's 
biggest  rivals  are  ChinaHR,  which  held  a 
15%  market  share  in  2005,  and  Zhaopin, 
with  8.8%.  The  rest  of  the  fragmented 
market  consists  of  small  outfits  focused 
on  single  cities  or  regions. 

Yan's  first  product  was  Career  Post,  a 
weekly  300,000-circulation  broadsheet 
containing  only  classified  job  listings. 
Soon  he  launched  a  Web  site,  where 
employers  now  pay  a  minimum  $52  for 
20  listings  carried  for  up  to  a  month. 

Yan,  whose  Chinese  name  is  Zhen 
Ronghui,  took  51  job  public  on  the  Nasdaq 
in  2004  and  watched  the  share  price  zoom 
from  $14  to  $55.  Then  it  sank  after  the  com- 
pany missed  its  first  earnings  forecast.  This 
earned  the  company  a  rebuke  from  Nas- 
daq officials  and  a  shareholders'  lawsuit, 
which  was  dismissed.  Recently  the  shares 
were  trading  near  $17,  yielding  a  $470  mil- 
lion market  valuation.  Yan  blames  a  sud- 
den slowdown  in  the  recruitment  market 
at  the  time  of  the  listing  for  capsizing  his 


growth  estimates.  Now  he's  sure  the  com- 
pany is  on  a  firmer  footing,  and  he's  hint- 
ing that  he's  on  the  hunt  for  acquisitions. 

51  job's  decent  profits  will  help  with 
any  dealmaking.  Last  year  it  posted  $12.7 
million  in  earnings  on  $89.4  million  in 
revenue.  Morgan  Stanley,  which  under- 
wrote the  initial  offering,  forecasts  that  in 
2008  those  earnings  will  double  to  $25.6 


rest  is  from  things  such  as  executiv 
search  and  resume-screening). 

Now  51  job's  main  worry  is  its  com 
petitors.  U.S.  recruitment  giant  Monste 
took  a  40%  stake  in  the  privately  hek 
ChinaHR  for  $50  million.  Seek,  an  Aus 
tralian  online  recruitment  firm,  investec 
$20  million  for  a  25%  stake  in  Zhaopin 
Yan  views  consolidation  in  the  industr 


"When  you  have  more  employers  using 
your  sites,  you  have  more  job  seekers 
and  more  recruiters. " 


million  on  $122  million  in  revenue. 

Yan,  who  was  born  in  Hong  Kong 
and  holds  degrees  from  the  University  of 
Hong  Kong  and  the  Insead  business 
school  in  France,  has  resisted  calls  from 
overseas  advisers  to  ditch  the  print  ad 
business,  which  still  delivers  56%  of  the 
revenue,  versus  31%  from  online  (the 


as  inevitable  but  says  51  job  is  holding  it: 
market  position.  "Online  businesses  hav< 
very  high  economies  of  scale,"  he  says 
"The  bigger  you  grow,  the  better  th« 
margins.  And  when  you  have  more 
employers  using  your  Web  sites,  yoi 
have  more  job  seekers  and  more 
recruiters,  so  it's  a  virtuous  circle."  P 


PERSONAL  AFFAIRS 


Left  to  His  Own  Devices 

A  Japanese  inventor  gets  mechanical  about  sex  |  By  Tim  Kelly 


Not  shy:  "The  objective  was  to  get  around  the 
embarrassment  factor,"  says  Koichi  Matsumoto. 


KOICHI  MATSUMOTO  WAS  AN  AUTO 
mechanic  for  a  decade,  so  he's  used 
to  working  with  pistons  and  cylin- 
ders. Admiring  a  particular  set,  which 
includes  his  soft  silicon  invention  on  the 
receiving  end  of  a  glass  rod,  he  coos, 
"Look  how  it  hugs  the  side." 

His  brainstorm,  which  he  calls  the 
Onanicup,  is  in  the  nature  of  a  marital  aid 
appliance,  except  that  it  is  aimed  at  men 
who  lack  mates.  Matsumoto,  39,  claims 
his  Japanese  company,  Tenga,  is  selling 
100,000  of  them  a  month,  at  $7.  The 
device  doesn't  look  too  sleazy,  rather 
resembling  a  stylish  shampoo  dispenser. 
That  allows  it  to  be  offered  on  the  novelty 
rack  of  Don  Quijote,  a  national  sundries 
chain  with  120  stores.  Another  retail  out- 
let, somewhere  between  the  taste  parame- 
ters, is  Condomania,  with  three  shops.  Or 


for  the  discreet,  there  is  Amazon.com.jp. 

Matsumoto  staked  his  life's  savings  oi 
$100,000,  amassed  both  fixing  and  selling 
used  cars,  on  his  enterprise.  That  wasn't 
enough  capital,  and  he  turned  to  a  pornog- 
raphy distributor,  borrowing  $150,000. 

While  Japan's  underside  of  "love 
hotels,"  escort  hotlines  and  porn-and- 
paraphernalia  shops  flourish,  decent  soci- 
ety is  still  inclined  to  blush.  In  July  the 
state-funded  Japan  Industrial  Design  Pro- 
motion Organization  threw  Tenga  out  oi 
an  exhibition  promoting  its  annual  design 
awards.  "It  was  inappropriate,"  says  Keiko 
Arima,  a  spokesperson  for  the  body. 

Matsumoto  is  looking  for  export 
business.  He  has  developed  a  model 
called  the  U.S.  Tenga,  which  is  larger. 
Maybe  his  target  audience  will  take  that 
as  a  compliment.  F 
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Insurance  isn't  rocket  science. 

Unless,  of  course,  you're  insuring  a  rocket. 

From  jet  engine  manufacturers  to  Hollywood  productions,  complex 
industries  face  complex  insurance  challenges.  Challenges  that  won't  be  solved 
by  off-the-shelf  thinking.  At  Travelers,  our  underwriters  have  an  intimate 
knowledge  of  your  business,  so  they  can  offer  solutions  that  are  truly  in-synch 
with  your  needs.  Talk  to  your  independent  agent  and  keep  up  with  your  world 
today.  Or  whatever  world  you're  heading  toward  tomorrow. 
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Globalizatioi 


Multinationals  are  trashed  as  exploiters  of  the  poorest  people  on  the  planet. 
Wrong,  wrong,  wrong  By  Robyn  Meredith  with  Suzanne  Hoppough 
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global  2000 


RAGTAG  \RMY  OF  SAVE-THE- 
world  c  rusaders  has  spenl 
years  decrying  multinational 
■  corporations  as  villains  in  the 
Wb  wave  of  globalization  over- 
whelming the  Third  World.  This  ominous 
trend  would  fatten  the  rich,  further  impov- 
erish and  oppress  the  poor  and  crush  local 
economies. 

The  business-bashing  group  Public 
Citizen  argued  as  much  in  a  proclamation 
signed  by  almost  1,500  organiza- 
tions in  89  countries  in  1999. 
Whereupon  hundreds  of  protest- 
ers rioted  outside  a  conference  of 
the  World  Trade  Organization  in 
Seattle,  shattering  windows, 
blocking  traffic  and  confronting 
cops  armed  with  tear  gas  and  pep- 
per spray.  Six  hundred  people  were  arrested. 

Cut  to  2007,  and  the  numbers  are  in: 
The  protesters  and  do-gooders  are  just  plain 
wrong.  It  turns  out  globalization  is  good — 
and  not  just  for  the  rich,  but  especially  for  the 
poor.  The  booming  economies  of  India  and 
China — the  Elephant  and  the  Dragon — 
have  lifted  200  million  people  out  of  abject 
poverty  in  the  1990s  as  globalization  took  off, 
the  International  Monetary  Fund  says.  Tens 
of  millions  more  have  catapulted  themselves 
far  ahead  into  the  middle  class. 

Its  remarkable  what  a  few  container  ships 
can  do  to  make  poor  people  better  off.  Cer- 
tainly more  than  $2  trillion  of  foreign  aid, 
which  is  roughly  the  amount  (with  an  infla- 
tion adjustment)  that  the  U.S.  and  Europe 
have  poured  into  Africa  and  Asia  over  the 
past  half-century. 

In  the  next  eight  years  almost  1  billion 
people  across  Asia  will  take  a  Great  Leap  For- 
ward into  a  new  middle  class.  In  China  mid- 
dle-class incomes  are  set  to  rise  threefold,  to 
$5,000,  predicts  Dominic  Barton,  a  Shang- 
hai managing  partner  for  McKinsey  &  Co. 

As  the  Chindia  revolution  spreads,  the 
ranks  of  the  poor  get  smaller,  not  larger.  In 
the  1990s,  as  Vietnam's  economy  grew  6%  a 
year,  the  number  of  people  living  in  poverty 
(42  million)  fell  7%  annually;  in  Uganda, 
when  GDP  growth  passed  3%,  the  number 
fell  6%  per  year,  says  the  World  Bank. 

China  unleashed  its  economy  in  1978, 
seeding  capitalism  first  among  farmers  newly 


freed  to  sell  the  fruits  of  their  fields  instead 
of  handing  the  produce  over  to  Communist 
Party  collectives.  Other  reforms  let  the 
Chinese  create  22  million  new  businesses  that 
now  employ  135  million  people  who  other- 
wise would  have  remained  peasants  like  the 
generations  before  them. 

Foreign  direct  investment,  the  very  force 
so  virulendy  opposed  by  the  do-gooders,  has 
helped  drive  China's  gross  domestic  product 
to  a  more  than  tenfold  increase  since  1978. 


Capitalism  alone  isn't 
enough.  Globalization  is 

essential. 


PAUU  warm 

They  got  it  wrong:  Globalization  is  good. 

Since  the  reforms  started,  $600  billion  has 
flooded  into  the  country,  $70  billion  of  it  in 
the  past  year.  Foreigners  built  hundreds  of 
thousands  of  new  factories  as  the  Chinese 
government  built  the  coal  mines,  power  grid, 
airports  and  highways  to  supply  them. 

As  China  built  infrastructure,  it  created 
Special  Economic  Zones  where  foreign  com- 
panies willing  to  build  modern  factories  could 
hire  cheap  labor,  go  years  without  paying  any 
taxes  and  leave  it  to  government  to  build  the 
roads  and  other  infrastructure  they  needed. 
All  of  that,  in  turn,  drove  Chinas  exports  from 
$970  million  to  $974  billion  in  three  decades. 
Those  container  loads  make  Americans 
better  off,  too.  You  can  get  a  Chinese  DVD  at 
Wal-Mart  for  $28,  and  after  you  do  you  will 
buy  some  $15  movies  made  in  the  U.S.A. 

Per-person  income  in  China  has  climbed 
from  $16  a  year  in  1978  to  $2,000  now.  Wages 


in  factory  boomtowns  in  southern  China  can 
run  $4  a  day — scandalously  low  in  the  eyes 
of  the  protesters,  yet  up  from  pennies  a  day 
a  generation  ago  and  far  ahead  of  increases 
in  living  costs. 

Middle-class  Chinese  families  now  own 
TVs,  live  in  new  apartments  and  send  their 
children  to  private  schools.  Millions  of 
Chinese  have  traded  in  their  bicycles  for 
motorcycles  or  cars.  McDonald's  has  signed 
a  deal  with  Sinopec,  the  huge  Chinese  gaso- 
line retailer,  to  build  drive-through 
restaurants  attached  to  gas  stations 
on  China's  new  roads. 

Today  254  Starbucks  stores 
serve  coffee  in  the  land  of  tea, 
including  one  at  the  Great  Wall 
and  another  at  the  Forbidden 
Palace.  (The  latter  is  the  target  of 
protesters.)  In  Beijing  54  Starbucks  shops 
thrive,  peddling  luxury  lattes  that  cost  up 
to  $2.85  a  cup  and  paying  servers  $6  for  an 
8-hour  day.  That  looks  exploitative  until  you 
peek  inside  a  nearby  Chinese-owned  teahouse 
where  the  staff  works  a  12-hour  day  for  $3.75. 

Says  one  woman,  23,  who  works  for  an 
international  cargo  shipper  in  Beijing:  "My 
parents  were  both  teachers  when  they  were 
my  age,  and  they  earned  30  yuan  [$3.70]  a 
month.  I  earn  4,000  yuan  ($500)  a  month, 
live  comfortably  and  feel  I  have  better  oppor- 
tunities than  my  parents  did." 

Tony  Ma,  age  51,  was  an  unwilling  foot 
soldier  in  Mao's  Cultural  Revolution.  Dur- 
ing that  dark  period  from  1966  to  1976  uni- 
versities were  closed,  and  he  was  sent  at  age 
16  to  work  in  a  steel  mill  for  $2  a  month.  He 
cut  metal  all  day  long  for  seven  years  and 
feared  he  might  never  escape. 

When  colleges  reopened,  he  landed  a 
spot  to  study  chemistry,  transferred  to  the 
U.S.,  got  a  Ph.D.  in  biochemistry  and 
signed  on  with  Johnson  &  Johnson  at 
$45,000  a  year.  Later  he  returned  to  the 
land  he  fled  and  now  works  for  B.F. 
Goodrich  in  Hong  Kong. 

The  young  college  grads  in  China  today 
wouldn't  bother  immigrating  to  the  U.S.  for 
a  job  that  pays  $45,000,  he  says— because  now 
they  have  better  opportunities  at  home. 

Capitalism  alone,  however,  isn't  enough 
to  remake  Third  World  economies — global- 
ism  is  the  key.  A  big  reason  India  trails  be- 
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maligned  offshoring  boom  began.  Sud- 
denly Indian  software  engineers  were  pro- 
gramming corporate  America's  computers. 
New  college  graduates  were  answering 
America's  customer  service  phone  calls. 
Builders  hired  construction  workers  to 
erect  new  high-rise  buildings  suddenly  in  de- 
mand as  American  and  European  firms 
rushed  to  hire  Indian  workers. 

The  new  college  hires,  whose  older  sib- 
lings had  graduated  without  finding  a  job, 


200  million  people  in  India 
and  China  were  lifted  out 
of  abject  poverty. 


have  come  to  India,  and  107  McDonalds 
have  sprung  up,  serving  veggie  burgers  in 
the  land  where  cattle  are  sacred. 

None  of  this  gives  pause  to  an  entity 
called  International  Forum  on  Globalization. 
The  group  declares  that  globalism's  aim  is 
to  "benefit  transnational  corporations  over 
workers;  foreign  investors  over  local  busi- 
nesses; and  wealthy  countries  over  develop- 
ing nations.  While  promoters  . . .  proclaim 
that  this  model  is  the  rising  tide  that  will  lift 
all  boats,  citizen  movements  find 
that  it  is  instead  lifting  only  yachts." 

"The  majority  of  people  in 
rich  and  poor  countries  aren't 
better  off"  since  the  World  Trade 
Organization  formed  in  1995 
to  promote  global  trade,  asserts 


tell  of  surpassing  their  parents'  salaries 
within  five  years  and  of  buying  cell  phones, 
then  motorcycles,  then  cars  and  even  houses 
by  the  time  they  were  30.  All  of  that  would 
have  been  impossible  had  India  failed  to  add 
globalization  to  capitalism. 

Today,  despite  its  still  dilapidated  airports 
and  pothole-riddled  highways,  the  lumber- 
ing Elephant  now  is  in  a  trot,  growing  more 
than  7%  annually  for  the  last  decade.  In  2005, 
borrowing  from  the  Chinese,  India  began  a 
five-year,  $150  billion  plan  to  update  its  roads, 
airports,  ports  and  electric  plants.  India  is 
creating  free  trade  zones,  like  those  in  China, 
to  encourage  exports  of  software,  apparel, 
auto  parts  and  more. 

S.B.  Kutwal  manages  the  assembly  line 
where  Tata  Motors  builds  Safari  SUVs  (see 
story,  p.  70).  He  remembers  how,  in  the  1980s, 
people  waited  five  years  to  buy  a  scooter  and 
cars  were  only  for  the  rich.  "Since  we've  lib- 
erated the  economy,  lots  of  companies  have 
started  coming  into  India,"  says  Kutwal. 
"People  couldn't  afford  cars  then.  Now  the 
buying  power  is  coming." 

In  Mumbai  (formerly  Bombay),  Delhi, 
Bangalore  and  other  big  cities,  shopping 
malls  have  sprung  up,  selling  everything 
from  Levi's  jeans  to  Versace.  India  still  has 


Christopher  Slevin,  deputy 
director  of  Global  Trade  Watch,  an  arm  of 
Ralph  Nader's  Public  Citizen.  "The  breadth 
of  the  opposition  has  grown.  It's  not  just 
industrial  and  steel  workers  and  people 
who  care  about  animal  rights.  It  includes 
high-tech  workers  and  the  offshoring  of 
jobs,  also  the  faith-based  community' 

While  well-off  American  techies  may  be 
worried,  it  seems  doubtful  that  an  engineer 
in  Bangalore  who  now  earns  $40,000  a  year, 
and  who  has  just  bought  his  parents'  house, 
wants  to  ban  foreign  investment. 

Slevin's  further  complaint  is  that  global- 
ism  is  a  creature  of  WTO,  the  World  Bank 
and  other  unelected  bodies. 

But  no,  the  people  do  have  a  voice  in  the 
process,  and  it  is  one  that  is  equivocal  on  the 
matter  of  free  market  capitalism.  The  West- 
ern World's  huge  agriculture  subsidies — 
$85  billion  or  more  annually,  between  the 
U.S.,  Japan  and  the  European  Union — are 
decreed  by  democratically  elected  legisla- 
tures. The  EU  pays  ranchers  $2  per  cow  in 
daily  subsidies,  more  than  most  Indians 
earn.  If  these  farmers  weren't  getting  hand- 
outs, and  if  trade  in  farm  products  were 
free,  then  poor  farmers  in  the  Third  World 
could  sell  more  of  their  output,  and  could 
begin  to  lift  themselves  out  of  poverty.  F 


hind  its  bigger  neighbor  to  the  northeast  in 
lifting  the  lower  classes  is  that,  even  after 
embracing  capitalism,  it  kept  barriers  to  the 
flow  of  capital  from  abroad. 

Thus  77%  of  Indians  live  on  $2  a  day  or 
less,  the  Asian  Development  Bank  says,  down 
only  nine  percentage  points  from  1990.  A 
third  of  the  population  is  illiterate.  In  1980 
India  had  more  of  its  population  in  urban 
centers  than  China  did  (23%  versus  20%  for 
China).  But  by  2005  China  had  41%  in  cities, 
where  wages  are  higher;  India's 
urbanites  had  grown  to  only  29%. 

Freed  of  British  colonial  rule 
in  1947  and  scarred  by  its  pater- 
nalistic effects,  India  initially  com- 
bined capitalism  with  economic 
isolationism.  It  thwarted  foreign 
companies  intent  on  investing 
there  and  hampered  Indian  firms  trying  to 
sell  abroad.  This  hurt  Indian  consumers  and 
local  biz:  A  $100  Microsoft  operating  system 
got  slapped  with  duties  that  brought  the  price 
to  $250  in  India,  putting  imported  software 
and  computers  further  from  reach  for 
most  people  and  businesses.  Meanwhile,  the 
government  granted  workers  lavish  job 
protections  and  imposed  heavy  taxes  and 
regulations  on  employers.  Government  jobs 
usually  were  by  rote  and  paid  poorly,  but  they 
guaranteed  lifetime  employment.  They  also 
ensured  economic  stagnation. 

Financial  crisis  struck  in  1991.  Desper- 
ate for  cash,  India  flew  a  planeload  of  gold 
reserves  to  London  and  began,  grudgingly, 
to  open  its  economy.  Import  duties  were  low- 
ered or  eliminated,  so  India's  consumers  and 
companies  could  buy  modern,  foreign-made 
goods  and  gear.  Overseas  firms  in  many 
industries  were  allowed  to  own  their  sub- 
sidiaries in  India  for  the  first  time  since  1977. 
India  all  but  banned  foreign  investment  until 
1991.  Since  then  foreign  companies  have 
come  back,  but  not  yet  on  the  scale  seen  in 
China.  Foreign  companies  have  invested  $48 
billion  in  India  since  1991— $7.5  billion  of 
that  just  in  the  last  fiscal  year— the  same 
amount  dumped  into  China  every  six  weeks. 
By  the  mid- 1 990s  the  economy  boomed  and 
created  millions  of  jobs. 

By  the  late  1990s  U.S.  tech  companies 
began  turning  to  India  for  software  design, 
particularly  in  the  Y2K  crunch.  The  Indians 
proved  capable  and  cheap,  and  the  much- 


raggedy  street  touts,  but  when  they  tap  on 
car  windows  at  stoplights,  instead  of  ped- 
dling cheap  plastic  toys,  they  sell  to  the  new 
India:  copies  of  Vogue  and  House  &  Garden 
magazines.  Western  restaurants  are  moving 
in,  too:  Domino's  Pizza  and  Ruby  Tuesday's 


Adapted  from  The  Elephant  and  the 
Dragon:  The  Rise  of  India  and  China,  and 
What  It  Means  for  All  of  Us,  by  Robyn 
Meredith.  To  be  published  in  July  by  W.W. 
Norton  &  Co. 


68      FORBES      APRIL  16.  2007 


men 

Edmonds 

Introducing  the  2007 
:  Spring  Collection. 

allenedmonds.com 


No,  let's  walk. 


global  superstars 


- .,  ■ . 

•MMgl 


r//     Mm  ■ 

Ml 


People's 


he  Next 


India's  Tata  Motors  is  the  latest  to  offer  motoring  to  the  masses. 
A  $2,500  auto  could  go  places  |  By  Robyn  Meredith 


AN  INDIAN  CAR  MAY  SOON 
earn  a  parking  place  in  history 
alongside  Fords  Model  T, 
Volkswagens  Beetle  and  the 
British  Motor  Corp.'s  Mini,  all 
of  which  put  a  set  of  wheels  within  reach  of 
millions  of  customers  after  they  rolled  onto 
the  scene.  Tata  Motors  is  developing  a  car  it 
aims  to  sell  for  about  $2,500— the  cheapest, 
by  far,  ever  made. 

There  is  a  lot  riding  on  its  small  wheels. 
If  the  yet-to-be-named  car  is  a  success  when 
it  goes  on  sale  next  year,  it  would  herald 
the  emergence  of  Tata  Motors  on  the  global 


auto  scene,  mark  the  advent  of  India  as  a 
global  center  for  small-car  production  and 
represent  a  victory  for  those  who  advocate 
making  cheap  goods  for  potential  customers 
at  the  "bottom  of  the  pyramid"  in  emerging 
markets.  Most  of  all,  it  would  give  millions 
of  people  now  relegated  to  lesser  means  of 
transportation  the  chance  to  drive  cars. 

It  is  a  hugely  ambitious  project — rivals 
have  called  it  impossible — for  any  company. 
But  it  is  audacious  for  one  that  hadn't  even 
built  cars  a  decade  ago. 

For  decades  Tata  Motors  has  been 
India's  largest  commercial  vehicle  maker — 


the  Tata  logo  appears  on  buses,  dump  trucks, 
ambulances  and  cement  mixers.  Sturdy  as 
elephants,  they  are  a  fixture  of  the  Indian 
landscape.  Owners  inevitably  paint  the 
exteriors  in  a  cheerful  riot  of  bright  red, 
greeri,  orange,  blue  and  yellow  and  line  the 
un-air-conditioned  cabs  with  teakwood  to 
keep  them  cooler  in  India's  searing  heat. 

However  ubiquitous,  Tata's  trucks  faced 
a  problem  after  the  Indian  government  began 
reforms  that  opened  the  Indian  economy  in 
1991:  the  huge  cyclical  swings  in  demand 
typical  for  commercial  vehicles.  To  diversify, 
Tata  would  enter,  at  great  expense,  the  less 
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volatile  passenger  car  market. 

Before  the  reforms  Indian  customers  had 
so  few  choices  that  Tata  was  sheltered. 
When  demand  tailed  off  it  just  worked  down 
a  waiting  list,  and  there  was  never  a  need  to 
concern  itself  with  customer  desires.  Sure 
enough,  after  the  economy  slumped  in  the 
late  1990s — just  when  expenses  for  develop- 
ing the  passenger  car  hit  home — Tata  truck 
and  bus  sales  plunged  by  40%,  and  Tata 
Motors  lost  $110  million  in  fiscal  2000.  It  was 
the  first  red  ink  seen  since  1945,  when  the 
company  was  founded  to  make  locomotives. 
Executives  were  stunned.  "It  was  corporate 


India's  biggest  loss,"  says  Ravi  Kant,  man- 
aging director  of  Tata  Motors.  "The  crisis 
changed  us.  We  told  ourselves,  'Never  again."' 

But  Tata  Motors,  part  of  India's  largest 
conglomerate,  first  had  to  reset  its  ways.  Like 
many  Indian  companies  protected  for 
decades  from  foreign  competition,  Tata  had 
gotten  to  2000  still  fat  and  slow. 

Change  started  with  a  spring  2000  meet- 
ing at  the  Lakehouse,  a  bungalow  across  the 
street  from  the  company's  main  factory  in 
Pune,  a  three-hour  drive  east  of  Mumbai. 
Kant,  then  in  charge  of  the  commercial 
vehicle  division,  needed  fresh  ideas  instead 
of  rigid  resistance,  so  in  an  experiment,  he 
called  a  meeting  of  20  of  his  most  promis- 
ing young  managers — all  under  35  years  old 


Current  Indica  model  on  the  line;  Ratan  Tata  and 
Ravi  Kant  see  a  wider  market  for  1-lakh  cars. 


"I  have  a  problem,"  he  said  in  his  mat- 
ter-of-fact tone.  "The  company  is  bleeding." 
He  asked  for  ideas  on  how  to  stop  the  gush 
of  red  ink.  Okay,  they  told  him,  trim  costs. 

Girish  Wagh  was  there,  just  29  then.  He 
remembers  the  shock  of  what  came  next. 
"Ravi  Kant  said  that  1%  in  cost  cuts  would 
be  a  rounding  error.  He  asked  for  10%!"  says 
Wagh.  "Never  had  we  thought  of  such  a  tar- 
get." Every  single  year  until  then  costs  had 
gone  up,  not  down.  Kant  told  them  to  pres- 
ent a  basic  plan  that  very  afternoon,  in  front 
of  him  and— alarmingly— all  their  bosses. 

They  worked  frantically.  By  the  3  p.m. 


meeting,  their  wildest  ideas  were  on  the  table. 
Taken  together,  they  added  up  to  6.5%.  "A 
breakthrough!"  Kant  remembers  thinking. 
But  that's  not  what  he  said.  "Please  go  back 
and  think  again,"  he  told  them.  He  needed 
10%,  not  6.5%.  "You've  got  three  weeks."  The 
young  team  took  some  measures  even  as  it 
scrounged  for  more,  hi  came  benchmarking, 
purchasing  from  Internet  auctions,  out- 
sourcing parts  to  more  efficient  suppliers  and 
boosting  revenue  by  selling  Tata-made  dies 
to  other  companies.  Meanwhile,  the  Pune  fac- 
tory's veteran  boss  bought  into  the  project. 

The  transformation  of  Tata  Motors  had 
begun  with  the  searing  loss  in  2000,  but  it  con- 
tinued with  a  return  to  profit  in  the  fiscal  year 
ending  March  2003.  By  then  it  was  produc- 
ing two  car  models  and  selling  a  bit  abroad 
Today,  after  buying  or  partnering,  the  com- 
pany has  vehicle  projects  around  the  globe  and 
exports  1 1%  of  output,  mostly  to  South  Africa. 

Efficiency  is  way  up:  It  now  takes  between 
12  and  1 5  minutes  to  change  a  die  on  the  pas- 
senger car  assembly  line,  down  from  two 
hours  in  2000.  The  company's  break-even 
point  for  capacity  utilization  is  one  of  the  best 
in  the  industry  worldwide.  Between  2000  and 
2006  nearly  6,000  workers  left  the  company 
with  early-retirement  deals.  Meanwhile,  the 
once  radical  e-sourcing  idea  has  become  rou- 
tine for  Tata,  which  ran  750  reverse  auctions 
on  Ariba  in  the  past  year  to  bring  down  pur- 
chasing prices  by  an  average  of  7%  for  every- 
thing from  ball  bearings  to  the  milk  served 
in  the  company  cafeteria. 

Tata  Motors  listed  on  the  New  York  Stock 
Exchange  in  2004.  After  thousands  of  changes, 
in  the  quarter  ending  December  2006  Tata 
earned  $1 16  million  on  revenue  of  $1.55  bil- 
lion. Annual  revenue  grew  to  $5.2  billion  for 
the  fiscal  year  ending  in  March  2006.  Ana- 
lysts worry  that  high  product  development 
costs  and  rising  commodities  prices  could 
lower  profit  margins  for  the  next  few  quarters. 

The  changes  at  Tata  Motors  are  coming 
as  India  itself  is  transforming.  With  economic 
growth  charging  along  at  9%  last  year,  more 
and  more  Indians  can  afford  cars.  But  on  the 
highway  from  Mumbai  to  Pune,  the  new  cars 
zoom  past  wooden  carts  filled  with  construc- 
tion materials  and  pulled  by  ponies,  camels, 
elephants  or  even  people.  Roadside  markets 
offer  chickens  and  geese — those  chosen  are 
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slaughtered  on  the  spot  and  usually  carried 
home  on  motor  scooters.  Outside  the  Tata 
Motors  gates  in  Pune,  a  woman  in  a  flowing 
red  sari  balances  a  3-foot-wide  basket  on  her 
head.  It  holds  snacks  and  drinks  and  serves 
as  a  roving  roadside  shop. 

Inside  the  company  gates  is  a  modern 
factory  complex.  In  one  building,  just  past 
a  small  statue  of  the  beloved  Hindu  elephant 
god  Ganesha,  robots  pick  up  pieces  of  sheet 


metal  and  feed  them  into  a  series  of  30-foot  - 
tall  stamping  presses  every  ten  seconds 
until  the  left-side  door  of  a  Tata  Safari  SUV 
is  formed.  In  a  building  nearby,  workers  in 
navy-blue  uniforms  use  computer-aided 
designs  from  Tata  engineers  to  create  tools 
and  dies  used  to  make  those  sheet-metal 
stampings.  Tata  Motors  boosts  its  revenue 
by  making  dies  for  Jaguar,  Ford,  General 
Motors  and  Toyota,  too,  just  as  it  does  by 


allowing  the  made-in-India  Mercedes  to  be 
run  through  its  paint  shop. 

Workers  at  the  Tata  Motors  factory  have 
been  trained  in  Japanese  manufacturing 
techniques  that  call  for  continuous  improve- 
ment. A  worker  building  Safaris  noticed  that 
each  day  on  average,  one  front  grille  was 
ruined  when  a  worker  leaned  over  to  work 
on  the  engine  and  accidentally  scratched  the 
grille  with  his  belt  buckle.  Cost:  about  2,500 
rupees— $57— a  day,  or  $17,000  a  year.  Tata 
designed  a  simple  protective  cover  for  the 
grilles,  plus  a  slip-on  fabric  cover  for  belts 
and  watches  that  is  now  used  to  cut  down 
on  expensive  waste  at  each  of  Tata  Motors' 
factories.  Cost:  about  25  cents  per  vehicle. 

That's  the  sort  of  thing  that  Girish  Wagh, 
one  of  the  breakfast-meeting  whiz  kids,  was 
working  to  foster  when  Kant  called  him  in 
unexpectedly  in  December  2000.  Kant 
needed  someone  to  take  on  a  risky  project — 
to  extend  the  truck  line  beyond  the  sturdy 
Tata  mainstays.  Kant  wanted  one  cheap 
enough  to  compete  with  three-wheeled, 
motorized  rickshaws  and  even  considered 
building  a  small,  three-wheeled  truck. 

Before  starting  the  project,  Wagh  did 
something  no  one  at  Tata  Motors  ever  had: 
He  talked  to  customers.  The  three-wheeler 
men  inevitably  insisted  on  a  cheap,  depend- 
able truck  that  could  go  from  village  to  mar- 
ket carrying,  say,  200  chickens,  a  ton  of 
onions  or  potatoes,  or  2,000  eggs.  One  night, 
as  sunset  approached,  Wagh  stuck  with  one 
rickshaw  driver.  "I  kept  asking  the  question. 
Why?  Why?  Why  do  you  want  a  four- 
wheeler?"  Wagh  remembered  Finally,  he  got 
the  real  answer.  It  turned  out  it  wasn't  really 
a  problem  of  chickens  or  eggs.  "If  I  had  a  four- 
wheeler,  I  would  have  better  marriage 
prospects  in  my  village,"  the  young  man  said. 
Drivers  of  three-wheelers  are  looked  down 
upon  in  India  Wagh  realized  that  four  wheels 
had  emotional,  not  just  practical,  appeal. 

When  Tata  Motors  brought  out  the  bare- 
bones  Ace  truck  in  May  2005  for  just  $5,1 00, 
it  had  a  monster  hit:  The  company  sold 
100,000  in  20  months.  To  try  to  keep  up  with 
demand,  it  offers  the  truck  only  in  white  to 
save  the  time  it  takes  to  change  colors  in  the 
factory  paint  shop.  Tata  is  building  a  new 
factory  that  will  be  able  to  turn  out  250,000 
a  year  starting  this  month. 

So  when  Tata  Motors  needed  someone  to 


Tata  in  Tacoma? 


The  cheapest  new  car  available  in  the  U.S.  is  the  Korean-made  Chevro- 
let Aveo.  It  sports  a  sticker  price  of  $10,560,  quadruple  what  Tata 
Motors  is  aiming  to  hit  in  India.  The  consultants  at  Roland  Berger 
argue  the  Aveo's  not  cheap  enough,  leaving  an  underserved  American 
market.  They  estimate  sales  of  cars  priced  under  $10,000  could  grow  by  65% 
in  the  U.S.  by  2012. 

So,  will  U.S.  burger-flippers  be  able  to  run  to  a  dealership  anytime  soon 
and  roll  home  in  a  brand-new  Tata?  Not  likely. 

Roland  Berger  estimates  it  would  cost  as  much  as  $4,000  on  top  of  Tata's 
$2,500  to  engineer  the  car  to  meet  U.S.  safety  and  emissions  regulations, 
transport  it,  pay  tariffs,  market  it,  pay  lawyers  and  offer  warranties.  The 
same  would  hold  true  to  meet  European  or  Japanese  standards. 

Meanwhile,  the  Tata  would  have  to  compete,  too,  with  a  used-car 
market  that  turns  over  43  million  cars  a  year.  A  quick  Web  search  shows  that 
$6,500  could  buy  a  1998  Cadillac  Seville  with  a  V-8  engine  and  a  leather 
interior,  or  a  2002  Dodge  Caravan  that  seats  seven. 

Would  a  little  wagon  with  30hp  really  figure  in  that  equation?  "It 
wouldn't  attract  Western  consumers;  it  is  designed  for  pure  mobility  needs," 
says  Erkut  Uludag,  an  author  of  a  recent  Roland  Berger  study  of  low-cost 
cars.  "It  may  be  cheaper  to  start  from  scratch  and  build  a  new  car  specifically 
for  export." 

Indeed,  Tata,  though  it  says  it  has  no  plans  to  export  the  People's  Car 
beyond  developing  countries,  may  be  able  to  leverage  what  it  learns  from 
designing  and  producing  the  world's  cheapest  car.  For  all  the  attention 
China  attracts  from  those  fearful  of  an  auto  onslaught,  it  may  be  India— and 
Tata— that  lead  the  way. 

"They  are  on  a  steep  learning  curve;  I  am  very  impressed  with  the 
company/'  says  Jeffrey  Liker,  a  lean-manufacturing  expert  and  professor  at 
the  University  of  Michigan.  According  to  Roland  Berger,  Indian  quality  is 
superior  to  Chinese  quality  jn 
general.  "Somewhere  the  ne: 
Hyundai  is  out  there,  working  from 
a  low-cost  base,"  Liker  says. 

Remember  the  sneers  about 
Hyundai  when  it  first  arrived  in  th 
U.S.:  It  couldn't  compete  with  use 
cars.  Hyundai  now  sells  450,000 
autos  a  year  here.   ' . 

^-Jonathan  Fahey 
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global  superstars 


take  charge  of  the  company's  most  ambitious 
plan  yet — to  build  the  worlds  cheapest  car 
ever— Ravi  Kant,  who  by  then  had  become 
the  company's  managing  director,  again 
turned  to  Wagh.  Wagh  remembers  what  he 
learned  marketing  the  little  truck  "People  want 
to  move  from  two-wheelers  to  four-wheelers," 
he  says.  "Today  they  can't  afford  it." 

More  and  more  can,  but  Indian  car  buy- 
ers today  represent  a  tiny  slice  of  a  potentially 
giant  market— India  has  just  seven  cars  per 
1,000  people.  India's  auto  industry  has  grown 
an  average  of  12%  for  the  past  decade,  but 
just  1.3  million  passenger  vehicles  were  sold 
in  India  in  the  fiscal  year  ending  March  2006. 
That  means  a  billion  Indians  buy  about  the 
same  number  of  cars  in  a  year  as  300  mil- 
lion Americans  buy  in  a  month. 

If  four  wheels  cost  as  little  as  two  wheels, 
that  could  change  fast.  About  7  million 
scooters  and  motorcycles  were  sold  in  India 
last  year,  typically  for  prices  between  30,000 
rupees  and  70,000  rupees,  about  $675  to 
$1,600.  Tata  is  targeting  a  price  of  100,000 
rupees — one  lakh,  in  Indian  terms  of  meas- 
urement— or  about  $2,500  at  current  ex- 
change rates,  for  its  small  car.  That  sounds 
impossibly  cheap  in  the  West  but  remains 
three  times  higher  than  India's  annual  per 
capita  income.  The  average  pay  for  factory 
workers  at  Tata  Motors  is  just  $5,500  a  year. 

Within  a  few  years  2  million  of  those 
motorcycle  owners  may  trade  up  to  buy  the 
Tata  car,  figures  McKinsey  and  Co.  partner 
Ramesh  Mangaleswaran  in  Mumbai. 

Trying  to  build  a  car  cheap  enough  for 
motorcycle  buyers  seems  to  make  sense 
now  but  seemed  crazy  several  years  ago 


Low  Riders 

Tata  Motors'  plans  would  produce,  in  real 
terms,  by  far  the  cheapest  car  ever  made. 


Car 

Year 
introduced 
in  U.S. 

Horsepower 

Price1 

Model  T 

1908 

20 

$19,700 

Beetle 

1956 

24 

11,333 

Mini 

1961 

34 

11,777 

Tata  Motors 

2008 

33 

2,500 

1  Adjusted  to  2007  U.S.  dollars. 

Sources:  Tata  Motors,  Ward's  Auto  World;  Edmunds.com 


when  Ratan  Tata,  longtime  chairman  of 
Tata  Motors  and  scion  of  the  nation's  giant 
Tata  Group  conglomerate,  first  mentioned 
his  dream  of  building  a  one-lakh  car  in  2003. 
"They  are  still  saying  it  can't  be  done,"  he 
says,  insisting  that  it  can  and  will.  "Every- 
body is  talking  of  small  cars  as  $5,000  or 
$7,000.  After  we  get  done  with  it,  there  will 
hopefully  be  a  new  definition  of  low-cost." 

Many  low-cost  car  producers  have  set  up 
shop  in  India,  and  McKinsey  believes  it  could 
become  a  global  hub  for  small-car  produc- 
tion the  way  the  U.S.  is  for  pickups.  Hyundai 
and  Suzuki  build  their  small  cars  in  India, 
and  Toyota  is  considering  an  India  hub. 
Passenger  vehicle  exports  grew  by  13%  last 
year  to  192,000,  according  to  J.D.  Power  and 
Associates,  with  Hyundai  exporting  more 
than  110,000. 

A  one-lakh  car  is  unlikely  to  be  sold  in 
the  U.S.  (see  box,  p.  72).  But  it  wouldn't  be 
aimed  only  at  India,  either,  Ratan  Tata  says. 
Bottom-of-the-pyramid  markets  would  be 
the  best  fit:  places  like  Africa,  Southeast  Asia 
and  maybe  eastern  Europe  and  Latin  Amer- 
ica, wherever  income  levels  mirror  India's. 


Driven  to  diversify:  The  company's  sturdy  buses  and  trucks  are  colorful  Indian  mainstays. 


The  cost  target  is  tough 
but  there  are  plenty  of  othe 
hurdles  at  home.  India' 
inadequate  roads,  for  one 
Roads  and  highways  ar 
being  built  nationwide,  bu 
if  India  goes  car  craz) 
maddeningly  slow  traffic  i 
inevitable  for  several  years 
By  far  the  biggest  strug 
gle  in  India  is  politica 
The  People's  Car  factory  i 
already  caught  in  the  crossfire,  as  politician 
and  pressure  groups  squabble  over  forcin 
destitute  farmers  off  their  land  for  a  projec 
expected  to  bring  10,000  jobs  to  industry 
hungry  West  Bengal.  The  company  signei 
the  final  deal  with  the  state  last  month  am 
has  begun  the  property's  boundary  walls,  lani 
leveling,  and  road  and  building  plans. "  We'v 
lost  four  months,"  says  Ratan  Tata.  So  far. 

He  is  still  personally  driving  the  People 
Car  project.  It  is  a  rear-engined,  four-doo 
four-seat  car  that  will  get  around  on  33hp- 
more  pep  than  the  Model  T  or  the  VW  Bee 
de  had  when  they  drove  onto  the  scene.  Th 
cheapest  versions  won't  have  air-condition 
ing  or  power  steering,  but  Tata  hopes  its  cut 
looks  will  make  up  for  missing  creatur 
comforts — just  as  happened  with  the  W 
Beetle  and  the  Mini  long  before  it. 

Tata  Motors  has  not  released  a  phot 
of  its  prototypes,  but  Ratan  Tata,  a  traine^ 
architect  with  a  penchant  for  designin 
consumer  goods,  sketched  its  outlines  fc 
a  reporter's  eyes  only.  He  drew  an  egg-shape 
car  with  a  ceiling  high  enough  to  handle  hi 
tall  frame.  He  pointed  proudly  to  the  ai 
intake  scoop  in  front  of  the  rear  tires  and  th 
vertical  taillights  similar  to  those  found  o 
the  Tata  Lndica.  Under  the  front  hood  it  wi 
have  a  small  storage  space,  "like  an  overhea 
bin"  on  an  airplane,  Tata  says.  "It  is  not  a 
small  as  a  Smart,"  he  says.  "It  is  not  a  car  wit 
plastic  curtains  or  no  roof— it's  a  real  car." 

'  The  design  was  outsourced  to  Italy 
Institute  of  Development  in  Automotiv 
Engineering,  but  Tata  himself  ordere 
changes  along  the  way.  Most  recently  h 
vetoed  the  design  of  the  windshield  wiper 
His  solution:  a  single  wiper  instead  of  two 
giving  the  car  a  cleaner  look. 

And  cutting  the  cost  of  windshiel 


wipers  for  the  People's  Car  in  half. 


I 
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Nourishing  Ideas.  Nourishing  People: 


global  superstars 


Global  trade  is 
getting  more 
complex.  Expeditors 
International  is  one 
middleman  you 
don't  want  to 
eliminate. 
By  Jonathan  Fahey 

That 


LARRY  L.  ELLIS'  HEADACHE 
started  with  the  speaker; 
Ellis  runs  the  logistic 
department  at  CSK  Auto, 
chain  of  1,300  auto  part 
stores  under  the  name 
Checker,  Schuck's,  Kragen  and  Murray; 
His  job:  get  the  goods  onto  the  stor 
shelves,  on  time  and  cheaply.  In  200 
CSK  cranked  up  its  sales  of  flashy  Asia 
imports  like  racing  seat  covers  and  30C 
watt  speakers.  They  were  more  profitabl 
than  U.S. -made  oil  filters. 

But  soon  Ellis  started  losing  track  c 
Asian  parts  in  transit.  CSK  s  delay  fee 
climbed  at  the  ports  of  Los  Angeles  an 
Long  Beach,  Calif,  because  its  truck 
were  missing  loading  times.  Container 
were  getting  stopped  more  often  for  se 
curity  scans.  "Going  into  a  big  weeken 
Id  get  the  call  [from  suppliers],"  he  say: 
"Theyd  say,  'We're  not  going  to  make  it.' 
So  Ellis  hired  a  middleman,  Expedi 
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tors  International,  the  Seattle  freight  for- 
warder. Freight  forwarders  are  the  travel 
agents  of  cargo.  With  Expeditors'  help, 
CSK  cut  the  number  of  stops  for  security 
scans  by  three-quarters. 
Expeditors'  tracking  software 
tied  Ellis  to  his  suppliers  so 
he  could  view  the  location 
and  projected  arrival  times 
for  merchandise.  Delay  fees 
fell  by  92%.  "This  real-time 
view  is  what  we  needed  to 
get  ourselves  under  control," 
Ellis  says. 

Middlemen  were  sup- 
posed to  fall  victim  to  the 
arrival  of  semiautomated 
and  information-rich  global 
supply  chains.  But  for  every 
efficient  logistical  enterprise 
like  a  Wal-Mart,  Dell  or 
Zara,  there  are  dozens  strug- 
gling with  the  growth  and 
complexity  of  global  trade. 
Free-trade  agreements  have 
added  thousands  of  rules 
and  guidelines  that  govern 
which  products  qualify  for 
which  tariffs.  Heightened 
security  has  spawned  differ- 
ent new  rules  for  each  coun- 
try. And  supply  chains  are 
getting  longer  as  companies 
source  more  raw  materials 
and  oarts  from  cheaper 
overseas  markets.  Since 
1995  container  traffic  has 
increased,  on  average,  5.2% 
more  per  year  than  world 
GDP. 

Complexity  is  good  for 
Expeditors.  Last  year  global 
trade  grew  by  approxi- 
mately 10%,  while  Expedi- 
tors' revenue  grew  at  twice 
that  rate,  to  $4.6  billion. 
Over  the  past  five  years 
profits  have  risen  19%  a 
year  to  $235  million.  Unlike 
competitors  such  as  FedEx, 
UPS  and  DeutschePost, 
Expeditors  owns  no  trucks, 
ships  or  planes.  But  each 
day  its  226  offices  in  70 


l 

Trade  Flo  w  s 

It's  not  just  Asia  ship- 
ping west — the  world 
is  moving  more  mate- 
rial. Below:  total  mer- 
chandise exported,  in 
billions  of  U.S.  dollars. 


2000:  $6,452 
2005:  $10,431 


2000:  $2,437 
2005:  $4,001 


2000:  $782 
2005:  $904 


2000:  $249 
2005:  $762 


2000:  $106 
2005:  $244 


2000:  $55 
2005:  $118 


2000:  $42 
2005:  $95 


Source:  World  Trade  Organization 


countries  keep  track  of  3,000  shipping 
containers  and  2  million  pounds  of  air- 
freight as  it  moves  jeans  for  Gap,  lap- 
tops for  Hewlett-Packard  and  phones 
for  Motorola.  Expeditors 
generates  a  24%  return  on 
capital,  something  that  a 
shipping  company  with  a 
lot  of  vehicles  would  be 
hard-pressed  to  match. 
Expeditors'  closest  U.S. 
competitor  is  Houston's 
Eagle  Global  Logistics, 
with  a  10%  return  on 
capital. 

"It's  basic  in  its  nature, 
but  it's  very  complicated 
from  within.  We  still  have 
tons  of  opportunity.  We're 
still  tiny'  says  Expeditors' 
chief  executive  and  co- 
founder,  Peter  J.  Rose. 

Expeditors'  shares  are 
down  26%  from  their  high 
last  July,  dragged  down 
with  other  U.S.  transporta- 
tion stocks  amid  fears  of 
an  economic  slowdown. 
This  could  be  a  buying 
opportunity — unless  you 
think  a  global  recession  is 
imminent. 

Don't  ask  Rose  for  eco- 
nomic guidance.  "Consult- 
ing Madame  Zelda's  crystal 
ball  has  never  been  some- 
thing we've  been  comfort- 
able doing.  Global  trade  is 
here  to  stay,  and  it's  not 
going  to  go  away,"  wrote 
Rose  in  a  recent  memo  to 
investors.  (This  is  how  he 
talks  with  Wall  Street,  via 
written  answers  to  hand- 
picked  investor  questions, 
published  as  Securities  & 
Exchange  Commission  fil- 
ings. With  some  answers  he 
plays  it  straight,  but  in 
many  he  ridicules  investors 
whose  questions  he  deems 
stupid.) 

Rose  wants  to  get 
involved  with  larger,  more 


complicated  international  shipments 
delivering  the  staging  for  the  Beijing 
Olympics,  helping  set  up  satellite-receiven 
stations  in  remote  locations  or  moving 
entire  factories.  And  Expeditors  is  build 
ing  up  its  domestic  shipping  network  with 
U.S.  firms  such  as  Conway  and  Kitty 
Hawk  Air  Cargo. 

Until  recently  Expeditors  had  taken 
only  a  passing  interest  in  domestic  freight 
It  would  arrange  to  deliver  goods  from  the 
ports  to  inland  distribution  centers,  but  iti 
generally  wouldn't  move  something  from 
Chicago  to  Atlanta.  Now  it  plans  to  sell 
space  on  trucks  and  planes  it  already  has 
in  use  within  the  U.S. 

The  basics  of  freight  forwarding  have 
changed  little  since  the  1970s.  Expeditors 
gathers  shipments  from  dozens  of  manu 
facturers  near,  say,  Shanghai,  shuffles 
them  together,  deals  with  customs  and  has 
them  loaded  onto  a  cargo  ship  or  airplane 
on  which  it  has  reserved  space.  When  thej 
goods  land  in,  say,  Los  Angeles,  Expedi 
tors  deals  with  customs  again  and  has  the 
stuff  sent  to  its  customers'  stores,  factories) 
or  warehouses. 

Transportation  outfits  have  beenl 
merging,  acquiring  and  adding  services 
to  position  themselves  as  full-service| 
logistics  companies.  Some,  like  UPS,  grew 
up  as  couriers  and  have  added  freight  for  J 
warding  and  customs  brokerage  services] 
Others  started  as  trucking  companies  or 
warehousers.  "They  all  have  PowerPoints) 
that  say  they  can  do  it  all,  but  usually  ii 
you  look  closely,  they  are  good  at  soma 
things  or  some  places  and  not  so  good  at) 
others,"  says  Abbott  Weiss  of  Massachu- 
setts Institute  of  Technology's  Center  for 
Transportation  &  Logistics. 

Expeditors  has  never  done  an  acquisi 
tion,  and  Rose,  64,  says  he  won't  even  con 
sider  one.  While  others  spend  time  trying 
to  integrate  disparate  computer  systems 
cobbled  together  via  acquisition,  Expedi-| 
tors  can  add  new  services  and  expectj 
them  to  work  right  away.  "You  can  walk 
into  any  of  our  offices,  whether  it's  Dhaka) 
or  Detroit  or  Diisseldorf,  and  it's  the  same) 
system,"  says  Rose. 

And  he  swears  he'll  never  sell,  at  any 
price:  "People  say,  'Never  say  never;  every-) 
body  has  a  price.'  Well,  no.  You  don't 


80      FORBES      APRIL  16,  2007 


Expeditors  Chief  Executive  Peter  J.  Rose  motivates  employees  with  cash,  shareholders  with  growth.  Nonetheless,  he  says  "We're  still  tiny." 


junderstand.  This  is  our  baby.  Our  baby  is 
not  for  sale.  Not  for  any  price." 

Every  month  each  of  the  company's 
1226  branches  pays  out  20%  of  its  pretax, 
prebonus  profit  to  workers.  Rose  says  a 
^competitor  once  tried  to  recruit  an 
jemployee  in  Los  Angeles  with  a  six-figure 
Isalary.  "Our  guy  said,  'A  month?',  and  they 
said  'What?'"  Rose  says.  "Our  number 
■twos  and  threes  make  more  than  their 
pumber  ones."  Rose's  pay  was  a  base  salary 
jof  $110,000  in  2005,  supplemented  by  a 
i$4  million  incentive  bonus.  (Also,  he 
ijowns  shares  worth  $65  million.) 

Money  motivates.  A  European  cloth- 
jjing  retailer  opening  stores  rapidly  in  the 
1  U.S.  wanted  to  be  able  to  assemble  sets  of 

■  (containers  that  had  everything  a  store 
1  (needed  to  open.  There  were  hundreds  of 

■  litems  in  the  containers:  metal  racks,  wood 
|  shelving,  brackets,  fabrics,  signs,  posters, 
I  mirrors,  computers,  stationery  and  even 
I  candy.  Expeditors  analyzed  the  tariffs  owed 
lund  documents  required  for  the  import  of 
lj:he  items,  which  were  sourced  from  many 


countries,  each  with  different  trade  agree- 
ments. Expeditors'  advice:  Lose  the  candy. 
The  U.S.  documentation  requirements  for 
food  weren't  worth  the  hassle. 

Another  customer  in  the  consumer 
electronics  industry  was  about  to  launch  a 
surprise  digital  audio  player.  The  customer 


ditors'  warehouse  in  Hong  Kong,  staff 
reassembled  the  cargo  into  airplane-ready 
units,  surrounding  each  batch  with  ply- 
wood boards,  plastic  sheets  and  netting. 
The  whole  process  was  videotaped,  and 
photos  were  forwarded  to  Expeditors  staff 
and  the  customer  in  Europe.  Upon  arrival 


II 


Consulting  Madame  Zelda's  crystal 
ball  has  never  been  something 
we've  been  comfortable  doing." 


was  especially  anxious  about  guarding  it 
from  theft  and  prying  eyes.  At  the  factory 
in  eastern  Asia,  employees  from  Expedi- 
tors and  the  customer  inspected  the  pallets 
to  ensure  they  were  strapped  and  shrink- 
wrapped  thoroughly.  Pallet  counts  were 
verified,  digital  photos  taken,  the  trucks 
loaded  and  sealed.  The  trucks  were  sent 
with  a  security  escort. 

When  the  shipment  arrived  at  Expe- 


the  units  were  compared  with  the  photos 
sent  ahead  and  broken  down  under  the 
watch  of  video  cameras  and  guards  and 
handed  over  to  the  customer. 

The  human  touch  is  what  makes 
Expeditors  indispensable.  "You  can  play 
with  that  keyboard  all  day,"  says  Rose,  "but 
unless  you  have  the  people  in  the  origin 
offices  who  know  how  to  load  a  container, 
freight  is  not  going  to  move."  F 
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Meeting  the  Halal  Test 

Nestle  mastered  elaborate  religious  rules  to  sell  its  products  in  the 
Islamic  world.  It's  paid  off  with  $3  billion  in  annual  sales. 

By  Carla  Power  and  loannis  Gatsiounis 


YOU  MIGHT  THINK  OF  NESTLE 
as  the  least  likely  company  to 
venture  into  such  a  ticklish 
market  as  religious  food.  The 
Swiss  multinational  has,  after 
all,  attracted  more  than  its  share  of  pro- 
testers with  other  product  lines  (namely, 
infant  formula  and  chocolate).  But  far 
from  shying  away  from  the  halal  market — 
food  that  passes  muster  with  Islamic 
authorities — Nestle  has  jumped  in  with 
both  feet. 

For  centuries  the  men  who  decided 
whether  food  was  halal  were  bearded  and 
worked  in  mosques.  But  Othman 
Muhammed  Youssef— not  a  mullah  but  a 
clean-shaven  Nestle  executive — has  forged 
a  career  as  a  halal  expert.  He's  in  charge  of 


Nestle  Malaysia's  halal  lines,  making  sure 
they're  free  of  alcohol,  pork  or  any  prod- 
uct from  an  animal  not  slaughtered 
according  to  Islamic  guidelines.  This  cov- 
ers everything  right  down  to  KitKat  bars 
that  are  free  of  flavorings  that  have  traces 
of  alcohol. 

Youssef,  45,  was  a  food  engineer  in 
Groupe  Nestles  R&D  headquarters  in 
Switzerland  more  than  a  decade  ago  when 
he  was  asked  to  help  figure  out  how  to  keep 
some  of  his  employer's  supply  lines  halal.  It 
proved  to  be  a  good  career  break  Nestie  has 
become  the  biggest  food  manufacturer  in  the 
halal  sector,  with  more  than  $3  billion  in  an- 
nual sales  in  Islamic  countries  and  with  75 
of  its  48 1  factories  worldwide  producing  halal 
food.  "Nesde's  set  the  pace  on  halal  for  multi- 


nationals," says  Abdulhamid  Evans  of  Kaseh- 
Dia,  a  Kuala  Lumpur  consulting  company. 

Nestle  is  tapping  into  a  vast  market. 
With  1.6  billion  Muslims  worldwide  and 
Islam  the  fastest-growing  religion,  halal 
food  sales  are  now  worth  $580  billion 
annually,  according  to  Malaysia's  Halal 
Industry  Development  Corp.  "Food  com- 
panies are  not  going  to  be  global  unless 
they're  halal,"  says  Joe  Regenstein,  a  pro- 
fessor of  food  science  at  Cornell  Univer- 
sity. And  an  increasingly  affluent  and 
sawy  base  of  Muslim  consumers  means 
that  the  halal  industry  is  growing  in 
sophistication  as  well  as  size.  Well  beyond 
being  just  about  meat,  it  now  embraces 
products  from  lipstick  to  vaccines  to  sav- 
ings accounts.  In  1990  the  Islamic  Food  & 
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Nutrition  Council  of  America  had  only  23 
clients  paying  for  its  halal  certification 
services.  Last  year  it  certified  products  for 
2,000  companies  worldwide. 

Nestle,  which  had  $8 1  billion  in  sales 
last  year  and  ranks  number  51  on  Forbes 
Global  2000  list,  caught  the  wave  when  the 
halal  industry  was  pretty  much  a  matter  of 
uncle-and-auntie  butchers  and  the  neighbor- 
hood bazaar.  In  the  1980s  Nesde  Malaysia 
started  a  halal  committee— a  group  of  1 1  ex- 
ecutives who  oversaw  halal  standards  from 
farm  to  fork.  In  the  early  1990s  this  division 
decided  to  make  all  of  its  imports  and  ex- 
ports halal,  even  though  that  meant  its  food 
scientists  would  have  to  occasionally  engage 
in  angels-on-the-head-of-a-pin  debates. 
"Alcohol  is  not  allowed,"  observes  Nestle 
Malaysia's  managing  director,  Sullivan 
O'Carroll.  "But  if  a  product  has  natural 
alcohol  in  it,  for  example,  from  fruit,  it  is 
allowed.  So  there  can  be  a  debate  as  to 
whether  the  alcohol  is  there  naturally  or  has 
been  put  in."  Nestle  Malaysia  has  pioneered 


halal  standards  for  Nestle  worldwide,  with 
Youssef  and  his  staff  flying  off  to  consult  with 
executives  from  India  to  West  Africa. 

The  lengths  that  Nestle  must  go  to 
meet  these  standards  can  be  seen  at  the 
Maggi  noodle  factory  outside  of  Kuala 
Lumpur.  It  looks  ordinary  enough,  with 
its  bright  lights,  conveyor  belts  and  white- 
coated  workers  bent  over  noodle  vats.  But 
for  one  thing,  if  animal  bristles  are  used  in 
the  factory's  machine  brushes,  they've 
been  checked  to  make  sure  they  don't 
come  from  pigs  or  animals  not  slaugh- 
tered in  accordance  with  Islam. 

Like  the  rest  of  Nestles  hundred  halal 
lines,  the  noodles  have  been  subjected  to 
an  intensive  screening  process,  starting 
with  the  R&D.  A  halal  checklist  runs 
around  30  pages  for  each  product  and 
includes  such  questions  as  "Does  product 
contain  pork  or  parts  thereof,  e.g. 
enzymes,  bacon  ...  ?"  Then  the  Muslim 
scholars  at  Jakim,  Malaysia's  Department 
of  Islamic  Development,  must  approve  the 


checklist.  And  to  help  avoid  hitches  with 
its  suppliers,  Nestle  Malaysia  established  a 
halal  training  program  for  small  busi- 
nesses, with  employees  at  1,200  of  them 
trained. 

Scale — and  building  halal  factories 
from  scratch,  rather  than  modifying  old 
ones — have  kept  costs  down,  notes  O'Car- 
roll. "When  we  compare  our  factories  in 
Malaysia  with  other  Nestle  factories 
around  the  world,  we  are  at  least  as  cost- 
effective,"  he  says. 

Nestles  hope  is  that  halal  will  reach  an 
audience  beyond  Muslims.  Precedent  for  a 
religious  food's  breakout  into  the  broader 
market  comes  from  the  American  kosher 
sector.  Because  there  are  only  1,000  halal  - 
certified  products  on  American  store 
shelves,  many  Muslims  cross  over  to  kosher 
products — there  are  90,000 — and  Muslims 
now  represent  16%  of  the  $100  billion  U.S. 
kosher  food  industry's  consumers. 

How  do  you  sell  halal  to  an  infidel?  Talk 
about  health,  purity  and  ethics.  That  image 


would  dovetail  with  Nestles  new  push  as 
a  health-and-wellness  company.  "We  see 
halal  as  something  which  can  develop  along 
the  lines  of  organic  food,"  says  KasehDia's 
Evans.  Opening  the  first  World  Halal  Forum 
last  year  in  Kuala  Lumpur,  Malaysian  Prime 
Minister  Abdullah  Badawi  invoked  halal  as 
"that  which  is  good,  healthy,  safe  and  high 
quality  in  all  aspects  of  life.  [It]  represents 
values  that  are  held  in  high  regard  by  all 
peoples,  cultures  and  religions." 

There  could  be  a  nice  side  effect  from 
pushing  the  halal  market  beyond  its  origi- 
nal customer  base.  Halal's  association  with 
purity  and  animal  welfare  could  help 
overcome  Islamophobia.  "Halal  could  be 
an  extremely  good  platform  for  changing 
perceptions,"  notes  Evans. 

Still,  selling  foods  internationally  is 

>  harder  than  selling  petroleum.  Country- 
to-country  differences  in  halal  methods 
and  standards  have  created  headaches 

I  for  manufacturers  for  decades.  Middle 
Eastern  import  companies  used  to  send 


It  is  one  in  every  eight  patents  and  $24  billion 
invested  in  research  each  year.  It  is  chemistry. 


"We  see  halal 
as  something 
which  can 

develop 
along  the  lines 
of  organic 
food/1 

halal  slaughterers  to  South  America  to 
kill  the  chickens  themselves.  A  couple  of 
years  ago,  when  Muslim  scholars  in  Aus- 
tralia decided  that  stunning  was  an 
Islamically  permissible  way  to  kill  ani- 
mals, Australian  beef — 20%  of  Malaysia's 
beef  imports— suddenly  fell  afoul  of 
Malaysia's  halal  standards.  The  govern- 
ment banned  Australian  beef,  and  Nestle 
Malaysia,  which  was  importing  all  its 
beef  fat  from  Australia,  had  to  look  for 


alternative  sources  overnight.  The  com- 
pany scrambled  to  import  from  South 
America,  but  making  the  change  took 
months.  As  long  as  different  countries 
interpret  forms  of  killing  in  slightly  dif- 
ferent ways,  "it  makes  trade  challenging," 
he  says. 

Hammering  out  global  standards  is  a 
key  goal  of  the  second  World  Halal 
Forum  in  Kuala  Lumpur,  to  be  held  in 
May.  But  getting  Islamic  scholars  from 
Dacca  to  Detroit  to  agree  will  be  tricky. 
Darhim  Hashim,  a  director  of  the  Halal 
Industry  Development  Corp.,  argues  that 
not  just  Islamic  scholars  but  trade  experts 
and  food  scientists  must  be  involved  in 
setting  the  standards.  "We  need  to  apply 
science  to  the  discussion,"  he  says.  "There 
has  been  a  tendency  in  Islam  to  make 
issues  out  of  things  that  aren't  issues." 
Nestles  Youssef  says  the  industry  needs 
to  be  demystified.  "Halal  is  not  that  diffi- 
cult," he  says.  "A  lot  of  things  are  halal. 
Not  so  many  things  are  not."  F 
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Cracking  Soccer's  Great  Wall 

Europe's  star  teams  move  in  on  the  sport's  biggest  potential  new  market. 


EUROPE'S  RICHEST  SOCCER  TEAMS  HAVE  STRUGGLED  TO 
crack  the  lucrative  China  market  for  years,  and  finally  they 
are  making  real  gains.  Chinese  expats  such  as  Manchester 
City's  Sun  Jihai  and  Manchester  United's  Dong  Fangzhuo  have 
started  delivering  on  the  promise  of  China,  which  qualified 
for  the  World  Cup  finals  for  the  first  time  only  five  years  ago. 


Man  U,  AC  Milan,  Arsenal  and  other  top  European  clubs 
have  made  more  than  20  trips  to  the  sport's  wild  frontier  since 
the  early  1990s,  scouting  Chinese  teams  for  players  capable  of 
turning  the  country's  massive  soccer  following  into  customers  of 
team  jerseys,  broadcasts  and  sponsors.  Chinese  fans  make  up 
roughly  20%  of  soccer's  worldwide  audience. 
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Two  such  tours  by  Spanish  giant  Real  Madrid  in  2003  and 
2005  brought  in  roughly  $10  million  from  sales  of  replica  shirts 
and  tickets  to  watch  its  star  players  go  up  against  local  talent. 
The  latter  trip  also  resulted  in  a  deal 
with  China's  state-run  financial  com-      DONC  Fangzhuo 
pany  Citic  Group  to  develop  Real's     Manchester  United 
brand  in  that  huge  market. 

The  trek  to  China  began  a  decade  ago  with  the  UK's  tiny 
Crystal  Palace  club,  which  faced  potential  demotion  from  the 
Premiership— England's  top  league— and  the  threat  of  bank- 
ruptcy if  that  occurred.  Palace  bet  on  a  pair  of  Chinese 
national  team  defenders  for  $1.7  million,  roughly  a  quarter  of  the 
team's  annual  broadcasting  revenue.  Sun  Jihai  and  Fan  Zhiyi  were 
the  first  Chinese  players  to  suit  up  for  a  British  club  and  within 
weeks  appeared  in  the  first  live  broadcast  of  English  soccer  on 
national  television  in  China.  More  than  100  million  viewers  tuned 
in,  a  larger  audience  than  what  the 
NFLs  Super  Bowl  drew  in  the  U.S.  this 
year.  Suddenly  floundering  Palace  was 
the  most  popular  soccer  team  in  China. 

In  2002  Premiership  club  Everton 
struck  a  two-year,  $3.2  million  deal  with 
Chinese  mobile  phone  maker  Kejian  to  slap 
the  company's  logo  on 
its  uniforms  (in  English 
and   Mandarin)  and 
travel  to  China  the  fol- 
lowing summer  to  participate  in,  what  else, 
the  Kejian  Cup  Challenge.  (The  tour  was 
canceled  due  to  the  outbreak  of  SARS.) 
Everton  also  signed  Li  Tie,  known  as 
"China's  David  Beckham,"  and  his  World 
Cup  teammate  Li  Weifeng  to  one-year  deals 
per  Kejian's  request. 

Six  months  later  Everton  played  Manchester  City  and  newly 
acquired  Sun  Jihai,  shattering  the  single-country  viewership 
record  for  a  league  game,  as  360  million  viewers  watched  from 
China.  An  audience  of  260  million  Chinese  watched  the  entire 
World  Cup  played  in  Asia  that  year. 

Growing  audiences  for  matches  featuring  Chinese  players 
are  translating  into  boosted  broadcast  values  in  China.  The 
Premiership's  latest  rights  deal  with  Guangdong  Provincial 
^Television's  WinTV  covers  three  years  for  $50  million,  40%  more 
i  than  the  bid  put  in  by  incumbent  carrier,  ESPN  STAR  Sports,  the 
I  ijoint  venture  of  Walt  Disney  Co.  and  News  Corp.  "The  deal 
I  signals  the  start  of  a  serious  TV  rights  market  in  China,"  says 
|  Dan  Fletcher,  Asia  director  for  the  sports  consulting  firm  FMM 
International.  Prices  to  stream  European  soccer  over  broadband 
Internet  connections  are  also  rising  rapidly.  NOW  Broadband 
,t  TV,  owned  by  Hong  Kong  telecommunications  firm  PCCW, 
earlier  this  year  paid  $200  million  in  a  three-year  exclusive 
(rights  agreement  to  broadcast  England's  Premier  League— and 
lEurope's  2008  championship  tourna-  ^ 

ment — in  Asia,  an  increase  of  122%   

i    i  Sheffield  United 

over  the  previous  deal. 


"Five  or  six  years  ago  TV  rights  in  China 
went  for  peanuts,"  says  Nicola  Antognetti, 
cofounder  of  soccer  consultant  Eurostar 
Asia.  "Now  clubs  have  a  real  opportunity  to 
exploit  players  with  both  marketing  and 
broadcasting." 

For  English  Premier  League  clubs, 
rising  international  rights  fees  will  fuel 
70%  growth  in  broadcast  revenue  start- 
ing next  season.  Chelsea,  after  winning 
the  Premiership  in  2006,  received  $56 
million  from  domestic  and  overseas 
deals.  The  team  that  takes  first  place 
in  2008  can  expect  $93  million,  says 
Deloitte  &  Touches  sports  businesses  group. 

Chelsea,  owned  by  billionaire  Roman  Abramovich,  crept 
up  in  value  by  6%  to  a  total  $537  million  as  operating  losses 
were  partially  offset  by  an  18%  increase  from  sponsors.  Two 
German  clubs — Schalke  04  ($471  million),  ranked  tenth  on 
our  list,  and  Borussia  Dortmund  ($199  million),  ranked 
eighteenth — were  helped  by  government-subsidized  over- 
hauls of  their  stadiums.  In  Italy  AC  Milan  is  worth  $824  mil- 
ion,  we  estimate.  But  its  value  could  decline  if  the  team  loses 
the  right  to  negotiate  its  own  TV  deals;  the  Italian  govern- 
ment is  calling  for  a  return  to  league- negotiated  rates  to 
distribute  proceeds  more  equally. 

One  reason  many  Chinese  soccer  fans  favor  European 
teams  over  the  locals  is  that  they  love  to  bet  on  sports — and 
Chinese  teams  have  a  history  of  fixed  games.  China's  first 
division  Super  League  was  racked  by  scandal  last  year 
amid  match-rigging  and  referee  payoff  scan- 
dals. Marcus  Luer,  head  of  sports  market- 
ing firm  Total  Sports  Asia,  calls  China's 
love  of  gambling  "both  the  life  and  death 
of  the  Chinese  Super  League." 
Despite  government  crackdowns  on  illegal  soccer  betting 
(90%  of  the  market  in  China),  fans  continue  to  wager  on  teams 
in  the  Premiership  and  other  established  leagues  perceived  to  be 
consistently  fair.  FMMl's  Fletcher 
v    notes  that  even  lesser  leagues  in 
Sweden  and  Denmark,  which 
play  games  in  the  summer,  draw 
Chinese  bettors  looking  for  action 
during  Europe's  offseason. 

China's  soccer  gambling  market  reached 
$33  billion  in  2006,  tripling  in  two  years  and 
surpassing  the  U.K.'s  $30  billion  industry, 
according  to  estimates  from  U.K.-headquartered 
Global  Betting  &  Gaming  Consultants.  Still,  that 
is  only  $25  per  person  in  China,  compared  with 
$488  in  the  U.K.  Peter  Kenyon,  chief  executive 
of  Premiership  club  Chelsea,  takes  issue  with 
outlawing  soccer  wagers.  "There  has  to  be  a 
way  of  legalizing  gambling  in  China,"  says 
Kenyon,  adding  that  the  British  government 
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reaps  a  windfall  taxing  gambling  revenue 
in  the  U.K.  Potential  gains  are  enormous. 

Overall,  the  top  25  soccer  teams  are 
only  modestly  profitable.  Last  season  they 
posted  an  operating  margin  of  12%  (in  the 
sense  of  earnings  before  interest,  taxes, 
depreciation  and  amortization  as  a  per- 
centage of  revenue).  National  Football 
League  teams  have  an  average  operating 
margin  of  16%. 

Yet  soccer  team  values  have  been 


climbing,  and  clubs  are  selling  at  rich  val- 
uations. Aston  Villa  was  purchased  by 
Randolph  Lerner,  owner  of  the  NFL's 
Cleveland  Browns,  for  $119  million 
(including  debt)  last  year,  1 1  times  operat- 
ing income.  And  in  February  private 
equity  maven  Thomas  Hicks,  who  owns 
the  Dallas  Stars  of  the  National  Hockey 
League,  partnered  with  Montreal  Canadi- 
ens  owner,  George  Gillett  Jr.,  to  pay  $500 
million,  or  13.5  times  operating  income, 


for  Liverpool,  committing  an  additional 
$423  million  for  a  new  stadium. 

"A  big  reason  why  these  teams  are 
attracting  suitors  is  their  growth  poten- 
tial in  all  of  Asia,  but  China  is  the  key." 
says  Salvatore  Galatioto,  president  of  the 
sports  banking  firm  Galatioto  Sports 
Partners.  "You  have  great  brands  with 
these  soccer  teams  that  have  not  been 
fully  exploited." 

But  soon  they  will  be.  F 


The  Most  Valuable  Soccer  Teams 

Man  U  is  the  most  valuable  soccer  team  despite  $64  million  less  in  revenue  than  Real  Madrid  due  to  superior  growth  prospects 
for  Premiership  teams — witness  the  hefty  multiples  paid  for  the  Premiership's  Aston  Villa  and  Liverpool  during  the  past  year. 
Top  value  gainer  Olympique  Lyonnais  went  public  in  February.  For  our  expanded  soccer  package,  visit  www.forbes.com/soccer/. 


RANK 

CLUB 

CURRENT 
VALUE1 
(SMIL) 

1  -YEAR 
CHANGE 
IN  VALUE 

REVENUE 
(SMIL) 

OPERATING 
INCOME2 
(SMIL) 

DEBT3/ 
VALUE 

OWNER  OR  MAJORITY  SHAREHOLDER 

1 

Manchester  United 

$1,453 

6% 

$310 

$92 

84% 

Malcolm  Glazer 

2 

Real  Madrid 

SP 

1,036 

2 

374 

83 

10 

club  members 

3 

Arsenal 

UK 

915 

9 

246 

20 

53 

Danny  Fiszman 

4 

Bayern  Munich 

GE 

838 

9 

262 

62 

0 

club  members 

5 

AC  Milan 

IT 

824 

-10 

305 

46 

0 

Silvio  Berlusconi 

6 

Juventus 

IT 

567 

-18 

45 

17 

Agnelli  family 

7 

Inter  Milan 

rr 

555 

10 

264 

26 

NA 

Massimo  Moratti 

8 

Chelsea 

UK 

537 

6 

283 

-37 

28 

Roman  Abramovich 

9 

Barcelona 

SP 

535 

22 

331 

12 

12 

club  members 

10 

Schalke  04 

GE 

471 

45 

157 

37 

53 

club  members 

11 

Liverpool 

UK 

454 

28 

225 

37 

18 

George  Gillett  Jr.,  Thomas  Hicks 

12 

Olympique  Lyonnais 

FR 

343 

65 

163 

10 

NA 

Jean-Michel  Aulas 

13 

Newcastle  United 

UK 

260 

-14 

159 

11 

46 

Freddy  Shepherd 

14 

Tottenham  Hotspur 

UK 

M 

27 

137 

0 

Daniel  Lew 

15 

AS  Roma 

IT 

224 

-15 

162 

53 

0 

Sensi  family 

16 

Hamburg  SV 

GE 

221 

NA 

130 

31 

NA 

club  members 

17 

Manchester  City 

UK 

208 

-6 

114 

9 

83 

DM  Makin,  JCWardle 

18 

Borussia  Dortmund 

GE 

199 

61 

114 

1 

126 

Norman  Rentrop 

19 

Ajax  Amsterdam 

NE 

196 

13 

95 

9 

0 

AFC  Ajax  N.V. 

20 

Celtic 

UK 

185 

18 

106 

7 

14 

Dermot  Desmond 

21 

Everton 

UK 

165 

34 

107 

-15 

32 

Bill  Kenwright 

22 

Olympique  Marseille 

FR 

157 

NA 

105 

6 

NA 

Jack  Kachkar 

23 

West  Ham  United 

156 

NA 

111 

6 

27 

Eggert  Magnusson 

24 

Glasgow  Rangers 

147 

_ 

"3 

12 

7 

David  Murray 

25 

Aston  Villa 

140 

16 

91 

-21 

16 

Randolph  D.  Lerner 

AVERAGES 

441 

15 

191 

22 

30  ~ 

Revenues  and  operating  income  are  for  the  2005-06  season  and  converted  into  U.S.  dollars  based  on  June  30,  2006  exchange  rates.  'Forbes  estimates  based 
on  past  transactions,  enterprise  values  (market  value  plus  debt)  of  publicly  traded  teams  and  current  stadium  deals  (unless  a  new  stadium  is  pending). 
Earnings  before  interest,  taxes,  depreciation  and  amortization.  'Includes  stadium  debt.  NA:  Not  available;  not  applicable. 

Sources:  Forbes;  Deloitte  &  Touche;  company  documents.  See  page  1 72  for  country  codes. 


88      FORBES      APRIL  16,  2007 


MAXIMIZE 

5.05  APY 

COMPLETE  SAVINGS  ACCOUNT 


E  ftraordinary 


E  tTRADE 


OVER 


6X 


THE  NATIONAL  AVERAGE/ 


No  minimums. 
No  account  fees. 
No  gimmicks. 


TRANSFER 


Transfers  to  and  from 
any  institution.3 


Open  an  account 
in  minutes 


(800)  929-2434 
etrade.com/maximize 


Click       Call  Visit 


nual  Percentage  Yield  is  effective  3/7/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a  new  account.  Withdrawal  limits  apply.  Online  statements  required, 
e  Annual  Percentage  Yield  (APY)  of  the  Complete  Savings  Account  as  of  3/7/07  is  more  than  6  times  the  national  average  APY  for  savings  accounts  with  balances  of  $25,000. 
:e:  Informa  Research  Services,  Inc.,  Calabasas,  CA.  www.informars.com.  Although  the  information  has  been  obtained  from  the  various  institutions  themselves,  the  accuracy 
ot  be  guaranteed. 

>r  details  and  important  information  about  Quick  Transfer,  please  visit  etrade.com/quicktransferdetails  for  a  listing  of  the  limitations,  restrictions  and  time  deadlines 
ciated  with  this  service. 

.•TRADE  FINANCIAL  family  of  companies  provides  financial  services  that  include  trading,  investing,  cash  management  and  lending.  Banking  and  lending  products  and  services 
j  ffered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC-insured  to  at  least  $100,000. 

)07  E*TRADE  FINANCIAL  Corp.  All  rights  reserved.  FDI€ 


global  superstars 


CELEBRITY 
SOCCER  STUDS 

O  Ronaldinho 

$30  million  ...  Barcelona 
Nike  clothing  line  "10R"  on 
shelves  next  to  duds  from 
Michael  Jordan,  Tiger  Woods. 

O  David  Beckham 

$29  million  ...  Real  Madrid 
The  new  face  for  U.S.  soccer 
donned  tights  and  a  cape  as 
Sleeping  Beauty's  Prince  for 
Disney  ad  campaign. 

©  Ronaldo 

$23  million  ...  AC  Milan 
Netted  3  goals  for  Brazil  last 
year  to  become  the  alltime 
leading  scorer  in  the  World 
Cup,  with  15. 

O  Wayne  Rooney 

$17  million  ...  Man  U 
21-year-old  will  stay  on 
through  2012  in  recent  deal 
that  doubled  his  wages. 

©  Michael  Ballack 

$17  million  ...  Chelsea 
Signed  four-year  deal  worth 
nearly  $55  million  prior  to 
playing  for  Germany  in  the 
World  Cup  last  year. 

©  Thierry  Henry 

$16  million  ...  Arsenal 
Signed  a  club  record  four-year 
deal  in  May  worth  over  $10 
million  ($200,000  per  week), 
then  ditched  Nike  to  front 
Reebok's  "I  am  what  I  am" 
campaign. 

O  Zinedine  Zidane 

$16  million  ...  Real  Madrid 
Three-time  FIFA  World 
Player  of  the  Year  will  rep 
Adidas  until  2017  despite 
retiring  last  year.  Comeback 
likely. 

©  Fabio  Cannavaro 

$15  million  ...  Real  Madrid 
Led  Italy  to  World  Cup 
victory  before  a  referee 
match-fixing  scandal  sent  the 
defender  from  Juventus  to 
Real  Madrid. 

©  John  Terry 

$14  million  ...  Chelsea 
Captained  Chelsea  to  Premier- 
ship titles  in  2005  and  2006 
and  replaced  Beckham  as 
captain  of  England's 
national  team. 

©  Steven  Gerrard 

$14  million  ...  Liverpool 
In  2005  "Mr.  Incredible" 
signed  four-year  contract 
worth  $180,000  per  week 
with  a  "no  get-out"  clause. 


Kicking  for  Cash 

The  world's  most  famous  footballers — soccer  stars,  in  American  parlance — now  make  as  much  money 
as  some  of  the  biggest  names  in  U.S.  pro  sports,  buoyed  by  rising  celebrity  and  global  product 
endorsements.  Earnings  (salary  plus  endorsements)  for  the  ten  best-paid  soccer  players  rose  20%  last 
year.  Topping  the  list  is  Ronaldinho,  two-time  World  Player  of  the  Year,  who  pocketed  $30  million,  on  par 
with  the  top  earners  in  U.S.  team  sports:  basketball's  Kobe  Bryant  and  Shaquille  O'Neal,  and  Alex  Rodriguez 
of  the  New  York  Yankees.  Ronaldinho — as  with  the  singer  Madonna,  the  surname  is  all  but  unknown  to 
fans  (his  full  name  is  Ronaldo  de  Assis  Moreira) — earned  $1 1  million  in  salary  and  the  rest  in  endorsements 
from  the  likes  of  Nike,  EA  Sports,  Cadbury  and  Pepsi.  Fittingly,  the  27-year-old  Brazilian  starred  in  a  Nike 
ad — "Ronaldinho:  Touch  of  Gold." 

David  Beckham  ($29  million),  who  joins  the  Los  Angeles  Galaxy  of  the  struggling  Major  League  Soccer  in 
the  U.S.  after  his  contract  to  play  for  Real  Madrid  ends  in  June,  misses  the  top  spot  for  the  first  time  since  our 
rankings  began  in  2004.  His  five-year  MLS  deal,  which  gives  him  a  cut  of  ticket  sales  and  a  45%  share  of  the 
take  from  sales  of  all  Galaxy  team  jerseys,  could  be  worth  $250  million. 

The  U.S.  soccer  league  may  lure  more  overseas  stars  if  Beckham  sparks  new  revenue  growth.  One  prospect 
is  the  perpetrator  of  one  of  the  most  famous  head-butts  in  history:  former  Real  Madrid  midfielder  Zinedine 
Zidane  ($16  million),  who  was  tossed  from  last  year's  World  Cup  final  for  knocking  his  skull  into  the  chest  of 
an  opponent.  Now  retired,  Zidane  is  among  the  few  who  can  rival  Beckham's  charisma. 

The  pup  star  of  this  soccer  roster  is  England's  21-year-old  World  Cup  star,  Wayne  Rooney  ($17  million),  who 
makes  our  list  for  the  first  time.  Twice  named  the  Young  Player  of  the  Year  by  the  Professional  Footballers' 
Association,  Rooney  is  cashing  in  on  his  well-earned  reputation  as  a  hothead.  In  November  he  re-upped  with 
Manchester  United  until  2012,  at  up  to  $11  million  a  year  in  salary,  and  can  potentially  match  that  in  endorse- 
ments from  the  likes  of  Nike,  Coca-Cola  and  EA  Sports.  —Christina  Settimi 
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Visit  our  slide  show  on  Who's  Hot  and  Who's  Not  at  www.forbes.com/soccer 


TRADE 


BIG  KIDS' 
TABLE. 


E  Hraordinary 


POWER  E*TRADE  PRO  FOR  ACTIVE  TRADERS. 


*6.99-$9.99 

er  stock  and  options  trade 

75<t 

per  options  contract1 


Get  started  with  100 
commission-free  trades3 


Power 


E^TRADE  Pro 


5.05 


Click       Call  Visit 


JAJ%J%APY 

Complete 
Savings  Account2 

offered  by  E*TRADE  Bank 


(800)731-5226 
getpoweretrade.com 


details  and  important  information  about  Power  E*TRADE,  please  visit  getpoweretrade.com. 

'  qualify  for  $6.99  stock  and  options  commissions  &  a  75?  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9.99  stock  and 

'ns  commissions  &  a  75?  fee  per  options  contract,  you  must  execute  10  -  49  stock  or  options  trades  per  month  or  maintain  a  balance  of  $50,000  or  more  in  combined  E*TRADE 
nts  during  a  calendar  quarter.  Qualification  will  be  determined  at  the  end  of  each  quarter.  To  continue  receiving  these  commission  rates,  you  must  requahfy  by  maintaining  a 
ce  of  $50,000  or  more  in  combined  E*TRADE  accounts  or  by  making  at  least  30  stock  or  options  trades  by  the  end  of  the  following  calendar  quarter. 

e  Complete  Savings  Account  is  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  is  effective  3/7/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a  new 

unt.  Withdrawal  limits  apply.  Online  statements  required. 

mmission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 
issions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of 
rades  ($9.99  for  stock  and  options  trades — plus  an  additional  75?  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of 
tying  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE 
nts.  Account  must  be  opened  by  December  31,  2007. 

nties  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank, 
re  subject  to  investment  risk,  including  possible  loss  of  the  principal  invested. 

ing  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC.  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  to  at  least  $100,000. 
ADE  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies. 

m  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 
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global  2000 


Basics  "R"  Us 

Britain's  Hanson  has  simplified  itself,  supplying 
building  materials,  and  the  U.S.  has  the  demand. 

By  Megha  Bahree 


SOMEBODY  FORGOT  TO  TELL  THE 
sweaty  hands  at  a  3,500-acre 
quarry  in  Bridgeport,  Tex.,  80 
miles  out  of  Dallas,  that  Americas 
building  boom  was  over. 
Instead,  the  crushing  of  28,000  tons  of 
limestone  a  day  goes  on  unbated  at  the  pit, 
owned  (like  450  others  around  the  U.S.)  by 
Hanson,  the  recast  British  conglomerate  of 
the  1980s. 

Hanson  Chief  Executive  Alan  Murray  has 
built  the  business  around  both  this  resource 
extraction  and  processing  building  materials. 
So,  for  example,  a  300-acre  plant  near  Dal- 
las takes  Bridgeport's  sand  and  gravel  and 
turns  it  into  concrete  pipes  as  big  as  12  feet 
in  diameter.  From  there  they  go  by  truck 
around  the  Southwest  U.S.  Mortgage  crisis  or 
no,  such  Sunbelt  areas  still  are  growing,  and 


they  need  to  convey  drinking  water  into  set- 
tled areas  and  remove  sewerage  and  runoff. 

"People  think  we  make  little  rocks  out  of 
big  rocks.  They  don't  see  what  we  do,"  says 
Murray,  53.  But  whether  turning  the  rocks 
into  concrete  or  asphalt,  or  into  pricier  items 
like  decorative  bricks  for  walkways,  Hanson 
makes  a  decent  living.  Last  year  it  earned 
$784  million  on  revenue  of  $8  billion,  up  from 
$667  million  on  $6.4  billion  in  2005.  (Hanson 
ranks  660  on  our  Global  2000  list  on  page  162.) 

The  new  Hanson,  which  draws  half 
those  sales  from  the  U.S.,  hasn't  forgotten 
how  to  do  M&A.  In  the  last  decade,  since  it 
completed  its  devolution  from  an  old  bevy 
of  businesses  stretching  from 


And,  seizing  on  what  is  still  a  fragmentec 
industry  here,  Murray  wants  to  doublfl 
American  revenues  over  the  next  decade. 

The  idea  is  to  situate  the  aggregates 
operations  along  a  growth  belt.  Sometimes 
when  it  comes  to  quarries,  that  requires  pur- 
chasing an  existing  pit.  It's  nearly  impossible 
to  get  a  new  permit  in  states  like  California 

Waving  off  the  current  downturn  in  tht 
housing  sector,  Murray  says  only  30%  of  th< 
company's  U.S.  revenues  now  come  from  that 

Population  flows  aren't  so  cyclical,  anc 
public  works  nearly  always  follow.  (And  these 
too,  need  refurbishment.)  James  Kitzmiller 
chief  executive  of  the  aggregates  side,  love: 
what  he  calls  the  fishhook — lower-tier  state: 
from  California  to  the  Carolinas,  and  uf 
through  an  industrial  middle  by  way  of  Ken 
tucky.  "If  your  portfolio  is  in  Florida  or  La\ 
Vegas,  you  may  be  down  20%,"  he  says.  "Bu 
the  fishhook  is  very  stable,  long  term.  It' 
focused  on  the  replacement  of  infrastructure 
and  money  is  already  committed  to  that." 

It  turns  out  that  a  big  part  of  Hansons  plai 


.    .  has  little  to  do  with  people  movine 

When  it  rains  in  ,        ,       ..        .   _,.„.  i 

tobacco  to  Jacuzzis,  it  has  spent      ^  junbelt-  a  rather  with  goods.  Billions  o 

close  to  $8  billion  on  100  acqui-      precast  storm  federal  dollars  are  going  into  nev 

sitions,  65  of  them  in  the  U.S.     drain,  delivered.  highway  building,  and  truck  route 
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MAS  E  RATI 

EXCELLENCE  THROUGH  PASSION 


«  THE  NEW  OUATTROPORTE  AUTOMATIC 


"The  Finest  Automatic  Offered  Anywhere 


n 


Top  Gear 


RODUCING  THE  NEW  2007  OUATTROPORTE  AUTOMATIC 


|  iously  smooth,"  "A  supercar  disguised  as  a  glamorous  sedan,"  and  according  to  Top  Gear  magazine,  "The  finest  automatic  offered 
Where."  Why?  The  new  Ouattroporte  Automatic  delivers  engineering  innovation  unobtainable  elsewhere — it's  the  highest-revving 
Imatic  transmission  available,  designed  to  perfectly  harness  the  Ouattroporte's  400  hp  Ferrari-engineered 
fit's  also  the  only  automatic  luxury  sedan  configured  with  a  rearward  weight  bias  for  superior  traction  and 
dling.  But  the  innovation  doesn't  stop  there — the  2007  Ouattroporte  features  a  new  braking  system  so 
lerful  that  it  surpasses  not  only  competing  sedans,  but  many  of  the  world's  most  exotic  sports  cars  as 
I.  The  newest  Ouattroporte  even  delivers  10%  better  fuel  efficiency  without  sacrificing  its  legendary 
r'ormance  attributes.  Priced  from  $110,600.*  To  experience  the  entire  range  of  2007  Ouattroporte 
Ifels,  visit  your  local  authorized  Maserati  dealer  today,  call  1-877-MYMASERATI.  maseratiamerica.com/qpfb 


©2007  Maserati  North  America.  All  rights  reserved.  Maserati  and  the  Trident  logo  are  registered  trademarks  of  Maserati  SpA. 
'Standard  Ouattroporte.  Car  shown  with  optional  automatic  transmission  and  19"  wheels.  Excludes  dealer  prep,  transportation  and  taxes 


HOW 

NORTHWESTERN 
MUTUAL  PUTS 
THEIR  CLIENTS' 
MINDS  AT  EASE. 

(NO.  12  IN  A  SERIES) 


12.  CONSISTENTLY 
LARGER  DIVIDEND 
PAYOUTS. 

For  the  last  I  I  years  in 
a  row,  Northwestern 
Mutual  has  paid  out  more 
life  insurance  dividends 
than  any  company  in  the 
insurance  industry."' 
In  2007  alone,  the  total 
payout  is  $4.63  billion  to 
our  policyowners.  That's 
the  kind  of  consistent 
performance  that  can  really 
help  you  sleep  at  night. 


erving  the  North  American  Free  Trade 
Agreement  are  a  big  part.  Most  of  those 
orridors  use  Texas  for  a  trunk  line. 

To  make  this  work,  though,  Hanson 
loes  need  those  pebbles.  Of  the  acquisition 
udget,  10%,  or  $755  million,  has  been  spent 
n  quarries  since  2003.  Hanson  spent  2  years 
'ersuading  General  Dynamics  to  sell  one  near 
Chicago  and  15  years  of  patient  waiting 
efore  a  smaller  competitor  in  California 
greed  to  sell  another.  The  acquisitions  have 
iven  Hanson  82  years'  worth  of  reserves. 

The  industry  is  in  the  midst  of  consol- 
ation, says  Paul  Roger,  analyst  at  ABN 
mro.  Mexico's  Cemex,  by  far  the  leader 
ith  revenues  of  $18  billion,  has  made  a 
2.8  billion  bid  for  Australian  aggregates 


lock-ribbed:  Chief  Executive  Alan  Murray. 


pmpany  Rinker  Group.  Vulcan  Materials 
revenues  $3.3  billion)  plans  to  purchase 
Borida  Rock  Industries  for  $4.6  billion. 

Think  big.  "In  the  U.S.  it's  necessary  to 
liove  potable  water  over  distances  greater 
nan  the  length  of  U.K.,"  says  Richard  Man- 
Ing,  a  Brit  who  runs  the  building  products 
iteration.  Hanson  makes  giant  steel- 
linforced  pressure  pipes  to  handle  the  flow. 

Manning,  like  Kitzmiller,  operates  out  of 
fexas  and — with  his  15  pairs  of  boots,  5  Stet- 
fcns,  a  Harley-  Davidson  and  an  SUV  with  a 
pne  Star  flag — considers  himself  a  native, 
iimely  turnaround  of  the  big  pipes  is  much 
lb.  his  mind.  Hanson  has  three  robotic  man- 
ufacturing plants  across  the  country.  "To  put 

simply,  you  walk  into  a  factory,  you  press 
•  button,  and  the  pipes  are  ready  for  deliv- 
|y  the  next  morning,"  he  says.  This,  he  hopes, 
•ill  also  help  him  deal  with  a  labor  shortage 

i  a  country  whose  native-born  show  little 

;n  for  factory  work. 


In  2003  the  company  increased  its  out- 
put of  precast  products  (including  some  big 
pipes)  for  the  construction  industry— a 
$27  billion  opportunity,  says  Manning.  His 
pitch:  "You  get  a  gang  of  laborers  with  a  lot 
of  wood,  hammers  and  nails  to  dig  a  hole 
in  the  ground,  and  they  pour  in  the  cement 
and  wait  for  it  to  dry  and  then  come  back 
three  days  later  and  remove  all  that.  All  this, 
provided  it's  not  raining."  Now,  instead,  a 
client  just  has  to  pick  up  the  phone  and 
order  a  precast.  It's  delivered  the  day  the 
builders  want  it,  and  all  they  have  to  do  is 
use  a  mechanical  lift  to  put  it  in  place.  "We're 
revolutionizing  construction,  taking  wet 
trades  off  the  site,"  he  says. 

Dressing  up  the  sale  helps  with  mar- 
gins. Hanson  likes  to  think  its  bricks  are 
external  wallpaper,  rather  than  chunks  of 
clay.  "If  you  are  standing  outside  a  house, 
you  are  looking  at  the  bricks,"  explains 
Manning.  "If  you  go  into  a  dress  shop,  you 
look  at  colors  and  textures  and  the  style 
and  the  fabric  of  the  dress.  So  logic  says  we 
are  in  the  fashion  business." 

An  accountant  by  training  and  a  1 9-year 
company  veteran,  Murray  was  head  of  the 
U.S.  operations  coming  out  of  the  deconglom- 
eratization.  His  mantras  include  "cash  is  king." 
In  1998  he  got  rid  of  the  corporate  jets  and 
helicopters.  "We're  a  basic  business,  so  you 
have  to  give  that  impression,"  he  says.  "If  I  visit 
a  plant,  I  don't  need  a  big  performance.  I  just 
want  to  meet  all  the  people — without  the 
managers — and  learn  from  them  what  we're 
doing  right  and  what  we're  doing  wrong." 

Other  Murray  fixations  are  reliability 
and  durability.  Hurricane  Katrina  gave 
Hanson's  precast  products  an  endorsement 
when  four  of  a  series  of  five  bridges  on 
estuaries  leading  into  Mississippi  were 
wiped  out.  The  last,  a  precast  built  by 
Hanson,  survived. 

Manning's  unit  has  now  developed  a 
precast  house,  made  of  lightweight  con- 
crete. It's  been  tested  in  the  University  of 
Texas  at  Arlington's  laboratory  to  withstand 
winds  in  excess  of  250mph.  The  company 
is  testing  further  to  verify  wind  resistance, 
absorption  and  thermal  qualities  to  satisfy 
the  Miami/Dade  County  building  codes — 
among  the  strictest  in  the  nation.  Because 
it's  precast,  a  1,500-square-footer  can  be  up 
in  three  days.  F 
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Northwestern  Mutual* 

the  quiet  company® 
northwesternmutual.com 


*  Source:  A.M.  Best  Company; 
includes  Ordinary  and  Group  Life 
Insurance  Dividends 

©2007The  Northwestern  Mutual  Life 
Insurance  Co.,  Milwaukee,  Wl.  The 
policy  dividend  and  the  underlying 
interest  rate  are  not  guaranteed  be- 
yond 2007.  Dividends  are  reviewed 
annually  and  are  subject  to  change 
by  the  Company's  Board  of  Trustees. 


global  superstars 


World 


What  are  the  biggest  companies  in  the  world?  Try  to 
answer  this  question  with  a  single  metric  (like  sales) 
and  you  wind  up  with  a  lopsided  list  (one  cluttered 
with  retailers).  We  use  four  measures — sales,  market 
value,  assets  and  profits — to  produce  a  composite 
measure  of  bigness.  We  also  scorecard  these  companies 
for  financial  performance  to  produce  Global  Superstars, 
an  elite  list  of  fast-growing  big  companies  that  set  the 
pace  for  their  respective  industries.  See  page  99. 
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ASY  WEEKENDS.  EASY  PLANNING.  EASY  RETIREMENT. 


lansamerica  offers  insurance,  investment,  and  retirement 
Eategies  designed  with  one  thing  in  mind — helping  you  get 
hat  you  want. 


>ntact  your  financial  professional  today 
call  1-800-PYRAMID. 


ce  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
filiates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
;e,  NY  10577.  Products  may  not  be  available  in  all  jurisdictions. 


Transamerica 

The  Power  of  the  Pyramid 


Member  of  the  AEGON®  Group 


y-0 


HAWKER  400XP 


.  •  •  • 


«5 


Tired  of  dropping 

money  on  fuel? 


AVERAGE  FUEL  COST  PER  HOUR* 


Competition: 

$1,150 

Avantair: 

$255 

*Fuel  numbers  based  on  Dec.  2006 
fractional  industry  fuel  costs. 


Avantair  will  not  only  line  your  pockets  with  the  extra  78% 
of  the  money  you  have  been  spending  on  fuel,  we'll  do  it  without 
compromising  anything.  Surprised?  Actually  the  Avanti  P.180  offers 
more  comfort  than  the  Hawker  400XP,  with  a  cabin  that  is  over  a 
foot  taller  and  wider.  The  P.180  is  the  perfect  combination  of  safety, 
performance,  fuel  efficiency,  comfort  and  value.  —  Call  today  to 
experience  for  yourself  what  our  competition  doesn't  want  you 
to  find  out  about  —  Avantair,  in  a  class  all  our  own. 


0  v  a  n  t  a  i  r 
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A  Special  Advertising  Section 

The  Enlightened 
Business  Traveler 


{Flight  Plan  for  a  New  Era 

Written  and  produced  by  Mark  Patiky 

rhe  corner  office  no  longer  has  corners. The  conference  room  extends 
from  coast  to  coast.  And  being  big  in  business  doesn't  mean  being  in  a 
g  city.  In  today's  business  world,  going  the  extra  mile  isn't  a  figure  of  speech, 
s  a  fact  of  life.  But  for  the  nation  who  put  man  on  the  moon,  our  airline 
dustry  sure  has  a  hard  time  getting  you  from  Asheville  to  Albuquerque. 
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CONTROLLING  TIME 
AND  SPACE 

As  the  airline  industry 
continues  to  face  turbu- 
lent times,  travelers  can 
anticipate  higher  fares, 
longer  lines,  greater 
delays  and  scaled-back  service.  At  the 
same  time,  business  and  personal  air- 
craft are  more  accessible,  affordable 
and  practical  than  ever. 

Tens  of  thousands  of  companies 
and  individuals  flying  privately  are 
getting  to  places  that  those  still  flying 
commercially  have  never  even  consid- 
ered. And  with  direct  access  to  more 
than  5,000  U.S.  communities  alone, 
business  aircraft  passengers  are  effec- 
tively creating  time  rather  than  losing 
it.  "I  don't  know  how  companies  can 
afford  not  to  have  access  to  a  company 
plane,"  says  the  retired  chairman  of  a 
major  entertainment  company.  "You 
can't  run  a  business  if  you  are  stuck  in 
airline  terminals." 

If  a  business  jet  opens  up  the  world, 


the  business  aircraft  cabin  opens  up  a 
world  of  possibilities.  Independent 
research  shows  that  the  uninterrupted 
time  onboard  your  jet  is  actually  more 
productive  than  time  spent  in  an  office. 

New  technologies  in  the  cockpit 
display  clear,  real-world  views  even  in 
the  worst  weather  conditions,  putting 
business  aircraft  miles  ahead  of  their  com- 
mercial counterparts.  For  the  traveler,  this 
means  business  aircraft  are  the  safest, 
most  functional  airplanes  in  the  sky,  and 
they  can  land  where  you  want  to,  when 
you  need  to,  without  any  compromise 
to  security  or  time.  "Time  is  our  most  per- 
ishable commodity,"  says  a  commercial 
real  estate  investor.  "These  jets  get  us 
there  ahead  of  the  competition." 


READY  FOR  TAKEOFF 

The  Enlightened  Business  Travelei 
your  ticket  to  this  new  wo 
of  travel.  It  examines  the  wide  range 
aircraft  types,  from  large-cabin  je 
capable  of  shuttling  an  entours 
cross-country,  to  small,  cost-effect 
owner-flown  airplanes  for  routi 
regional  travel.  It  details  the  dive 
access  options,  from  full  or  fractioi 
ownership  to  charter  and  the  hott 
new  sensation,  jet  cards.  And  it  ill i 
trates  with  case  studies  how  busines 
and  entrepreneurs  with  varied  tra' 
requirements  are  strategically  employi 
business  aircraft  to  meet  existing  ch 
lenges  and  create  new  opportunities 
today's  demanding  marketplace. 


»•  This  is  the  best  way  to  maximize  time  and  money. 
[Our  aircraft]  is  a  very  strategic  business  tool, 
and  it's  been  indispensable  to  our  development.  55 

ALAN  FABIAN 

CM  AT  International 


THE  ULTIMATE  IN 
TRAVEL  CONVENIENCE 


Today  some  15,000  com- 
panies, entrepreneurs 
and  individuals  around 
the  world  operate  more 
than  23,000  business 
aircraft.  And  with  increasingly 
affordable  options  on  the  horizon, 
like  very  light  jets  (VLJs)  and 
single-engine  personal  jets,  thou- 
sands more  are  poised  to  make  the 
move  to  private  aviation.  "It  isn't  a 
question  of  whether  you  can  afford 
to  own  a  business  aircraft,  it's  a 
question  of  whether  you  can  afford 
not  to,"  says  one  manufacturing 
executive. 


FLIGHT  LOG 

Space  Exploration 
Technologies 

Elon  Musk  has  always  been  one  to  aim 
high.  As  the  cofounder  of  PayPal,  the 
world's  leading  electronic  payment 


system,  he  earned  credit  for  spurri 
the  growth  of  online  commerce.  1 
floored  the  auto  world  when  his  elc 
trie  Tesla  Roadster  married  the  accelt 
ation  of  a  Porsche  with  the  efficiency 
a  Prius.  And  as  founder  and  CEO 
Space  Exploration  Technologies,  he 
currently  speeding  the  countdown 
universal  space  access  with  his  co: 
effective,  reusable  "Falcon"  rocke 
Clearly,  this  man  knows  how  to  ma 
the  most  of  technology.  And  now  \ 
Dassault  Falcon  900  is  helping  hi 
make  the  most  of  his  time. 

Musk  relies  on  his  Falcon  jet  to  fet 
him  anywhere  from  launch  sites  soil 


6,600  EMPLOYEES 
650  AIRCRAFT  AND  GROWING 
14  AIRCRAFT  TYPES 
2  GLOBAL  OPERATING  CENTERS 
370,000  FLIGHTS  ANNUALLY 
220,000,000  MILES  FLOWN  ANNUALLY 
150  COUNTRIES  VISITED 
2,400  AIRPORTS  VISITED 
40,000  UNIQUE  CITY  PAIRS 
4  HOUR  MINIMUM  NOTICE 
24  HOURS  A  DAY 
7  DAYS  A  WEEK 
365  DAYS  A  YEAR 


ONLY  NETjETS  HAS  THE 
GLOBAL  INFRASTRUCTURE 
TO  FLY  YOU  VIRTUALLY 
ANYWHERE  YOU  WANT, 
ANYTIME  YOU  WANT. 
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5,000  miles  across  the  Pacific  to  remote 
testing  facilities  in  Texas  and  board 
meetings  across  the  Atlantic.  "It  saves 
precious  time  and  ensures  you  arrive  in 
good  shape,"  says  Musk. 

With  its  simultaneous  short-field 
and  long-range  capabilities,  the 
Falcon  900  is  truly  a  model  of  the  effi- 
cient technology  Musk  values  in  all 
his  investments.  This  maverick  space 
pioneer,  who  travels  with  frequency 
across  open  oceans,  also  appreciates 
his  jet's  three-engine  configuration. 

From  launching  businesses  to 
launching  rockets,  Musk  has  always 
had  an  eye  to  the  future.  Yet,  while  ulti- 
mate success  may  lie  a  galaxy  away, 
this  trailblazer  will  not  be  held  back  by 
the  laws  of  physics,  nor  will  he  be  held 
up  by  an  airline  schedule.  4 


By  using  Rockwell  Collins',  latest 
satellite-based  global  "eXchange" 
system,  passengers  aloft  anywhere  can 
seamlessly  link  to  any  earthbound 
office  across  the  globe  at  broadband 
speeds,  e-mail  large  files  and  commu- 
nicate with  BlackBerries  or  Wi-Fi  cell 
phones  via  Internet-based  phone  service. 

Want  the  latest  news,  weather, 
sports  or  financial  reports?  Rockwell 
Collins'  Airshow  21  Cabin  Manage- 
ment System  brings  it  to  you  live,  via 
large  screens  and  personal  displays, 
precisely  integrating  information  and 
entertainment  with  multiregional 
direct-broadcast  satellite  television  and 
real-time  moving  maps. 

On  the  flight  deck,  the  latest  digi- 
tal technology  called  Synthetic  Vision 
takes  safety  and  utility  to  new  heights 


OFFICE  IN  THE  SKY 

There  is  a  digital  revolution  taking 
place  at  40,000  feet,  and  Rockwell 
Collins  is  leading  the  charge.  While 
jet  aircraft  cabins  have  always  been 
known  for  comfort,  they'll  soon 
be  better  known  for  connectivity, 
comments  Tim  Rayl,  senior  director 
of  marketing,  business  and  regional 
systems. 

Using  the  latest  microelectronics 
and  satellite  communications,  fully 
integrated  networked  cabin  systems 
will  connect  laptops,  printers, 
PDAs  and  other  devices  wirelessly. 


with  real-time,  photo-realistic  3-D 
images  of  the  terrain  below,  provid- 
ing a  clear  view  even  in  the  worst 
weather.  Combined  with  Enhanced 
Vision  and  infrared  sensing,  it  makes 
buildings,  trees,  vehicles  and  air- 
planes clearly  "visible,"  even  when 
the  real  world  is  totally  obscured. 
And  the  latest  Integrated  Flight 
Information  System  provides  pilots 
with  real-time  weather  radar  graphics, 
electronic  charts  and  GPS-based 
moving  map  displays.  For  the  traveler, 
all  this  means  greater  functionality, 
fewer  delays  and  a  safer  flight. 


FLIGHT  LOG 


Sandals  Resorts 

When  Gordon  "Butch"  Stewart  bougf 
an  unwanted  and  seriously  dilapidate 
Jamaican  hotel,  colleagues  thought  h 
needed  a  vacation.  But  with  a  passio 
for  his  native  paradise  and  the  assistanc 
of  a  business  aircraft,  Stewart  tram 
formed  this  once-forgotten  property  int 
an  empire  of  premier  resorts. 

The  Caribbean  lifestyle  is  not  know 
for  speed  and  efficiency,  so  Stewart 
own  plane  was  instrumental  in  develop 
ing  his  new  property.  "I  went  all  over  th 
place  in  that  airplane,"  he  recalls.  Aft« 
his  plane  helped  him  rebuild  the  hote 
it  helped  him  build  the  business.  "I  hi 
the  road,"  he  says.  "I  talked  to  even 
body,  encouraging  them  to  visit." 

Twenty-five  years  later,  a  doze 
award-winning  Sandals  Resorts  spa 
1,200  miles  of  the  Caribbean  from  th 
Bahamas  to  Antigua,  and  Stewart's  nc 
Bombardier  Challenger  300  is  helpin 
him  overcome  the  obstacles  of  time  an 
distance.  "To  get  consistent  quality  out  c 
our  product  takes  enormous  attentio 
and  continuous  personal  supervision,"  \ 
explains.  En  route,  the  exceptional! 
equipped  Challenger  permits  Stewart  an 
eight  additional  passengers  to  take  fu 
advantage  of  transit  time.  "I  can  revie1 
plans,  photography  and  promotion; 
materials,  and  the  telephone  works  beau 
tifully,"  he  says.  "So  I'm  in  a  very  efficiei 
office  on  that  airplane." 

Stewart  is  a  man  of  vision.  And  i 
40,000  feet,  he  can  see  clearly  that 
business  aircraft  is  one  amenity  th 
resort  chain  can't  do  without.  "If  time 
valuable,  the  plane  comes  cheap,"  Y 
says.  "There  is  no  way  that  we  cou| 
have  built  our  business  without  one." ' 
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OUTSOURCING  THE 
AIRCRAFT  OPERATION 


t's  not  the  acquisition  cost  that  keeps 
many  would-be  owners  from  pur- 
chasing their  own  aircraft,  "It's  all  the 
other  time-consuming  details:  flight 
crews,  hangars,  fuel,  maintenance, 
training  and  insurance,"  says  Matt  Weis- 
man,  founder  of  one  of  the  nation's  first 
aircraft  management  companies.  "It 
makes  more  sense  to  hire  an  expert." 

TAG  Aviation  CEO  Jake  Cart- 
wright  agrees.  With  a  fleet  of  more 
than  140  aircraft,  TAG  —  one  of 
the  largest,  most  experienced  global 
aircraft  management  and  charter 
companies  —  is  making  sure  aircraft 
owners  are  getting  maximum  returns 
in  both  utility  and  availability. 

Stellar  Quality,  Lower  Cost 

A  large,  high-quality  management  com- 
pany will  oversee  every  aspect  of  the 
operation.  But,  because  of  its  far-reach- 
ing experience,  TAG  can  do  so  at  a 
higher  level  of  efficiency,  consistency  and 
lower  cost  than  an  individual  operator. 
Cartwright  emphasizes  that  with  volume 
purchases  of  fuel,  training,  insurance  and 
maintenance,  TAG  can  pass  significant 
savings  directly  to  the  owner.  In  fact,  the 
savings  typically  offset  most  of  the  man- 
agement costs.  TAG's  specialists  can  also 
help  prospective  buyers  make  the  right 
aircraft  choice  and  direct  them  to  finan- 
cial and  legal  experts  to  guide  them 
through  the  acquisition.  Firms  like  TAG 
can  charter  the  owner's  aircraft  if  it  is 
otherwise  idle.  The  additional  revenues 
further  reduce  the  expense  of  ownership. 
But  the  most  vital  benefit  of  dealing  with 
an  experienced  management  company 
like  TAG  is  safety. 

While  many  management  companies 
aggregate  aircraft  in  a  single  location, 
TAG  pioneered  an  approach  tailored  for 
each  owner  that  includes  a  dedicated 
maintenance  and  operations  team, 


which  will  base  the  aircraft  anywhere 
desired  across  the  nation.  "It's  just  like 
having  your  own  in-house  flight  opera- 
tion designed  around  your  personal 
needs,"  points  out  Gil  Wolin,  TAG's  vice 
president,  corporate  communications. 
On  top  of  that,  TAG's  unparalleled 
wealth  of  internal  resources,  including 
dispatchers,  meteorologists,  flight  fol- 
lowers and  owner  services  personnel,  as 
well  as  safety,  maintenance  and  opera- 
tions experts,  are  available  24/7.  And  if 
a  mechanical  problem  might  otherwise 
keep  an  owner  grounded,  TAG  can 
easily  provide  a  backup  jet.  So,  while 
you  may  only  own  one  aircraft,  you 
have  a  complete  fleet  at  your  disposal. 

MANAGEMENT 
INACTION 

While  the  executives  at  a  major 
financial  services  company  wanted 
the  convenience  and  security  of  their 
own  jet,  what  they  didn't  want  was 
to  be  in  the  aircraft  operations 
business.  So  they  turned  to  TAG, 
where  Client  Aviation  Manager  Ray 
Marciano  designed  a  custom  solution. 


Marciano,  along  with  three  dedic; 
pilots  and  a  maintenance  supervi 
runs  a  virtual  in-house  flight  operat 
All  the  owner  does  is  call  and 
"By  working  directly  and  exclusb 
with  this  client,  we  can  anticip 
his  frequently  changing  needs,"  s 
Marciano.  "And  I  have  the  support 
backing  of  TAG's  wealth  of  glc 
resources  around  the  clock." 

While  the  majority  of  trips 
meticulously  planned,  TAG's  supp 
network  ensures  that  any  spontane 
changes  are  seamless.  When  one 
Marciano's  flights  encounterec 
weather  diversion,  TAG  handled 
complicated  logistics  with  ease.  "" 
moment  we  changed  destinations, 
Flight  Coordination  team  was  redir 
ing  ground  transportation  to  bring 
owner  to  his  original  destination  v 
minimum  delay." 

In  the  event  that  a  plane  is  down 
maintenance,  Marciano  calls  oi 
TAG-chartered  aircraft.  And  Marci 
points  out  that,  as  part  of  the  T 
"family,"  his  client  benefits  from  sig 
icant  volume  discounts. 


The  longer  the  flight 
the  greater  the  savings 


_  TM 

actional  First  : 

istance-based  pricing 
o  "taxi  time"  deductions 
exible-use  option 
-ansparent  fuel  cost 


Flight  Options  offers  another  Fractional  First:  added  discounts  for  flights, 
depending  on  distance.  Our  new  Fractional  First  program  is  the  first  to  offer 
a  20%  discount  on  flight  time  beyond  2  hours  in  light  cabin,  and  flight  time 
beyond  2.5  hours  in  mid,  super-mid  and  large  cabin.  So  if  your  flight  is  a 
little  longer,  especially  when  flying  coast-to-coast,  you'll  pay  less. 


ase  call  for  details. 


77.703.2348  I  www.flightoptions.com 


it  Options,  LLC  is  a  Raytheon  company. 


O  R  X  ■  O 


Advertisement  8 

The  Enlightened  Business  Traveler 


FRACTIONAL 
OWNERSHIP 


Fractional  ownership,  the 
brainchild  of  Netjets  Founder 
Richard  Santulli,  changed 
the  face  of  business  aviation 
like  no  other  innovation 
before  it.  It  has  revolutionized  travel 
by  making  business  jet  benefits  avail- 
able and  affordable.  The  flexibility 
and  convenience  of  being  able  to  buy 
just  as  much  as  you  need  introduced 
the  advantages  to  an  eager  audience 
more  massive  than  even  Santulli 
ever  imagined. 

You  purchase  the  fractional 
share,  then  pay  monthly  manage- 
ment fees  plus  a  per-flight-hour 
charge,  but  only  for  time  spent 
aboard.  You  enjoy  the  full  advan- 
tages and  tax  benefits  of  owning 
your  own  aircraft,  and  your  plane 
is  a  phone  call  away.  Fractional 
ownership  also  offers  lease  options, 
which  are  increasingly  popular. 

Though  Netjets  first  introduced 
the  fractional  concept,  there  are 
currently  five  major  fractional  share 
providers  offering  unique  combina- 
tions of  aircraft,  services  and  owner 
benefits. 


4* 


NETJETS 

Backed  by  Berkshire  Hathaway,  Netjets 
remains  the  largest  provider  with  the 
broadest  global  coverage  and  the  most 
diverse  fleet  of  aircraft  and  owners. 
More  than  665  jets  representing  13  dif- 
ferent aircraft  types,  ranging  from  the 
seven-seat,  small-cabin  Cessna  Citation 
Bravo  to  the  globe-spanning  Boeing 
BBJ  with  18  seats  (plus  a  bedroom),  are 
in  the  U.S.  fleet  alone. 

President  Jim  Christiansen  notes 
that,  in  addition  to  providing  hundreds 
of  thousands  of  international  flights 
annually  with  its  U.S. -based  fleet, 
Netjets  is  the  only  international  frac- 
tional provider  with  independent  fleets 
in  Europe  and  the  Middle  East. 
Through  a  comprehensive  interchange 
program,  U.S.  owners  can  step  off  a 
commercial  flight  in  London,  Rome  or 
Dubai  and  have  a  Netjets  aircraft 
whisk  them  anywhere  across  the 
continent  or  around  the  world. 

And  Netjets  also  offers  other 
exclusive  benefits,  such  as  worldwide, 
around-the-clock  access  to  the  Mayo 
Clinic  and  expert  medical  support 
while  in  the  air  or  on  the  ground. 


FLIGHT  LOG 


CMAT  International 

As  CEO  of  CMAT  International, 
boutique  consulting  firm  specializir 
in  performance  management  soli 
tions,  Alan  Fabian  understands  tr 
value  of  maximizing  time  and  bus 
ness  efficiencies.  And  with  a  fraction 
share  in  a  Netjets  Gulfstream  G  F 
he  is  making  the  most  of  evei 
minute. 

For  critical  client  meetings  wil 
major  corporations  or  governmei 
entities,  the  plane  can  move  as  mar 
as  12  passengers  with  oversized  pre 
entation  materials,  make  multip 
stops  in  one  day  and  still  bring  the 
home  that  evening.  "That's  valu 
added,"  Fabian  emphasizes.  But  ofte 
it's  the  time  on  the  plane  that 
most  valuable.  Traveling  with  k« 
prospects,  "the  plane  gives  us  face-t' 
face  access  to  people  we  may  not  1 
able  to  spend  time  with  normally,"  I 
says.  Fabian  could  spend  millions  c 
promotions,  but  he  gains  better  vail 
from  the  plane.  "It's  the  best  targ 
marketing  you're  ever  going 
have,"  he  says. 

A  unique  lease  agreement  elim 
nated  the  major  long-term  inves 
ment  and  significant  cash  outla 
Instead,  a  fixed  monthly  lease  pa 
ment  grants  Fabian  all  the  rewards 


DDENLY  THE  SKY  IS  MADE  OF  SILK. 


Nothing  can  make  the  air  perfectly  smooth  —  but  nothing  can  touch  the  incredible 
Falcon  7X  for  smooth  flying.  Fly-by-wire  technology  gives  it  the  reflexes  of  a  fighter, 
the  agility  of  a  bird.  And  its  all-muscle-no-fat  design  will  whisk  you  over  5950  miles 
with  the  efficiency  of  a  smaller  plane  —  in  a  cabin  of  silken  quiet  —  within  a  whisper 
yf  the  speed  of  sound.  Technology  not  just  on  the  leading  edge,  but  leading  the  edge. 
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maximize  time  and  money,"  he  says. 
"It's  a  very  strategic  business  tool, 
and  it's  been  indispensable  to  our 
development."  4 

BOMBARDIER  FLEXJET 

Backed  by  global  aerospace  giant  Bom- 
bardier, the  Flexjet  fleet  includes  the 
Learjet  40XR,  45XR,  the  midsize 
60XR,  the  wide-body  Challenger 
300  and  the  intercontinental-range 
Challenger  604,  fully  equipped  with 
DirecTV  and  satellite  communications. 
Building  on  the  highest  standards  of 
safety  and  service,  Flexjet  continues  to 
develop  creative  ownership  programs. 
"Versatility  Plus,"  for  example,  allows 
owners  to  buy  or  sell  hours  through  an 
owner's  "exchange  pool."  And  "Any- 
Time  Options"  offers  more  benefits, 
including  guaranteed  access  to  larger 
or  smaller  aircraft  or  multiple  aircraft 
in  the  same  day. 


FLIGHT  LOG 


FTVentures 

With  a  quarter  century  of  experience 
in  venture  capital,  FTVentures  partner 
Bob  Barrett  knows  a  good  investment 
when  he  sees  one.  After  taking  stock 
of  his  business  travel  alternatives,  he 
found  that  Bombardier  Flexjet  could 
provide  the  returns  he  was  looking 
for.  "Venture  capital  is  very  competi- 
tive, so  when  an  investor  calls,  we 
need  to  respond  quickly,"  says  Barrett. 
"We  invest  all  over  and  sometimes  in 


*»  I'm  in  a  very  efficient  office  on  that  airplane.  If  time 
is  valuable,  the  plane  comes  cheap.There  is  no  way 
that  we  could  have  built  our  business  without  one. 55 

GORDON  "BUTCH"  STEWART 

Sandals  Resorts 


"We  continuously  look  at  ways  to 
enhance  the  program,"  says  Bob 
Knebel,  vice  president,  sales.  For 
example,  Flexjet  dropped  ferry  fees 
on  flights  to  Bermuda,  the 
Caribbean,  Europe,  Hawaii  and 
recently  throughout  Mexico.  Flexjet 
also  created  Flexjet  Canada  using  an 
exclusively  Canadian-registered  fleet, 
which  eliminates  the  point-to-point 
restrictions  that  Canadian  residents 
encounter  aboard  U.S.  aircraft. 

Although  the  typical  fractional  own- 
ership contract  is  five  years,  most  pro- 
grams allow  the  owner  to  opt  out  after 
24  or  36  months.  But  Flexjet  also  offers 
a  two-,  three-  or  four-year  "WalkAway 
Lease"  program,  adding  substantial 
flexibility  and  financial  leverage  in 
acquiring  business  jet  benefits. 


hard-to-locate  places."  Now,  with  easy 
access  to  his  jet,  Barrett  can  be  sure 
he'll  never  miss  an  opportunity 
because  he  missed  a  plane. 

With  offices  on  both  coasts  and 
investments  across  the  nation,  Barrett 
and  his  partners  can  call  for  an  air- 
plane anywhere,  and  even  have  the 
ability  to  use  multiple  planes  simulta- 
neously. And  since  Flexjet  guarantees 
both  upgrades  and  downgrades,  he  can 
maintain  a  share  in  the  smaller  Learjet 
45,  and,  in  the  case  of  long-distance 
flights  or  more  passengers,  upgrade  to 
a  Challenger. 

While  Barrett's  closest  major  air- 
line airport  is  an  hour-and-a-half 
drive,  his  Learjet  is  just  15  minutes 
away.  On  frequent  trips  to  the  North- 
east, he's  already  deplaning  in  the  time 


it  would  take  just  to  board  a  comr 
cial  flight.  "Numerous  times  I  hav 
be  somewhere  in  the  morning 
back  in  the  afternoon,"  he  says, 
hard  to  do  that  commercially."  N 
he  can  evaluate  more  new  investn 
opportunities,  see  more  new  inves 
and  work  while  he  travels.  For  ] 
rett,  this  unprecedented  efficient 
paying  big  dividends. 

FLIGHT  OPTIONS 

Flight  Options,  owned  by  Rayth 
Corporation,  offers  fractional  sh 
in  the  popular  small-cabin  Haw 
400XP,  the  midsize  Hawker  80( 
jet,  the  ultrafast  Cessna  Citatio 
and  the  economical  large-ca 
Embraer  Legacy. 

With  innovative  programs 
off-peak  price  reductions,  the  con 
ny  takes  an  ingenious  approacl 
fractional  ownership.  All-new  "F 
tional  First,"  for  example,  offers  ( 
siderable  added  value.  Owners 
now  fly  from  80%  to  120%  of  t 
contract  hours  annually  but 
management  fees  only  on  he 
flown.  And  though  taxi  timt 
charged  for  each  flight,  it's 
deducted   from   annual  prog 
hours.  Longer  flights  qualify 
additional  pricing  discounts; 
charges  are  at-cost;  and  for  flij 
outside  the  service  area,  only 
charges  accrue  on  the  repositioi 
leg.  Those  travelers  who  are  flex 
with  departure  times  and  aire 
type  receive  additional  discoi 
through  the  "Departure  Optio 
program.  CEO  Michael  Scheeri 
points  out  that  Flight  Options  is 
taking  a  leading  role  with  the  FA- 
developing  a  broad  range  of 
industry  safety  and  service  standa 

For  those  seeking  greater  finar 
leverage,  the  "Buy  25,  Lease  25" 
gram  cuts  the  initial  capital  inv 
ment  by  half.  You  buy  25  hour: 
one  aircraft  and  lease  25  hour; 
the  same  or  another  aircraft 
a  five-year  term.  There  is  als 
"75/25  Combo  Share"  plan,  \i 


"lexibility 


Fueled  and  Waiting. 


Fractional  Jet  Ownership  Designed  Around  You 

Bombardier  Flexjet*  gives  you  more  flexibility  than  any  other  fractional  jet  ownership  program.  Forget  having 
to  select  from  limited  program  options.  Only  Flexjet  lets  you  fly  the  exact  hours  you  need,  with  the  benefits 
you  desire -all  provided  by  the  industry's  best  people  delivering  the  highest  standards  of  service.  If  you 
want  the  ultimate  level  of  flexibility  in  fractional  ownership,  you  can  have  it.  Fueled  and  waiting. 

Call1-800-FLEXJETorvisitflexjet.com. 

BOMBARDIER 

FLEXJET 


©  2007  Bombardier  Inc.  'Trademark(s)  of  Bombardier  Inc.  or  its  subsidiaries.  Call  Flexjet  for  terms  and  conditions. 
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75%  of  flight  hours  dedicated  to  one 
aircraft  and  25%  to  another  —  an 
economical  alternative  for  meeting 
varied  travel  requirements.  In  addi- 
tion, leasing  programs  as  short  as  24 
months  are  available. 


FLIGHT  LOG 


Dorros  Cardiology 

Dr.  Gerald  Dorros  diagnosed  the  diffi- 
culties of  commercial  air  travel  when  he 
began  shuttling  between  his  office  and 
residence  in  Scottsdale,  Ariz.,  and  a 
second  location  in  Jackson,  Wyo.  The 
700-mile  trip  was  an  all-day  operation. 
As  an  active  lecturer  and  consultant 
with  a  travel  schedule  that  took  him 
from  southern  Florida  to  the  Northeast, 
the  Midwest  to  the  West  Coast,  this 
renowned  cardiologist  needed  a  new 
travel  prescription.  Flight  Options  filled 
it  perfectly.  With  a  share  in  a  Hawker 
400,  Dorros  is  now  flying  a  healthy  135 
hours  a  year,  and  completely  bypassing 
clogged  commercial  arteries. 

The  all-day  commercial  trip  dis- 
solves into  an  hour  or  two,  says 
Dorros.  "There's  less  aggravation  and 
more  time  to  work  effectively  and 
without  fatigue,"  he  adds.  Although 
shaving  days  off  his  trip  times  has  been 
a  welcome  side  effect,  Dorros  most 
values  the  service  and  security  Flight 
Options  provides.  The  freedom  to  live 
where  he  wants  to  and  work  where  he 
needs  to  is  a  winning  prognosis.  "The 
ability  to  do  business,  go  back  and 
forth  and  still  be  home  that  night  is 
invaluable,"  he  says.  *| 

CITATIONSHARES 

CitationShares,  co-owned  by  Cessna 
Aircraft  Company  and  TAG  Aviation, 


has  some  impressive  offerings  for 
those  seeking  superior  economy, 
particularly  on  flights  of  about  1,500 
miles. 

With  a  stable  of  small  to  midsize 
Cessna  jets  ranging  from  the  CJ1, 
CJ3,  Citation  Bravo  and  XLS  to  the 
Sovereign  with  its  large  cabin,  stand- 
up  headroom  and  coast-to-coast 
range,  CitationShares  boasts  the 
most  attractively  priced  jets  in  the 
market.  But  lower  cost  is  just  the 
beginning.  CitationShares  simplified 
contracts,  streamlined  its  program 
and  eliminated  complicated  billing, 
resulting  in  an  all-new  fractional 
product  called  "Citelines."  With  the 
exception  of  the  initial  capital  invest- 
ment, management  fees,  hourly  costs 
and  all  other  charges  are  blended 
into  a  single  predictable  annual  pay- 
ment. "And  you  can  divide  the  total 
cost  into  equal  monthly  install- 
ments," says  Patrick  Dunlavy,  Cita- 
tionShares executive  vice  president, 
sales,  marketing  and  contracts. 

More  for  Your  Money 

Citelines  also  added  significant 
reduced-cost  options,  Dunlavy  points 
out.  "We  priced  our  fractional  prod- 
uct in  a  way  that  creates  incentives  for 
traveling  at  off-peak  times."  Owners 
now  choose  among  four  pricing 
levels,  from  an  economical  320-day  to 
the  most  expensive  365-day  option. 
The  fewer  peak  travel  days  selected, 
the  greater  the  savings. 

CitationShares  incorporates  a  num- 
ber of  other  cost-saving  opportunities 
in  addition  to  Citelines,  including 
"Preferred  Positioning,"  which  offers 
lower  rates  when  flying  on  reposition- 
ing flights;  "Caribbean  Express,"  which 
eliminates    repositioning    fees  to 


the  Caribbean  on  select  days;  am 
"Value  Plus,"  which  allows  owners  t< 
purchase  additional  hours  in  othe 
aircraft  at  special  rates. 


FLIGHT  LOG  

American  Nevada 
Company 

As  one  of  the  Southwest's  largest  an<j 
most  successful  developers,  Americai 
Nevada  Company  owns,  manage 
and  develops  large  retail,  commercia 
and  residential  properties  throughou 
Nevada,  Arizona  and  Colorado.  S<j 
it's  no  surprise  that  America! 
Nevada's  travel  requirements  are  aj 
diverse  as  its  project  portfolio. 

But  in  a  world  where  lost  hour 
can  cost  millions  of  dollars,  it' 
impossible  to  rely  on  an  airlim 
schedule,  says  Bruce  Deifik,  presiden 
and  CEO.  That's  why  his  company' 
new  travel  blueprint  builds  on  thj 
flexibility  of  fractional  ownershi| 
with  CitationShares. 

Because  multiple  managemen 
teams  visit  as  many  as  four  or  fivi 
sites  per  day,  Deifik  purchased  share: 
in  a  six-passenger  Citation  CJ3  anc 
the  larger  ten-passenger  Citatior 
Sovereign.  The  program  has  been  sc 
successful  that  he  is  considering  ever 
more  hours.  "From  a  business  stand 
point,  to  move  around  easily  anc 
seamlessly  and  accomplish  multiplt 


*»*  I  grew  up  a  poor  kid  in  New  York,  so  I  never 

thought  I'd  have  that  kind  of  luxury  ...  but  it  really 
pays  off  at  the  bottom  line.  ^5 

JERROLD  ROSENBAUM 

Body  Shop  of  America,  Inc. 


bragging  to  say  you  can  take  your  Eclipse  500"  jet  anywhere  you  need  to  go.  Business  or  pleasure.  St. 
Thomas.  But  you  have  to  admit  the  mere  thought  of  it  does  make' you  smile.  And  at  about  s  1.5  million, 
e  500  '  is  absolutely  within  your  reach.. So  stop  dreaming,  and  own  one.  Today.  Check  out  our  Total  Ecli 
chedule  for  a  tour  stop  near  you,  or  visit  us  in  Albuquerque. 

8  66- 597-  9496 
eclipseaviation.com 


ECLIPSE 

AVIATION 


•rrisement  14 

The  Enlightened  Business  Traveler 


missions  in  one  day  is  a  really 
tremendous  benefit,"  he  says.  "The 
plane  is  there.  They  drop  me  off,  and 
I  don't  worry  about  a  thing." 

There's  also  another  precious 
advantage  Deifik  emphasizes:  "Our 
people  can  be  home  with  family  at 
the  end  of  a  hectic  day  instead  of 
spending  another  night  in  a  hotel 
room."  Now  that's  something  you 
can't  put  a  price  on.  A 

AVANTAIR 

Arguably  one  of  the  most  unique 
fractional  ownership  companies, 
Avantair  —  the  exclusive  provider  of 
fractional  shares  in  the  unusual  Piaggio 
Avanti  twin  turboprop  —  rocketed  to 
success  with  CEO  and  Founder  Steve 
Santo's  maverick  approach.  Santo 
continues  to  drive  the  company  to 
new  heights  with  inventive  programs 
and  new  developments.  With  its 
avant-garde  design,  the  Avanti  fea- 
tures a  stand-up  cabin  as  large  as  a 
midsize  jet,  speeds  faster  than  those 
of  many  light  jets  and  the  ability  to 
climb  well  above  weather  to  41,000 
feet,  all  with  fuel-sipping  efficiency. 
Add  to  that  short-field  performance, 
increasing  access  to  hundreds  of 
additional  airfields,  plus  ample  range 
to  fly  halfway  across  the  nation,  and 
it's  no  wonder  the  Avanti  is  a  big  hit. 

Santo's  pioneering  approach  intro- 
duced a  single-priced  monthly  billing 
plan,  which  simplified  budgeting  and 
eliminated  some  of  the  annoying  com- 
plexities of  fractional  ownership. 
Although  the  value  proposition  is  an 
Avantair  fundamental,  Santo  considers 
exemplary  safety  and  service  his  fore- 
most priorities. 

Recently,  Avantair  took  another 
giant  leap  forward  as  the  first  frac- 
tional provider  to  offer  shares  in 
Embraer's  newly  designed  Phenom 
100,  one  of  the  new  breed  of  VLJs. 
With  a  BMW-designed  cabin  that's 
more  spacious  and  comfortable  than 
those  of  many  larger  jets,  the  only 
small  thing  about  it  is  the  price. 

This  success  story  has  not  gone 


unnoticed.  Avantair  caught  the  atten- 
tion of  prominent  venture  capitalists 
who  took  the  company  public  this 
year,  a  first  among  fractional  owner- 
ship providers. 


FLIGHT  LOG 


Body  Shop  of 
America,  Inc. 

When  it  came  to  expanding  his 
Jacksonville,  Fla. -based  clothing 
company  throughout  major  shop- 
ping malls,  Body  Shop  of  America, 
Inc.,  President  and  Chairman  Jerrold 
Rosenbaum  knew  that  aggressive 
upsizing  would  depend  on  carefully 
assessing  each  market.  With  170 
stores  in  23  states.  Body  Shop  of 
America  has  been  successfully 
selling  hip  women's  fashions  in  pop- 
ular college  towns  from  Waco,  Tex., 
to  Winston-Salem,  N.C.  But  while 
these    locations    boast    a  solid 


customer  base,  their  commercial  a 
line  service  is  nothing  to  brag  abo 

Commercially,  getting  anywh< 
from  Jacksonville  meant  at  leas 
two-day  trip  and  time  out  of  l 
office  Rosenbaum  could  ill  afford, 
order  to  visit  his  store  network  a 
shop  for  new  locations,  Rosenbaii 
needed  a  fast,  direct,  cost-effect 
way  to  go.  Avantair  tailored 
perfect  fit.  "Now,  with  our  airphi 
we  easily  do  three  cities  in  a  da 
says  Rosenbaum.  "We're  locating 
places  we  would  not  have  been  a 
to  before." 

Better  still,  Rosenbaum's  fuj 
efficient  turboprop  features  the  cai 
bilities  of  expensive  jets  at  a  fracti 
of  the  cost,  and  the  predictai 
monthly  billing  makes  budgetinj 
breeze.  Whether  he's  making  an  e: 
cient  site  survey  with  designe 
architects  and  construction  ma 
agers,  keeping  his  buyers  well  cfi 
nected  or  just  frequenting  malls 
stay  on  top  of  trends,  Rosenbal 
makes  his  airplane  work  as  hard 
he  does.  It's  a  practical  business  « 
as  indispensable  as  this  seasol 
must-have  accessory.  "I  grew  ui 
poor  kid  in  New  York,"  says  Ros< 
baum,  "so  I  never  thought  I'd  hs 
that  kind  of  luxury  in  my  life,  bui 
really  pays  off  at  the  bottom  line. 
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Citelines 

By  CitationShares 


FRACTIONAL  SIMPLIFIED. 

With  Citelines,  you're  in  control. You  save  tens  of  thousands 
of  dollars  by  flying  on  non-peak  days.  You  have  one 
all-inclusive  payment  that  includes  management  fees, 
operating  costs  and  fuel  surcharges.  You  never  pay 
repositioning  fees.  Take  control.  Contact  the  fractional 
industry's  most  innovative  company:  CitationShares. 

www.CitationShares.com    For  more  Information  Call  800.340.7767  x  621 


^  CitationShares 


-.•2006  CitationShares 
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CHARTER 


Charter  is  typically  the 
least  costly  way  to  gain 
business  jet  advantages, 
particularly  if  you  plan 
to  return  to  your  depar- 
ture point  within  a  day  or  two. 
Otherwise,  you  need  to  consider 
repositioning  or  empty  leg  charges. 
You  gain  all  the  benefits  of  private 
travel,  with  no  long-term  financial 
commitments,  and  you  can  select  the 
aircraft  best  suited  for  each  trip.  You 
can  charter  once  a  week  or  just  once 
in  a  while,  and  you  pay  for  only  as 
much  as  you  need. 

Not  all  charter  is  created  equal. 
Quality  varies  considerably,  points 
out  TAG's  Wolin,  and  while  top 
charter  operators  subscribe  to  rigid 
safety  standards  equal  to  or  exceed- 
ing those  of  the  world's  preeminent 


66  The  plane  gives  us  face-to-face  access  to  people 
we  may  not  be  able  to  spend  time  with  normally. 
It's  the  best  target  marketing  you're  ever  going 
to  have.  99 

ALAN  FABIAN 

CMAT  International 


airlines,  others  do  not,  he  cautions. 
Careful  research  pays  off.  "Work 
only  through  companies  with  impec- 
cable reputations,"  he  implores. 
Those  are  the  ones  that  meet  the 
industry's  most  demanding  criteria 
and  receive  the  highest  ratings  from 
independent  safety  auditors  such  as 
Wyvern  or  ARG/US.  It  may  cost  a  little 
more,  he  says,  but  the  value  of  greater 
safety  and  security  is  undeniable. 


TAG,  with  its  unblemished  401 
years  of  global  experience,  makes 
charter  available  through  its  large 
managed  fleet  of  top-quality 
aircraft.  And  if  a  TAG  jet  isn't 
available  when  you  want  it,  the 
company  will  turn  to  an  elite  cadre 
of  providers  that  meet  TAG's  rigid 
industry-leading  safety  criteria  and 
can  supply  the  perfect  aircraft  for 
your  needs. 


JET  CARDS 


Jet  cards  are  the  hot  new  way 
to  fly.  They've  made  business 
aircraft  advantages  more  acces- 
sible, affordable  and  available 
than  ever  before  by  uniquely 
combining  the  no-long-term  com- 
mitment, pay-as-you-go  benefits  of 
charter  with  the  one-way  pricing, 
consistency,  safety  and  guaranteed 
availability  of  fractional  ownership. 
One  card,  one  payment,  one  call 
and  your  jet  is  guaranteed  anytime, 
anywhere. 

Sold  in  fixed-dollar  or  hourly 
denominations,  they  work  much  like 
a  prepaid  phone  card  that  depletes 
as  you  use  it,  and  many  providers 
offer  a  full  refund  on  the  unused  bal- 
ance. Unique  to  jet  cards,  trips  are 
priced  on  a  fixed-hour  cost  and  one- 
way basis,  without  any  positioning 


or  empty  leg  charges. 

Although  jet  cards  are  more 
expensive  than  on-demand  charter, 
their  convenience  is  attracting  a 
booming  market.  Corporations  find 
jet  cards  a  simple  way  to  isolate  per- 
sonal from  business  travel,  and 
retirees,  entrepreneurs,  small  busi- 
nesses and  families  have  found  a 
new  cost-effective  approach  to 
flying  privately. 

MARQUIS  JET  CARD 

The  popular  Marquis  Jet  Card  set  the 
trend  that  others  followed,  and  offers 
all  the  benefits  of  Netjets  fractional 
ownership,  25  prepaid  hours  at  a 
time.  Card  owners  have  nationwide 
access  to  the  entire  Netjets  fleet,  and 
a  combo  card  splits  hours  in  two 
different  aircraft  for  those  with 


varied  travel  needs.  Card  owners  can 
also  upgrade  or  downgrade  to  their] 
choice  of  aircraft  at  a  specified  hour-j 
interchange  rate. 

In  Europe,  Netjets  operates  its  own 
branded  jet  card  program  using  the) 
Netjets  international  fleet,  so  Marquis 
Jet  Card  owners  in  the  U.S.  can  take 
equal  advantage  when  abroad. 

FLEXJET  25  CARD 

Bombardier  Flexjet's  Flexjet  25  card^ 
available  on  three  Bombardier 
models,  is  offered  in  25-,  30-  and  35-j 
hour  increments.  In  addition,  each 
card  has  three  pricing  levels  based 
on  one's  flexibility  in  avoiding  peak 
travel  periods.  The  Flexjet  25  card 
also  guarantees  that  you'll  fl)j 
aboard  a  Flexjet  aircraft  at  least] 
95%  of  the  time. 


DISTINGUISHED 


ntroducing  the  standard  for  those  who  demand  an  airplane  that's  as  beautiful  as  it  is 
unctional.  With  its  new  Sterling  silver  finish,  sleek  lines,  and  smooth  composite  construction, 
t's  the  best  looking  Cirrus  ever  made.  And  with  its  roomy  cabin,  leather  seats  and  an 
nterior  that  rivals  any  luxury  car,  you'll  enjoy  every  moment  in  the  air  and  arrive  refreshed. 
The  SR22  Sterling  from  Cirrus  -  as  distinctively  different  as  you  are. 

jail  for  more  information  |  866.733.0149  |  visitcirrusdesign.com 

CIRRUS.  PLANE  GENIUS™ 


CIRRUS 


•R22-GTS  shown  with  optional  composite  prop. 

;.2007,  CIRRUS  DESIGN  CORPORATION.  ALL  RIGHTS  RESERVED. 
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FLIGHT  OPTIONS  JET- 
PASS  ULTIMATE  CARD 

The  Flight  Options  JetPASS  Ultimate 
Card,  sold  in  fixed-dollar  amounts,  is 
a  strikingly  new  variation  on  the  jet 
card  model.  Cardholders  can  select 
from  small-,  midsize-  or  large-cabin 
aircraft,  and  each  has  predetermined 
flight-hour  pricing.  Although  one 
can  fly  anytime,  discounts  apply  for 
off-peak  travel.  The  cards  have  no 
expiration  date  and  the  unused  balance 
is  completely  refundable. 

CITATIONSHARES 
VECTOR  JETCARD 

With  a  20-hour  minimum,  Citation- 
Shares'  Vector  JetCard,  available  on  the 
CitationShares  small-cabin  fleet,  is  the 
most  affordable  jet  card.  Combination 
cards  that  split  hours  between  two 
aircraft  are  also  available.  The  Vector 
JetCard  offers  a  new  high-value, 


nonpeak  travel  benefit,  which  consists 
of  extra  flight  time  at  no  cost  if*  one  can 
travel  on  a  more  flexible  schedule.  The 
card  can  -be  used  throughout  the  U.S., 
southern  Canada,  Mexico,  Bermuda 
and  the  Caribbean. 

TAG  AVIATION 
JETCARD 

The  TAG  JetCard  is  available  in  fixed- 
dollar  amounts  and  is  ideal  for  those 
who  do  a  great  deal  of  one-way  travel. 
Card  owners  can  select  from  four  air- 
craft groups,  and  the  stated  fixed,  per- 
hour  rates  apply  anywhere  across  the 
nation.  Your  jet  is  guaranteed  wherever 
you  want  it  and,  unlike  with  charter,  you 
pay  only  for  the  time  spent  aboard.  The 
unused  portion  is  fully  refundable.  In 
addition  to  TAG's  own  extensive  fleet, 
card  owners  gain  access  to  hundreds  of 
top-quality  aircraft  operated  by  an  elite 
group  of  rigorously  screened  providers. 


BOMBARDIER  SKYJET 
INTERNATIONAL 

The  Skyjet  International  Card 
available  throughout  Europe  at  fix) 
one-way  pricing,  or  for  on-dema 
charter  worldwide  aboard  late-moi 
Bombardier  aircraft.  The  card  is  sd 
in  hourly  increments,  and  pricing 
based  on  the  aircraft  selected.  Y1 
choose  the  number  of  hours  desiii 
without  any  minimum  or  restrictk 
Skyjet  International,  which  wot\ 
exclusively  with  a  select  group 
international  providers  that  mainta 
impeccable  standards,  assures  caj 
holders  of  the  highest  levels  of  safj 
and  service. 

Bombardier  Skyjet,  a  U.S.-bas! 
sister  company,  offers  25-hd 
cards  throughout  the  nation 
a  wide  variety  of  aircraft,  includii 
Bombardier  Learjets  and  Ch 
lengers. 


THE  DREAM  OF  FLIGHT 


January  marked  an  aviation  mile- 
stone, with  the  first  delivery  of  the 
groundbreaking  Eclipse  500  very 
light  jet  (VLJ).  This  all-new  twin  jet, 
priced  at  just  over  $1.5  million,  is 
designed  to  be  the  most  affordable  and 
functional  VLJ  on  the  market.  Con- 
ceived by  Eclipse  Founder,  President  and 
CEO  Vern  Raburn,  the  Eclipse  500  can 
take  off  from  small  rural  airports,  climb 


quickly  above  weather  and  airliners, 
and  whisk  four  passengers  nearly 
halfway  across  the  country.  This  "smart 
plane"  is  also  the  first  in  its  class  to 
incorporate  space  shuttle-like  performance 
monitoring,  which  communicates  directly 
with  the  factory.  There,  flight  hours  will 
be  logged,  inspections  tracked  and 
services  recommended.  Additionally, 
through  computerized  maintenance 


diagnostics,  any  system  not  function} 
perfectly  will   literally  inform 
mechanic  of  the  problem. 

But  Raburn  took  his  innovatj 
approach  well  beyond  the  airplaj 
He  simplified  maintenance,  operatic) 
and  budgeting  and  significan 
reduced  the  cost  of  ownership  witl 
program  called  "JetComplete," 
all-embracing  plan  incorporate 
airline-style  simulator  training,  fd 
inclusive  maintenance  support  a 
trip-planning  services,  plus  insurai) 
and  fuel  discounts.  JetComplete 's  2\ 
service  at  a  fixed,  per-flight-hc 
charge  provides  Eclipse  owners  m 
an  exceptional  level  of  conveniem 
financial  predictability  and  savings 
all  maintenance  and  operations  ca 
the  life  of  the  aircraft. 

While  Raburn  put  the  new! 
within  financial  reach  of  a  hu 
owner-flown  marketplace,  he  a 
brings  the  value  and  benefit  of  persa 


Simplifying  Jet  Ownership 


As  you  consider  your  aircraft  purchase  and  ongoing  travel 
management,  put  TAG  Aviation's  experience  and  discretion  to 
.work  for  you.  Buying  and  managing  an  aircraft  is  a  complex 
process.  We  know  that  the  choices  you  make  will  have  a 
profound  effect  on  your  lifestyle,  as  well  as  your  finances. 

TAG  Aviation  brings  you  the  resources  of  one  of  the  world's 
|f  leading  providers  of  personal  air  travel  services,  with  a  portfolio 
pf  managed  aircraft  valued  in  excess  of  $1  billion  and  aircraft 
transactions  exceeding  $250  million  per  year.  We'll  work  with 
you  to  understand  the  market,  acquire  the  aircraft,  identify  your 
unique  travel  needs  and  provide  a  personalized  aircraft 
management  solution. 


At  TAG,  we  provide  a  turnkey  flight  department  to  efficiently 
transform  your  aircraft  into  a  personal  air  travel  system 
with  a  crew,  dedicated  to  you,  at  your  home  base.  You  enjoy 
local  service  with  the  management  systems  and  discounts  of  a 
global  fleet.  Our  integration  of  aircraft  acquisition  and 
management  services  combines  the  acquisition  with  the 
management  of  all  maintenance, 
finance  and  operational  details,  from 
start  up  through  your  time  of  ownership. 

After  all,  we  understand  your  ultimate 
goal  ,s  travel,  not  merely  ownership. 


Aircraft  Acquisition  and  Brokerage,  Management,  Charter  Sales 


650-342-1717  •  solutions@tagaviation.com  •  www.tagaviation.com 

New  York  •  San  Francisco  •  Minneapolis  •  London  •  Geneva  •  Berlin  •  Hong  Kong  •  Sydney 


The  Enlightened  Business  Traveler 


jet  travel  to  a  vast  audience  of  small 
businesses,  entrepreneurs  and  corpo- 
rations seeking  a  highly  efficient,  cost- 
effective  means  of  travel. 

Of  course,  great  ideas  with  signifi- 
cant market  potential  are  bound  to 
inspire  followers.  For  example,  Cessna's 
Mustang  is  being  delivered  to  owners 
now;  the  Adam  700  is  nearing  comple- 
tion; Brazilian  manufacturer  Embraer 
has  heralded  the  Phenom  100;  and  even 
aviation  newcomer  Honda  has  intro- 
duced its  own  VLJ  with  an  equally 
innovative  design. 


FLIGHT  LOG 


A- 1  Plating  Inc. 

David  Crowe,  based  in  Carlsbad, 
Calif.,  has  business-consulting  inter- 
ests throughout  the  West.  But  with  the 
nearest  airline  gate  an  hour  away, 
even  trips  short  on  distance  were  long 
on  time.  An  airline  hop  to  the  Bay 
Area  was  a  whole-day  affair.  Crowe 
knew  his  own  plane  would  provide  a 
better  way  to  stay  connected,  but 
when  he  made  big  plans  to  acquire  a 
small  jet,  he  never  considered  what  a 
pioneer  he  would  become. 

Today,  Crowe  is  trailblazing  into  the 
new  era  of  flight  as  the  first  owner  of 
the  Eclipse  500.  This  new,  highly 
affordable  jet,  he  says,  will  open  the 
skies  to  individuals  everywhere.  "This 
plane  will  take  me  in  and  out  of  short 
airstrips  to  a  whole  new  set  of  destina- 
tions —  the  ones  out  in  the  country,  the 
underused  ones.  That's  where  these 
things  are  really  going  to  make  a  mark 
in  business." 

For  ease  of  management,  Crowe 
chose  Eclipse's  "JetComplete"  tip-to- 
tail  service  option,  which  covers 


everything,  including  total  mainte- 
nance and  operations  support." 

Already  musing  about  the  multitude 
of  possibilities,  Crowe  forecasts  a  revo- 
lution in  the  near  future.  "I  think  in 
some  ways  the  pent-up  demand  has 
been  underestimated,"  he  says.  "This  is 
like  computers.  Who  wanted  one 
before  they  existed?"  A 

A  PLANE  FOR  ALL 
REASONS 

Yet  another  development  is  rocking 
the  aviation  world.  Cirrus  Design 
and  its  family  of  latest-technology 
all-composite,  single-engine  aircraft, 
which  include  a  jet-like  advanced 
digital  cockpit  and  an  emergency 
parachute  system,  is  a  popular  choice 
for  providing  safe  and  efficient  busi- 
ness transportation. 

For  five  years  running,  Cirrus  has 
been  the  world's  bestselling  aircraft; 
and  while  its  unique  sophistication  is  a 
big  reason,  the  company's  innovative 
and  encompassing  relationship  with 
the  buyer,  through  programs  covering 
all  aspects  of  ownership  and  operation, 
is  also  fueling  market  interest. 

With  its  industry-leading  "Cirrus 
Access"  program,  it's  easy  and  practical 
for  even  non-pilots  to  gain  immediate 
ownership  advantages.  Cirrus  Access 
simplifies  the  transition  to  ownership 
and  is  helping  build  professional  flying 
skills  and  attitudes  by  assigning  a  highly 
experienced  instructor  to  provide  inten- 
sive training,  manage  the  aircraft  and  act 


as  personal  pilot.  Rather  than  jugglin; 
flight  training  with  a  hectic  busines 
schedule,  owners  can  make  business  trip 
double  as  real-world  flying  lessons  witl 
the  goal  of  earning  a  license  in  a  year. 

Other  innovative  programs  includ 
"Cirrus  Share,"  which  helps  find  com 
patible  partners  to  share  the  cost 
"Cirrus  Insurance,"  which  provide 
preferential  rates;  and  "Cirru 
Finance,"  which  helps  find  the  bes 
financial  solutions. 

Last  year,  Cirrus  thrilled  the  aviatio: 
world  again  by  announcing  "the-jet. 
The  company  is  developing  a  new  can. 
gory  of  small,  affordable  single-engin 
personal  jets  with  a  commitment  v 
keeping  the  price  under  $1  million.  Fir< 
deliveries  are  slated  for  2010. 


FLIGHT  LOG 


Keller  Williams  Realty 

Al  Alba  of  Keller  Williams  Realty  i 
Denver,  Colo.,  was  facing  a  mountai 
of  travel  issues  by  spending  more  tin" 
on  the  road  than  in  his  office.  Thoug 
based  in  Denver,  Alba  explains,  "U 
have  offices  in  Fort  Collins,  Colorad 


low  far  ahead  of  the  aircraft 


Rockwell  Collins  Pro  Line  21™  Integrated  Flight  Information  System  (IFIS)  enhances 
situational  awareness  by  delivering  a  comprehensive  set  of  charts  and  graphical 
weather  in  ways  never  before  possible.  Geo-reference  approach  plates,  airport 
diagrams,  winds  aloft,  icing  information  and  more  are  all  available  at  the  touch  of 
a  button.  With  increased  accuracy  and  efficiency,  pilots  can  make  better  decisions  and 
stay  ahead  of  the  information  power  curve.  Call  319.295.4085. 


Rockwell. 
Collins 


www.rockwellcollins.com 


Building  trust  every  day 
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Springs  and  Pueblo,  and  we're  consid- 
ering opening  offices  in  Durango  and 
Grand  Junction."  But  Grand  Junction, 
like  many  of  these  locations,  is  a  five- 
hour  drive,  "and  there  isn't  a  lot  of 
advantage  to  flying  there  commercially," 
he  says. 

Recognizing  his  travel  stress,  Alba's 
wife  bought  him  a  gift  of  flying 
lessons.  Alba  immediately  set  his  eye 
on  a  new  Cirrus,  but  he  figured  he'd 
have  to  wait  to  get  his  license. 


However,  with  Cirrus  Access,  he 
was  airborne  immediately. '"During 
the  next  12  months  I  have  a  pilot  to 
fly  me  to  all  our  offices,  and  we  do 
flight  training  en  route,"  he  says.  "It's 
eliminated  all  the  problems  I  was 
having  coordinating  my  schedule." 

Alba  took  delivery  of  a  brand-new 
turbocharged  Cirrus  SR22,  and  with 
its  240-mph  cruise  speed  and  25,000- 
foot  ceiling,  he  can  safely  and  easily 
climb  high  above  the  Rockies  to 


smooth  clear  air.  Now  Grand  June 
and  Durango  are  under  two  he 
away.  "I'm  visiting  the  offices  mj 
often  since  it's  a  day  trip  instead 
two-day  trip,"  he  says. 

As  a  non-pilot  owner,  Alba  belie 
Cirrus  Access  is  a  superior  wa\ 
learn.  "I  am  training  on  the  s 
routes  that  I'll  be  flying,"  he  expla 
"And  it's  a  great  use  of  time  beca 
you're  learning  while  traveling  to  y 
next  business  meeting." 


CLEAR  SKIES  AHEAD 


ndustry  forecasts  indicate  that  pri- 
vate aircraft  ownership  will  soar 
over  the  next  decade.  And  while 
that  growth  will  be  energized  by 
new  innovations,  it  will  be  fueled  by 
new  attitudes.  From  industry  giants  to 
small  entrepreneurial  firms,  companies 
and  individuals  are  realizing  that  the  true 
cost  of  a  business  aircraft  is  in  not  having 
one  at  all.  "Do  you  congratulate  yourself 
for  saving  thousands  in  travel  costs  after 
you  lose  a  multimillion-dollar  contract?" 
asks  one  company  executive.  The 
bottom  line  is  no  longer  the  bottom  line, 
and  as  new  aircraft  models  create  an 
unprecedented  choice  in  both  price  and 
performance,  the  future  of  business  has 
nowhere  to  go  but  up. 

AIRFIELD  OF  DREAMS 

In  an  era  where  deals  can  be  made  or 
lost  in  the  instant  it  takes  to  hit  the  send 
button,  time  is  more  valuable  and  elu- 
sive than  ever.  That  means  as  the  man- 
dates for  doing  global  business  at  the 
speed  of  thought  intensify,  so  will  the 
necessity  for  faster,  more  efficient  travel. 

Fortunately,  the  new  era  of  busi- 
ness jets  is  arriving  at  an  airport  near 
you.  Aircraft  like  the  tri-jet  Dassault 
Falcon  7X,  with  its  "fly-by- wire"  con- 
trol system,  wide-body  cabin  and  non- 
stop New  York-to-Tokyo  range,  will 
enhance  efficiency,  add  capability  and 
reduce  operating  costs.  Bombardier's 


•  •  I  don't  think  people  and  companies  understand  the 
point-to-point  flexibility  and  what  it  means  to  have 
access  to  over  5,000  airports  in  our  country.  All  o 
a  sudden,  you  have  a  lot  of  options.  99 

MILES  O'BRIEN 

CNN  Co-Host  &  Anchor 


latest  Challenger  605,  with  its 
intercontinental  range  and  "wired" 
wide-body  cabin,  including  high-speed 
satellite  phone  and  Internet  commu- 
nications, will  be  more  functional 
than  any  well-equipped  office  on  the 
ground.  And  still  another  revolution 
is  brewing  as  the  industry  prepares 
for  the  next  generation  of  quiet  super- 
sonic business  jets. 

Meanwhile,  a  new  breed  of  VLJs 
will  marry  enviable  performance  with 
entry-level  price  tags,  making  private 
air  travel  accessible  for  even  those 
formerly  convinced  it  was  beyond 
reach.  In  addition,  new,  surprisingly 
affordable  single-engine  jets  with  the 
familiar  feeling  of  a  luxury  car  and 
simplicity  of  operation  are  just  touch- 
ing down.  And  while  it  might  not  be 
parked  in  the  family  garage,  it  will  be 
ready  to  take  off  whenever  you  are. 

IT'S  TIME  TO  FLY 

As  we  enter  the  second  century  of 
flight,  the  business  aircraft  is  poised  to 


present  the  world  with  a  whole  nev 
of  metrics.  Distance  will  be  meas 
in  productivity  instead  of  in  miles.  < 
will  be  calculated  in  terms  of  efficic 
instead  of  dollars.  And  time  wil 
kept  according  to  new  opportun 
instead  of  old  airline  schedules. 

Where  once  there  was  only 
dream  of  many  and  the  reality  of 
the  scope  of  business  aviation 
broadened  immeasurably.  Make 
your  capabilities  today  support 
tomorrow  that  you  have  only  begi: 
imagine.  The  time  is  right  for  a  ca 
look,  and  the  view  is  spectacular. 
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42.74 

68.8 

~~30 

2 

US 

Nvidia 

3,069 

448 

2,675 

11,022 

14.7 

28.7 

4.0 

15 

0 

US 

Texas  Instruments 

14,255 

4,341 

13,930 

44,893 

12.4 

50.4 4 

1.5 

15 

0 

US 

Software  &  Services 

Cognizant  Technology 

1,424 

233 

1,326 

12,870 

53.2 

62.7 

72.4 

36 

0 

US 

Google 

10,605 

3,077 

18,473 

137,602 

118.1 

158.3 

80.93 

33 

0 

US 

Infosys  Technologies 

2,137 

552 

2,091 

26,186 

40.1 

33.3 

32.4 

27 

0 

IN 

Satyam  Computer 

1,076 

256 

1,152 

6,122 

29.9 

51.82 

31.3 

20 

1 

IN 

Wipro 

2,380 

464 

2,134 

18,239 

31.3 

26.8 

21.6 

 25_ 

0 

IN 

Tech  Hardware  &  Equip 

Amphenol 

2,471 

256 

2,195 

5,753 

18.2 

28.8 

25.2 

20 

42 

—  ■ 

Anixter  Intl 

4,939 

209 

2,566 

2,268 

11.3 

42.7 

22.9 

15 

38 

US 



Apple 

20,681 

2,428 

19,461 

72,923 

30.6 

NM 

50.8 

20 

0 

us 



Garmin 

1,774 

514 

1,897 

11,819 

35.0 

33.2 

41.3 

17 

0 

CI 



Hewlett-Packard 

94,081 

6,518 

81,314 

106,265 

15.0 

25.9* 

16.0 

12 

6 

us 

Telecom  Services 

America  Movil 

21,675 

4,017 

29,677 

77,300 

38.6 

65.32 

50.0 

32 

61 

MX 

China  Mobile 

29,792 

6,564 

51,353 

185,314 

28.7 

19.0 

28.9 

14 

12 

HK 

Nil  Holdings 

2,371 

294 

3,298 

11,485 

29.7 

64.8" 

165.83 

42 

45 

US 

Telenor 

14,593 

2,548 

24,901 

31,044 

13.6 

55.6" 

39.2 

16 

57 

NO 

VimpelCom 

3,164 

606 

6,305 

14,289 

66.3 

84.92 

52.1 

21 



35 

RU 

Transportation 

Burlington  Santa  Fe 

14,985 

1,887 

31,643 

28,422 

11.1 

21.7 

24.2 

14 

27 

US 

Expediters  Intl 

4,626 

235 

1,822 

9,557 

19.8 

18.9 

27.4 

18 

o 

US 



GOL  Linhas  Aereas 

1,781 

321 

1,760 

5,633 

73.9 

94.1 1 

54.63 

25 

30 

BR 

CH  Robinson  Worldwide 

6,556 

267 

1,632 

8,875 

17.3 

27.4 

29.9 

16 

0 

US 

Ryanair  Holdings 

2,052 

372 

5,617 

11,764 

38.7 

24.5 

22.9 

16 

43 

IR 

Utilities 

i    Constellation  Energy 

19,285 

936 

21,802 

14,205 

41.3 

44.4 

25.7 

13 

40 

US 

EDP-Energias  Portugal 

12,984 

1,180 

32,278 

19,958 

21.9 

NM 

27.3 

1 

65 

PO 

Questar 

2,836 

444 

5,064 

7,225 

19.1 

23.3 

32.9 

9 

26 

US 

Scottish  &  Southern 

17,644 

1,117 

14,075 

24,272 

29.6 

13.7 

36.1 

12 



46 

UK 

Verbund 

3,797 

661 

8,496 

— — — 

12,950 

19.0 

43.3 

41.33 

2 

38 

AS 

See  page  1 72  for  country  codes. 


II  figures  are  in  U.S.  dollars  and  are  latest  available.  Market  value  and  total  return  as  of  Feb.  28.  'Annualized,  next  three  to  five  years.  2Four-year  average.  'Period  is  less 
an  indicated.  "Three-year  average.  sCombined  market  value  for  BHP  Billiton  Ltd.  and  BHP  Billiton  Pic  (a  dual-listed  company  with  headquarters  in  Australia  and  the 
K.).  NA:  Not  available.  NM:  Not  meaningful.  Sources:  Audit  Integrity;  FT  Interactive  Data,  Reuters  Fundamentals,  Thomson  IBES  and  Worldscope  via  FactSet  Research 
stems;  Bloomberg  Financial  Markets;  Standard  &  Poor's;  Value  Line;  Forbes. 
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global  2000 


Regional  Highlights 

The  U.S.  now  has  34  fewer  Global  2000 
companies.  The  Pacific  Rim  increased 
its  influence  slightly,  despite  the 
exit  of  29  Japanese  companies. 


The  Grand  Totals 

Combined  profits  for  The  Global  2000 
rose  28%  from  last  year  on  a  10%  gain 
in  revenues.  Market  cap  is  up  16%. 


Sales 

$27  trillion 

Profits 

$2.2  trillion 

Assets 

$103  trillion 

Market  value 

$36  trillion 

Employees 

70  million 

Number  of  countries 

57 

Company  Totals  by  Region 


Regions 

Number  of 
companies 

Change 

Africa 

22 

-2 

Eastern  Europe 

38 

4 

Middle  East 

15 

0 

North  America 

768 

-26 

Pacific  Rim 

565 

3 

South  America 

36 

8 

South  Asia 

36 

1 

Western  Europe 

527 

11 
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Argentina 

1 

Brazil 

22 

Chile  6 

Colombia 

2 

Panama 

2 

Peru  1 

Venezuela 

2 

Western  Europe  ▼ 

Austria  13  Greece 

Belgium  1 1 

Denmark  10 

Finland  16 

France  66 

Germany  57 


Eastern  Europe 


Israel 

9 

Jordan  1 

Saudi  Arabia 

5 

17 


Australia  » 

44 

New  Zealand 

1 

China 

44 

Philippines 

1 

Hong  Kong/China 

45 

Singapore 

14 

Indonesia 

4 

South  Korea 

52 

Japan 

291 

Taiwan 

~42 

Malaysia 

14 

Thailand 

13 
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global  2000 


Country  Highlights 

The  numbers  show  how  far  emerging  economies  such  as  China  and  India 
have  progressed — and  how  much  they  still  have  to  accomplish. 

Globalization 


Top  Five 

Corporations  with  a  world- 
wide reach,  such  as  UBS  and 
Nestle,  explain  why  the  total 
revenues  of  Global  2000 
companies  headquartered 
in  Switzerland  exceed  that  na- 
tion's gross  domestic  product. 


Bottom  Five 

Despite  the  export  strength 
of  countries  such  as  China 
and  India,  the  sales  of  Globa 
2000  companies  headquar- 
tered in  these  nations  are 
small  relative  to  the  overall 
national  economy. 


•  •  

Country 

Global  Co 
Revenues/ 
GDP 

Country 

Global  Co 
Revenues/ 
GDP 

Switzerland 

245% 

China 

4% 

Netherlands 

218 

India 

5 

U.K. 

112 

Mexico 

11 

Finland 

102 

Thailand 

11 

Sweden 

96 

Malaysia 

12 

Gross  Domestic  Product 

Top  Five 

China  is  gaining  on  us  in  GDP  growth,  and  India  is  not  far  behind.  Note 
the  wide  disparity  in  gross  domestic  product  per  capita  between  Hong  Kong 
and  mainland  China. 


Stock  Market  Value 

The  659  U.S.  Global  2000  companies  have  a 
combined  market  capitalization  of  $13.9  trillion. 


Country 

GDP 
($  bil) 

Country 

Real  GDP 
Growth 

Country 

GDP/ 
Capita 

U.S. 

$12,980 

China 

10.5% 

Norway 

$47,800 

China 

10,000 

India 

8.5 

Ireland 

43,600 

Japan 

4,220 

Singapore 

7.4 

u, 

43,500 

India 

4.042 

Russia 

6.6 

Denmark 

37,000 

Germany 

2,585 

HK/China 

5.9 

HK/China 

36,500 

Bottom  Five 

Country 

GDP 
(S  bil) 

Country 

Real  GDP 
Growth 

Country 

GDP/ 
Capita 

Singapore 

$139 

Italy 

1.6% 

India 

$3,700 

Finland 

172 

Germany 

2.2 

China 

7,600 

Ireland 

177 

France 

2.3 

Brazil 

8,600 

Denmark 

199 

Belgium 

~~2.5  ~ 

Turkey 

8,900 

Norway 

207 

U.K. 

2.6  ~ 

Thailand 

9,100 

United  States 
Japan 
United  Kingdom 
France 
China 


(S  bil) 
$13,888 


3,383 
3,100 
1,792 
1,358 


These  comparisons  are  for  countries  with  at  least  ten  Forbes  Global  2000  companies;  they  also 
Sources:  Forbes;  CIA  Yearbook. 


Germany  gj| 1,290 

Switzerland  p  1,030 

Netherlands  950 

Canada  910 

Australia  814 
exclude  Bermuda,  a  tax  haven. 
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Still  haven't 
rolled  over  your 
old  401  (k)? 

With  the  T.  Rowe  Price  SmartChoice  Rollover,  it  s  easy. 


With  the  SmartChoice  Rollover  IRA,  doing  the  right  thing  with  your  401  (k) 
savings  is  easy.  A  SmartChoice  Rollover  makes  it  easy  to  choose  a  fund, 
and  it's  easy  to  open. 

Easy  to  choose  a  mutual  fund — Our  Retirement  Funds  make  it  simple  to 
choose  a  fund  for  your  rollover  that  fits  your  needs.  Just  choose  the 
Retirement  Fund  that's  closest  to  the  year  you  plan  to  retire. 

Easy  to  open — Just  call  our  Rollover  Specialists.  They'll  take  you  through  the 
entire  rollover  process  step  by  step  and  open  your  account  right  over  the 
phone.  They'll  even  handle  most  of  the  paperwork  for  you.  Or  you  can 
open  an  account  online. 

Low  expenses — Our  Retirement  Funds  have  no  loads  or  commissions, 

and  with  low  expenses,  your  investment  goes  even  further.  Call  our  Rollover 

Specialists  or  visit  our  Web  site  today. 


just  choose  the  fur 
closest  to  your 
retirement  date: 


Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 
Retirement 


2010  Fund 
201 5  Fund 
2020  Fund 
2025  Fund 
2030  Fund 
2035  Fund 
2040  Fund 
2045  Fund 


troweprice.com/start 


1.877.872.5468 


T.RoweRice 


INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different 
areas  of  the  market.  There  are  many  considerations  when  planning  for  retirement.  Your  retirement 
needs,  expenses,  sources  of  income,  and  available  assets  are  some  important  factors  for  you  to  consider 
in  addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also  be  sure  to  weigh  your' 
objectives,  time  horizon,  and  risk  tolerance. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARSC075147 


/ 


global  2000 


Industry  Highlights 

This  snapshot  shows  the  distribution  of  the  world's  largest  public 
companies  across  27  industries.  * 

Profits 


Biggest  Increases 

With  a  combined  $10.6  billion  in  earnings,  trading  companies 
(like  Mitsubishi)  lead  in  one-year  profit  growth. 


Trading  companies 
Transportation 
Media 
Insurance 
Construction 
Aerospace  &  defense 
Conglomerates 
Materials 
Diversified  financial 
Hotels,  restaurants  &  leisure 


212% 


146 


At  the  Tails 

Biggest 

The  116  global  giants  in  oil  and  gas  pulled  down  more 
revenues  than  any  other  industry,  but  banks  lead  in  profits. 


Highest 

The  Global  2000  groups  with  the  highest  profit  margins 
did  not  necessarily  deliver  the  best  investment  returns. 


Industry 

Sales 
(Sbil) 

Industry 

Profits 
(Sbil) 

Industry 

Net  Profits 
Margin 

5-Year  Annualized 
Industry                Total  Return 

Oil  &  gas  operations 

$3,268 

Banking 

$380 

Diversified  financial  18.0% 

Materials 

36.1% 

Banking 

2,799 

Oil  &  gas  operations 

339 

Semiconductors 

17.4 

Capital  goods 

32.5 

Consumer  durables 

1,942 

Diversified  financial 

196 

Software  &  services 

15.7 

Trading  companies 

30.1 

Insurance 

1,923 

Insurance 

146 

Drugs  &  biotechnology  15.1 

Oil  &  gas  operations 

28.2 

Retailing 

1,469 

Materials 

111 

Hotels,  restaurants  &  leisure  14.4 

Construction 

26.4 

Smallest 

Lowest 

Aerospace  and  defense  make  a  small  contribution  to  the  Global 
2000:  There  are  only  23  such  companies  versus  304  banks. 

For  all  their  glamour,  technology  hardware  companies  sit  near 
the  bottom  in  net  profit  margin  and  five-year  stock  returns. 

Industry 

Sales 
(Sbil) 

Industry 

Profits 
(Sbil) 

Industry 

Net  Profits 
Margin 

5-Year  Annualized 
Industry                Total  Return 

Hotels,  restaurants  &  leisure 

$183 

Trading  companies  $11 

Trading  companies  1.0% 

Semiconductors 

2.8% 

Semiconductors 

254 

Food  markets 

17 

Food  markets 

2.2  _J 

Drugs  &  biotechnology 

6.8 

Software  &  services 

309 

Aerospace  &  defense  21 

Consumer  durables 

3.8 

Software  &  services 

7.0 

Aerospace  &  defense 

348 

Hotels,  restaurants  &  leisure 

22 

Retailing  4.1 

Tech  hardware  &  equip 

7.5 

Household  &  personal  products 

352 

Business  services  &  supplies 

23 

Tech  hardware  &  equip 

Media 

8.7 

The  biggest/smallest  sales  and  profits  are  based  on  industry  totals  for  all  2000  companies.  The  net  profit  margins  and  total  returns  are  based  on  the  median  company 
in  each  industry.  Sources:  FT  Interactive  Data.  LionShares,  Reuters  Fundamentals  and  Worldscope  via  FactSet  Research  Systems;  Bloomberg  Financial  Markets;  Forbes. 
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Come  to  explore  the  harmonious  colors  of  the  sun, 
sea  and  the  sky,  the  beauty  of  nature,  the  inspiring 
culture  of  the  past  and  the  present,  the  joy  of  life. 

Explore  all  your  senses  in  Greece. 


ex  p  I  o  rey  o  u  r  se  n  ses 


NISTRY  OF  TOURISM  -  GREEK  NATIONAL  TOURISM  ORGANIZATION 


www.visitgreece.gr 


glo 


000 


Company  Highlights 

For  better  or  worse,  these  Global  2000  companies  stand  out  from  their 
peers.  For  more  company  highlights,  turn  to  page  152. 


Productivity 

Most  Profits  Per  Employee 

Banks  and  other  financiers  stick  out  on  this  scorecard. 


Rank 

Company 

Industry 

Profits  Per 
Employee 
(Sthou) 

476 

Investor 

Diversified  financial 

$6,919 

912 

3i  Group 

Diversified  financial 

1,981 

1010 

Axis  Capital  Holdings 

Insurance 

1,905 

799 

MBIA 

Insurance 

1,466 

814 

Everest  Re  Group 

Insurance 

1.196 

Stock  Market 


Winners 

Despite  recent  market  gyrations,  three  of  the  top  five  Global  2000  companies  over  the  past  12  months  hail  from  China. 


1-YEAR 

5-YEAR 

Rank 

Company 

Industry 

Total 
Return 

Rank 

Company 

Industry 

Annualized 
Total  Return 

1740 

Citic  Securities 

Diversified  financial 

508% 

957 

Orascom  Telecom 

Telecom  services 

119% 

1346 

Grupo  Inmocaral 

Food,  drink  &  tobacco 

214 

Sberbank 

Banking 

111 

1868 

Golden  Agri-Resources 

Food,  drink  &  tobacco 

309 

SI 

1866 

Titanium  Metals 

Materials 

106 

1841 

Shanghai  Automotive 

Consumer  durables 

304 

CN 

72 

Arcelor  Mittal 

Materials 

103 

1062 

Wuhan  Iron  &  Steel 

Materials 

241 

CN 

1200 

OOIL-Orient  Overseas 

Transportation 

93 

Losers 

Scottish  Re  got  hit  by  rating  downgrades  and  liquidity  concerns. 
1-YEAR 


Airlines  and  auto  parts  companies  populate  the  five-year  losers  list 
5-YEAR 


Rank 

Company 

Industry 

Total 
Return 

Rank 

Company 

Industry 

Annualized 
Total  Return 

1956 

Scottish  Re  Group 

Insurance 

-85% 

BU  1 

1091 

Delta  Air  Lines 

Transportation 

-53% 

1942 

Doral  Financial 

Banking 

-81 

us 

1501 

Dana 

Consumer  durables 

-44 

706 

Saudi  Electricity 

Utilities 

-69 

su 

1222 

Northwest  Airlines 

Transportation 

-37_ 

1995 

Fremont  General 

Diversified  financial 

-62 

usl 

1942 

Doral  Financial 

Banking 

-31 

1109 

Advanced  Micro 

Semiconductors 

-61 

ii 

1096 

Delphi 

Consumer  durables 

-30 

Total  returns  as  of  Feb.  28.  Productivity  figures  are  based  on  average  number  of  employees  over  the  past  fiscal  year.  Only  companies  with  500  employees  or  more  were 
ranked.  Certain  industries  and  countries  were  excluded  because  of  data  inconsistencies.  See  page  172  for  country  codes. 

Sources:  FT  Interactive  Data,  LionShares,  Reuters  Fundamentals  and  Worldscope  via  FactSet  Research  Systems;  Bloomberg  Financial  Markets;  Forbes. 
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WHILE  YOU  CREATE  MEMORIES, 
LET  OUR  BOND  FUNDS  CREATE  INCOME. 


Build  a  better  portfolio  with  Franklin  Templeton  bond  funds 


FIXED 
INCOME 
FUNDS 


If  you're  planning  to  retire,  or  already  retired, 
it's  time  to  think  about  how  important  bond 
i  funds  are  to  your  investment  mix.  In  addition 
to  providing  a  regular  monthly  income  stream,  they  can 
augment  other  sources  of  income  and  help  lower  overall 
portfolio  volatility. 

As  a  leading  bond  fund  manager  for  over  35  years, 
Franklin  Templeton  has  specialized  expertise  in  all  fixed 
income  sectors,  including  tax-free,  global  and  high-yield. 

For  information  on  how  Franklin  Templeton  bond 
funds  can  help  you  build  a  better  portfolio,  see  your 
financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


Strong  Performance  vs.  Peers 

Upper  Total  Return  Rankings*— 1/31/07 

Percentage  of  funds  in  top  two  quartiles  of 
Upper  Peer  Group  (Class  A) 


1-year: 
3-year: 
5-year: 
10-year: 


86% 
89% 
98% 
98% 


You  should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses 
before  investing.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which 
you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully 
before  investing.  Past  performance  does  not  guarantee  future  results. 

Bond  prices  generally  move  in  the  opposite  direction  of  interest  rates.  As  the  prices  of  bonds  in  a  fund 
adjust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline. 

t  Source:  Lipper,  Inc.  Figures  do  not  include  sales  charges  and  are  for  Class  A  shares  only.  Of  the 
eligible  Franklin  Templeton  non-money  market  fixed  income  funds  tracked  by  Lipper,  27, 30, 32 
and  30  funds  ranked  in  the  top  quartile;  16, 12, 11  and  11  ranked  in  the  second  quartile;  5, 4, 1  and 
0  ranked  in  the  third  quartile;  and  2, 1, 0  and  1  ranked  in  the  fourth  quartile  of  their  respective 
Lipper  peer  groups  for  the  1-,  3-,  5-  and  10-year  periods,  respectively,  for  cumulative  total  return. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


Meteora,  Kalambaka 


The  cradle  of  Western  theater  and  rational 
thought,  Greece  was  already  a  popular  tourist 
destination  when  the  Greek  geographer 
Pausanias  wrote  the  country's  first  tourist  guide  in  the 
2nd  century  AD.  Its  cities  and  intriguing  blend  of  cultures 
attracted  and  captivated  visitors  from  as  far  off  as  Persia. 

Through  the  centuries,  the  mere  mention  of  this 
Mediterranean  nation  has  captured  the  imagination, 
whether  evoking  intrigue  during  the  Middle  Ages  or 
heroic  nationalism  under  the  Ottoman  Empire.  It  is  a 
feast  for  the  mind,  a  compelling  marriage  of  East  and 
West,  where  austere  geometrical  temples  coexist  with 
grandiose  Byzantine  and  Greek  Orthodox  cathedrals. 

The  Stuff  of  Dreams 

Fortunately,  such  a  rich  heritage  is  the  stuff  of  dreams 
for  the  tourism  industry,  and  Greece  knows  it.  "The  best 
promotion  for  Greece  is  Greece  itself,"  says  Minister  of 
Tourism  Fani  Palli-Petralia.  "If  tourism  is  an  industry  pro- 
viding new  experiences,  Greece  stands  on  top  of  the  list 
of  destinations  that  generate  indelible  impressions." 

Along  with  famous  sites  such  as  the  Parthenon, 
Meteora  and  Mycenae,  and  the  ruins  at  Delphi,  there  is 
vibrant  everyday  Greece  right  before  visitors'  eyes. 
Athens'  chaotic  center  offers  a  myriad  of  modern 

delights,  while  in  Plaka  tiny  cafes 
overlooking  the  Acropolis  serve 
ouzo  and  international  wines.  The 
Aegean  and  Ionian  Seas,  favorites 
of  the  jet  set  since  the  late  '60s, 
when  Jackie  Onassis  hopped  from 
yacht  to  yacht,  give  tourists  a  choice  of  169  inhabited 
islands,  from  party-loving  Mykonos  to  quiet  Kassos. 

Pastoral  Paths,  Mythical  Mountains 

But  Greece's  attractions  don't  begin  and  end  with  the 
sea.  Its  interior  offers  surprising  variety  and  originality. 
"We  are  part  of  the  Balkans,  part  of  the  Middle  East 
and  part  of  Europe.  There  are  a  lot  of  things  here 
besides  the  beach,"  says  Brigitta  Papastavrou,  president 
of  Agrotouristiki,  an  agency  promoting  rural  and  region- 
al economic  development  through  tourism.  The 
Peloponnesus,  at  the  southern  end  of  the  Balkan 
Peninsula,  is  home  to  sites  of  the  ancient  world,  includ- 
ing Olympia,  birthplace  of  the  Olympic  Games,  and  the 


"The  best  promotion  for 
Greece  is  Greece  itself." 

Fani  Palli  Petralia,  Minister  of  Tourism 


ruins  of  Corinth.  The  trip  on  the  Diakofto-Kalavryta  rail 
way,  through  the  dramatic  gorges  of  the  Vouraikos 
River,  leads  from  small  coastal  towns  to  mountain 
resorts.  And  a  drive  along  picturesque  country  roads 
leads  to  the  palaces  and  churches  of  the  Byzantine  city) 
of  Mystras,  near  ancient  Sparta. 

Rugged  northern  Greece  is  equally  spectacular.  The 
monasteries  of  Meteora,  just  north  of  Kalambaka,  pero 
dangerously  atop  huge  rocks.  And  if  you're  not  prone 
to  vertigo,  a  trip  to  the  all-male  monastic  communities: 
on  Mount  Athos  or  a  pilgrimage  to  the  ancient  gods  o 
Mount  Olympus  is  definitely  in  order. 

Natural  Assets 

"We  also  focus  on  new  kinds  of  tourism  —  trekking,  corj 
ventions,  diving  and  yachting,"  says  Petralia.  With  its 
abundant  natural  assets,  Greece  has  the  potential  to  fill 
lucrative  niche  markets  such  as  ecotourism,  extreme  spoil 
and  agntounsm.  Bird-watchers  can  spot  rare  local  speciej 
nesting  in  coastal  ecosystems  and  wetlands,  and  marine 
parks  shelter  endangered  species  like  the  Mediterranean 
monk  seal  and  the  green  loggerhead  turtle. 

Investments  in  hotel  infrastructure  will  increase  the 
number  and  quality  of  convention  venues.  Tourism  will 
also  benefit  from  the  cultural  and  gastronomic  offering 
of  Athens  and  Thessaloniki  as  well  as  from  a  new 
emphasis  on  high-end  sports  like  golf. 

In  the  effort  to  make  Greece  a  destination  of  choice) 
the  public  and  private  sectors  are  pitching  in  with  initi^ 
tives  to  draw  tourists.  The  Ministry  of  Culture  has 
named  2007  "Maria  Callas  Year"  in  commemoration  c 
the  30th  anniversary  of  the  legendary  diva's  death. 
Celebrations  will  include  an  international  competition 
find  the  best  Violetta,  the  role  Callas  immortalized  in 
Verdi's  La  Traviata.  In  all,  more  than  160  recitals  are 
scheduled,  and  further  tributes  to  renowned  national 
personalities  are  planned  in  years  to  come. 

"In  a  few  years'  time,  all  these  different  products  wr 
be  in  place,  and  we  will  see  increasing  numbers  of  visi- 
tors," says  Dimitrios  Lampadarios,  president  of  the 
Greek  National  Tourism  Organization  (GNTO).  "We  do 
not  want  to  compare  ourselves  with  other  markets;  wfl 
are  different  and  we  want  to  concentrate  on  what  we 
can  offer.  When  you  look  at  the  whole,  nothing  can 
compare  with  our  product."  O  Marco  Venditti 


:over  the  Beauty 

in  nature  ever  be  in  perfect  harmony  with  you? 
;  ist  experience  touring  in  the 
Greece,  all  year  round. 
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The  Big  Ones 

Forbes  Global  2000  companies  have  the  top  composite  scores  based  on 
sales,  profits,  assets  and  market  value.  This  year's  list  of  the  biggest  public 
companies  has  entries  from  57  countries.  For  additional  analysis  of  these 
giants,  go  to  www.forbes.com/forbes2000/. 
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1579 

Aareal  Bank 

2,279 

951 

Aker 

12,457 

PT51 

1540 

American  Home  Mtge 

1,026 

US 

881  i  Asahi  Breweries 

7.968E 

JA 
JA 
JA 
TA 
US 

1 

NE 
BU 
SW 

260 

ABB 

24,909 

SZ 

1793 

Akita  Bank 

415 

JA 

6 

American  Intl  Group 

113,194 

US 

600  :  Asahi  Glass 

13,613 

198 

Abbott  Laboratories 

22,476 

US 

383 

Akzo  Nobel 

18,123 

NE 

1418 

American  Natl  Ins 

3,114 

us 

689 

Asahi  Kasei 

12,753 

1391 

Abercrombie  &  Fitch 

3,318 

us 

640 
286 

Al  Rajhi  Bank 
Alcan 

2,202 
22,959 

SU 

765 
1373 

American  Standard 

11,208 

us 

1400 

ASE-Advanced  Semi 

3,081 

638 

Abertis 

4,400 

SP 

CA 

American  Tower 

1,317 

us 

1258 

Ashland 

7,394 

1950 

Abitibi  Consolidated 

4,168 

386 

Alcatel-Lucent 

15,526 

FR 

1515 

AmeriCredit 

2,042 

us 

950 



ASML  Holding 

4,746 

44 

ABN  Amro  Holding 

65,594 

NE 

211 

Alcoa 

30,379 

US 

451 

Ameriprise  Financial 

 •-'  

8,140 

us 

1788 

Aspen  Insurance 

1,881 

457 

Accenture 

18,852 

BU 

1748 

Alexander  Forbes 

872 

SA 

581 

AmerisourceBergen 

63,275 

us 

1326 

Assa  Abloy 

4,548 

443 

Acciona 

8,274 

SP 

1179 

ALFA 

7,090 

MX 

215 

Amgen 

14,268 

us 

1291 

Associated  Banc-Corp 

1,575 

i 

1 

539 

Accor 

10,036 

FR 

1536 

Alfresa  Holdings 

12,013 

JA 

1688 

Amlin 

2,060 

UK 

655 

Assoc  British  Foods 

11,228 

1090 

ACE  Aviation 

8,953 

CA 

1778 

Alinta 

1,011 

AU 

1786 

AMMB  Holdings 

1,243 

MA 

670 

Assurant 

8,071 

263 

ACE 

13,328 

BU 

1900 

Alitalia 

4,984 

IT 

406 

AMP 

10,716 

AU 

551 

Astellas  Pharma 

7,483 

1304 

Acer 

9,692 

TA 

903 

All  Nippon  Airways 

11,648 

JA 

1919 

Amphenol 

2,471 

us 

1730 

Astoria  Financial 

1,178 

914 

Acerinox 

7,437 

SP 

1211 

Allegheny  Energy 

3,121 

US 

720 

AMR 

22,563 

US 

153 

AstraZeneca 

27,886 

938 

Acom 

3,791 

JA 

1052 

Allegheny  Techs 

4,937 

US 

993 

Amvescap 

3,414 

UK 

1965 

Astroc  Mediterraneo 

""203  " 

285 

ACS  Group 

18,558 

SP 

1421 

Allergan 

3,063 

US 

273 

Anadarko  Petroleum 

10,187 

US 

819 

Asustek  Computer 

10,903 

546 

Adecco 

26,380 

SZ 

488 

Alliance  &  Leicester 

7,493 

UK 

1246 

Analog  Devices 

2,643 

US 

29 

AT&T 

63,055 

1784 

Adelaide  Bank 

1,143 

AU 

658 

Alliance  Boots 

8,743 

UK 

1482 

Angang  New  Steel 

3,271 

CN 

1516 

ATEbank 

1,431 

896 

Adidas 

7,844 

GE 

1421 

Alliant  Energy 

3,359 

US 

~119~ 

Anglo  American 

33,072 

UK 

591 

Atlas  Copco 

7,378 

1064 

Adobe  Systems 

2,575 

US 

15 

Allianz 

125,329 

E3 

'.543 

Anglo  Irish  Bank 

4,256 

IR 

1802 

Atmos  Energy 

5,471 

1831 

Advance  Auto  Parts 

4,617 

US 

209 

Allied  Irish  Banks 

12,854 

IR 

314 

Anheuser-Busch  Cos 

15,717 

US 

1663 

Atos  Origin 

7,120 

1543 

Advanced  Info  Service 

2,572 

TH 

1259 

Allied  Waste  Inds 

6,029 

US 

1991 

Anixter  Intl 

4,939 

US 

1508 

Attijariwafa  Bank 

1,021 

1109 

Advanced  Micro 

5,649 

US 

1630 
99 

Allied  World  Assurance 

1,468 

BU 

1641 

Annaly  Capital  Mgmt 

1,222 

US 

771 

AU  Optronics 

8,993 

1527 

Advantest 

2,161 

JA 

Allstate 

35,796 

876 

Antarchile 

7,312 

CH 

1562 

Autodesk 

1,604 

98 

Aegon 

47,156 

NE 

464 

Alltel 

7,884 

US 

1757 

Antena  3  de  TV 

1,233 

SP 

1991 

Autogrill 

4,255 

1123 

AEM 

3,447 

IT 

778 

Alpha  Bank 

2,756 

GR 

1307 

Antofagasta 

2,317 

UK 

1267 

Autoliv 

6,118 

570 

Aeon 

38,233 

JA 

1978 

Alps  Electric 

6,039 

JA 

143 

ANZ  Banking 

19,024 

AU 

336 

Automatic  Data 

9,428 

1553 

Aeroports  de  Paris 

2,263 

FR 

687 

Alstom 

16,258 

FR 

1634 

AOC  Holdings 

5,969 

JA 

966 
714 

AutoNation 
Autostrade 

18,989 
3,496 

580 

AES 

12,143 

US 

559 

Altadis 

16,495 

SP 

1805 

Aomori  Bank 

364 

JA 

229 

Aetna 

25,146 

US 

1206 

Altana 

3,867 

GE 

525 

Aon 

8,954 

US 

1020  AutoZone 

6,050 

1293 

Affiliated  Computer 

5,507 

US 

1612 

Altera 

1,286 

US 

886 

Aozora  Bank 

1,365 

JA 

1435 

Avalonbay  Communities 

737 

1 

262 

Aflac 

14,615 

US 

39 

Altria  Group 

70,324 

US 

372 

Apache 

8,289 

US 

1510 

Avaya 

5,179 

1 

862 

Agilent  Technologies 

4,917 

us 

856 

Aluminum  of  China 

4,599 

CN 

1650 
1480 

Apartment  Investment 
Apollo  Group 

1,691 
2,516 

US 

1244 

Avery  Dennison 

5,576 

1933 

Agrium 

4,072 

CA 

1095 
1765 
878 

Amazon.com 
AMB  Property 
Ambac  Financial  Group 

10,711 
730 
1,832 

US 

US 

1423 

Avis  Budget  Group 

5,690 

627 

Ahold 

52,596 

NE 

US 

242 

Apple 

20,681 

US 

64 

Aviva 

87,417 

UK 

1733 

Aichi  Bank 

456 

JA 

US 

492 

Applied  Materials 

9,587 

US 

1040 

Avnet 

14,766 

US 

973 
1004 
1054 

36T 

Aiful 

4,675 

JA 

1147 

Amcor 

8,203 

AU 

858 

Arab  Bank 

1,672 

JO 

847 

Avon  Products 

8,764 

US 

Aioi  Insurance 

8,871 

JA 

1605 

Amdocs 

2,584 

UK 

1606 

Aracruz  Celulose 

1,681 

BR 

1759 

Awa  Bank 

593 

JA 

Air  China 

Air  France-KLM  Group 

4,374 
25,998 

CN 

1667 

AMEC 

8,492 

UK 

72 

Arcelor  Mittal 

58,870 

NE 

23 

AXA  Group 

98,845 
3,134 

FR 

FR 

673  Ameren 

6,880 

US 

1021 

Arch  Capital  Group 

3,453 

BU 

1552 

Axel  Springer 

GE 

339 

Air  Liquide  Group 

14,444 

FR 

177  i  America  Movil 

21,675 

264 

Archer  Daniels 

39,093 

US 

1010 

Axis  Capital  Holdings 

3,079 

BU 

603 

Air  Prods  &  Chems 

92sf 

us 

1525  Amer  Eagle  Outfitters 

2,794 

US 

922 

Archstone-Smith 

1,134 

US 

1659 

Babcock  &  Brown 

1,214 

AU 

598 

Aisin  Seiki 

18.046 

JA 

363  !  American  Electric 

12,622 

US 

321 

Areva  Group 

11,968 

FR 

~216~ 

BAE  Systems 

24,135 

UK 

[  946 

Ajinomoto 

9,419 

JA 

1887 

American  Equity 

916 

US 

1768 

Arkema 

6,749 

FR 

1916 
517 

Bajaj  Auto 

1,677 

IN 

1 1812 

AK  Steel  Holding 

6,069 

US 

102 
1007 

American  Express 
American  Finl  Group 

27,136 
4,250 

US 

1017 

Arrow  Electronics 

13,577 

US 

Baker  Hughes 

9,027 

US 

[  508 

Akbank 

5,100 

;TU 

US 

1617 

ArvinMeritor 

9,437 

US 

1578 

Balfour  Beatty 

8,781 

UK 

See  page  1 72  for  country  codes  and  footnotes. 
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Windows  Mobile.  The  only  way  to  get  the  mobile  version  of  Microsoft  Office  Outiook 
Manage  your  Outlook  e-mail,  calendar,  and  contacts  while  on  the  go.  Now  when,  where,  and 
low  you  work  is  entirely  up  to  you.  Learn  more  at  vzwshop.com/windowsmobile 
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1237 

Bali 

6,622 

293 

BB&T 

9,414 

189 

British  Amer  Tobacco 

19,104 

1089 

Celanese 

6,656 

US 

839 

BaToise  Group 

6,908 

sz 

54 

BBVA-Banco  Bilbao 

37,885 

SP 

934 

British  Energy 

4,510 

UK 

694 

Celesio 

24,221 

GE 

1376 

Banca  Carige 

2,398 

IT 

[297 

BCE 

15,217 

CA 

713 

British  Land 

1,200 

UK 

1621 

Celgene 

899 

US 

1538 

Banca  CR  Rrenze 

1,963 

IT 

1750 

BCI-Banco  Credito 

1,194 

CH 

682 

British  Sky  Broadcast 

7,667 

UK 

250 

Cemex 

18,239 

MXI 

{  1464 

Banca  Italease 

793 

IT 

453 

BCP-Banco  Com  Port 

.  6,119 

PO 

1085 

Broadcom 



3,668 

US 

963 

Cemig 

3,523 

BRI 

1031 

Banca  Lombarda  Group 

2,628 

IT 

1008 

BCV  Group 

1,138 

SZ 

400 

Brookfield  Asset  Mgmt 

7,512 

CA 

1287 

Cencosud 

5,828 

CH 

298 

Banca  MPS 

13,042 

IT 

iTsa 

Bear  Steams  Cos 

16,551 

us 

1959 

Brother  Inds 

4,929 

JA 

[  801 

CenterPoint  Energy 

9,319 

US 

1005 

Banca  Pop  di  Milano 

3,059 

IT 

[1835 

Beazer  Homes  USA 

5,159 

us 

1488 

Brown-Forman 

2,077 

US 

776 

Centex 

14,431 

US< 

1626 

Banca  Pop  di  Sondrio 

788 

IT 

[780" 

Becton,  Dickinson 

5,846 

us 

1848 

Brunswick 

5,665 

US 

i  321 

Central  Japan  Railway 

12,490 

JA 

1053 

Banca  Pop  Italiana 

3,307 

IT 

[  968 

Bed  Bath  &  Beyond 

6,308 

us 

161 

BT  Group 

33,937 

UK 

[  646 

Centrica 

32,192 

UK 

US 

962 

Banco  BPI 

3,675 

PO 

849 

Beiersdorf 

6,755 

GE 

1958 

Buenaventura 

560 

PE 

1473 

CenturyTel 

2,448 

147 

Banco  Bradesco 

29,845 

BR 

1860 

BEKB-BCBE 

535 

SZ 

1666 

Buhrmann 

8,319 

NE 

i  429 

Cepsa 

27,318 

SP 

1758 

Banco  de  Chile 

1,726 

CH 

746 

Belgacom 

6,364 

BE 

868 

Bumiputra-Commerce 

3,062 

MA 

[45T 

Cez 

7,650 

cz 

507 

Banco  de  Sabadell 

4,348 

SP 

1961 

\9ts~ 

Benq 

WR  Berkley 

5,386 
5,395 

TA 

596 

Bunge 

26,274 

BU 

1 1790 

Challenger  Financial 

1,667 

AU 

1486 

Banco  de  Valencia 

851 

SP 

US 

1525 

Bunzl 

6,523 

UK 

1637 

Champion  REIT 

52 

HK 

166 

Banco  do  Brasil 

22,154 

BR 

I  16 

Berkshire  Hathaway 

98,539 

us 

267 

Burlington  Santa  Fe 

14,985 

US 

1588 

Chang  Hwa  Com  Bank 

1,306 

TA 

1396 

Banco  Nossa  Caixa 

3,120 

BR 

!  348 

Best  Buy 

33,728 

us 

1389 

Buzzi  Unicem 

3,489 

IT 

1411 

Charter  Commun 

5,504 

US 

1272 

Banco  Pastor 

1,516 

SP 

[249 

BG  Group 

13,965 

UK 

lias 

CA 

3,892 

US 

1892 

Check  Point  Software 

575 

IS 

436 

Banco  Popular  Espanol 

5,014 

SP 

tl313 

Bharat  Heavy  Electric 

3,002 

IN 

1101 

Cable  &  Wireless 

5,617 

UK 

456 

Chesapeake  Energy 

7,326 

US 

27 

Banco  Santander 

62,338 

SP 

1372 

Bharat  Petroleum 

17,402 

IN 

1144 

Cablevision  NY  Group 

5,927 

US 

|  628 

Cheung  Kong 

796 

HK 

1157 

BanColombia 

1,758 

CO 

1149 

Bharti  Airtel 

2,619 

IN 

329 

Cadbury  Schweppes 

14,534 

UK 

19 

Chevron 

195,341 

US  i 
TA 
JA 
JA 
US 
TAi 
CN 
CN 

933 

Bangkok  Bank 

2,867 

TO 

pr 

BHP  Billiton' 

31,850 

AU 

1255 

Calpine 

7,692 

US 

1239 

Chi  Mei  Optoelec 

4,882 

1149 

Bank  Central  Asia 

1,571 

ID 

1 1115 

Bidvest  Group 

10,776 

SA 

1428 

Cameco 

1,574 

CA 
US 

901 

Chiba  Bank 

1,903 

741 

Bank  Hapoalim 

4,950 

IS 

1793 

Bilfinger  Berger 

7,336 

GE 

1455 

Cameron  International 

3,743 

1818 

Chiba  Kogyo  Bank 

379 

828 

Bank  Leumi 

4,952 

IS 

1336 
[1271 
1405 

Grupo  Bimbo 

5,889 

MX 

729 

Campbell  Soup 

7,587 

US 

11264 

Chicago  Mercantile 

1,090 

1425 

Bank  Mandiri 

2,358 

ID 

Biogen  Idee 

2,683 

US 

170 

Canadian  Imperial 

18,053 

CA 

1946 

China  Airlines 

3,607 

2 

Bank  of  America 

116,574 

US 

Biomet 

2,049 

US 

444 

Canadian  National 

6,629 

CA 

1210 

China  Coal  Energy 

3,725 

1798 

Bank  of  Ayudhya 

1,263 

TH 

1069 
1816 

8J  Services 

4.596 

US 

340 

Canadian  Natural  Res 

8,933 

CA 

|1075 

China  Cosco  Holdings 

4,853 

1S85 

Bank  of  Baroda 

1,945 

IN 

BJ's  Wholesale  Club 

8,480 

US 

929 

Canadian  Pacific 

3,937 

CA 

[1495" 

China  Development 

651 

TA 

82 

Bank  of  China 

23,101 

CN 

1110 
949 

Black  &  Decker 

6,447 

us 

1288 

Canadian  Tire 

7,104 

CA 

1 1475 

China  Intl  Marine 

3,834 

CNi 

308 

Bank  of  Communications 

6,637 

CN 

BlackRodc 

2,098 

us 

1360 

Canara  Bank 

2,293 

IN 

243 

China  Life  Insurance 

11,179 

CNI 

926 

Bank  of  East  Asia 

2,007 

HK 

1175 

H8.R  Block 

4,201 

us 

1816 

Canfor 

3,301 

CA 

;  604 

China  Merchants  Bank 

3,531 

CN 

1104 

Bank  of  Fukuoka 

1,428 

JA 

1369 

Bluescope  Steel 

5,953 

AU 

159 

Canon 

31,798 

JA 

[1570 

China  Merchants  (Intl) 

383 

HK 

1569 

Bank  of  Greece 

1,188 

GR 

124 

BMW-Bayerische  Motor 

55,149 

GE 

855 

Capgemini 

10,158 

FR 

^  80S 

China  Minsheng  Bank 

2,991 

CN 

1714 

Bank  of  Ikeda 

632 

JA 

14 

BNP  Paribas 

89,156 

FR 

1505 

Capita  Group 

3,402 

UK 

89 

China  Mobile 

29,792 

HK 

1691 

Bank  of  India 

1,845 

IN 

430 

BOC  Hong  Kong 

4,134 

HK 

192 

Capital  One  Financial 

15,191 

US 

401 

China  Netcom  Group 

10,693 

HK 

266 

Bank  of  Ireland 

10,890 

IR  \ 

1738 

Boehler-Uddeholm 

4,077 

AS  I 

926 

Capita  Land 

2,052 

SI 

1987 

China  Overseas  Land 

899 

HK 

1773 

Bank  of  Iwate 

370 

JA  i 

130 

Boeing 

61,530 

us  : 

305 

Capitalia 

9,432 

IT 

1129 

China  Resources  Ent 

6,911 

HK1 

1427 

Bank  of  Kyoto 

943 

JA  j 

1665 

BOK  Financial 

1,358 

us 

1395 

CapitalSource 

1,218 

US 

1737 

China  Resources  Power 

764 

HK 

177 

Bank  of  Montreal 

16,187 

CA 

1873 

Boliden 

2,569 

sw 

240 

Cardinal  Health 

85,068 

US 

423 

China  Shenhua  Energy 

6,474 

CN 

1676 

Bank  of  Nagoya 

635 

JA  j 

812 

Bombardier 

15,450 

CA 

388 

Caremark  Rx 

36,750 

US 

1711 

China  Shipping  Cont 

3,516 

CN' 

244 

Bank  of  New  York 

9,062 

US  ; 

1912 

Boral 

3,534 

AU  j 

920 

Carlsberg 

7,268 

DE 

1909 

China  Shipping  Dev 

1,055 

CN. 

127 

Bank  of  Nova  Scotia 

20,038 

CA  ] 

1809 

BorgWamer 

4,585 

US  i 

1470 

CarMax 

7,207 

US 

1693 

China  Southern  Air 

4,637 

CNI 

1855 

Bank  of  Saga 

352 

JA 

936 

Boston  Properties 

1,478 

US  j 

269 

Carnival 1 

11,839 

PA 

601 

China  Steel 

8,657 

TA 

796 

Bank  of  Yokohama 

2,046 

JA  ] 

752 
224 

Boston  Scientific 
Bouygues 

7,821 
34,839 

US  ! 

1722 

Carphone  Warehouse 

5,298 

UK 

181 

China  Telecom 

20,981 

CN 

1202 

Bank  Rakyat  Indonesia 

1,857 

ID 

FR 

115 

Carrefour 

97,726 

FR 

542 

China  Unicom 

10,671 

1099 

Bankinter 

2,483 

SP  ! 

Ti 

BP 

265,906 

UK 

793 

Grupo  Carso 

8,543 

MX 

1300 

China  Yangtze  Power 

887 

1938 

BankUnited  financial 

843 

US 

958 

BPER-Emilia  Romagna 

2,684 

IT  i 

422 

Carso  Global  Telecom 

16,195 

MX 

Chinatrust  Financial 

2,675 

1157 
366 

Banque  Nat  Belgique 
Baoshan  Iron  &  Steel 

2,200 
15,629 

BE 

588 

BPU  Banca 

4,981 

rr 

1573 
144 

389 

Casio  Computer 
Caterpillar 
Cathay  Financial 

4,938 
41,517 
10,094 

JA 

1620 

Chinese  Estates 

293 

iti.im 

CN 

645 

BPVN  Group 

4,063 

rr 

US 

256 

Chubb 

14,003 

us 

18 

Barclays 

67,710 

uk  : 

852 

Bradford  &  Bingley 

4,858 

UK 

TA 

277 

Chubu  Electric  Power 

18,301 

JA 

1680 

CR  Bard 

1,986 

US  | 

775 

Brambles' 

3,501- 
4,337 

AU 

739 

Cathay  Pacific 

7,812 

HK 

1566 

Chugoku  Bank 

1,088 

JAI 

1443 

Barloworid 

5,506 

,SA  | 

1690 

Brasil  Telecom 

BR 

1275 

Cattolica  Assicurazio 

6,218 

IT 

727 

Chugoku  Electric  Pwr 

8,853 

JA  1 

1207 
485 

Barratt  Developments 
Barrick  Gold 

4,494 
5,473 

UK  I 

1680 
398 

Braskem 

5,429 

BR 

1384 

CB  Richard  Ellis 

4,032 

US 

1924 

Chukyo  Bank 

294 

JA  1 

CA  j 

Bridgestone 

25,127 

JA 

1840 

CBD-Brasil  Distrib 

5,737 

BR 

576 

Chunghwa  Telecom 

5,588 

TA ' 

~vaa 

BASF 

69,406 

GE 

1768 

Brink's 

2,838 

US 

1998 

CBOT  Holdings 

640 

US 

1489 

CI  Financial 

1,186 

1768 

Basler  Kantonalbank 

737 

SZ 

1852 

Blinker  International 

4,277 

US 

274 

CBS 

14,320 

US 

1576 

Ciba  Specialty  Chems 

5,207 

I  415 

Baxter  International 

10,378 

us 

1516 

Brisa 

662 

PO 

69 

CCB-China  Constr  BK 

23,177 

CN 

377 

CIC  Group 

12,902 

[  186 

Bayer  Group 

32,368 

255 

Bristol-Myers  Squibb 

17,914 

us 

790 

CCCC-China  Commun 

10,318 

CN 

345 

Cigna 

16,547 

1 1863 

BayWa 

7,727 

British  Airways 

14,809 

UKj 

1417 

CDW 

6,785 

US 

1818 

Cimpor 

1,814 

See  page  1 72  for  country  codes  and  footnote? 
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OCE  OWNS  5,873  PATENTS.  I 
EARTH  SPINS  AT  1,000  MPH.  J 

ONE  OF  THESE  FACTS  ENABLES  J 
OU  TO  MANAGE  YOUR  DOCUMENTS 
AT  A  HIGHER  LEVEL. 


.  All  rights  reserved.  Oce  MAX  is  a  trademark  of  Oce-Technol'ogies, B.V.Six  Sigma' is  a  registered  tradema 


For  over  a  century,  Oce  has  led  a 
quiet  revolution  that  advanced 
the  level  of  achievement  in 
printing  technology  by  orders  of 
magnitude.  Twenty-five 
years  ago,  Oce  Business  Services 
determined  to  set  a 
new  standard  in  outsourced 
document  process  management. 
Our  specialists  have  successfully 
introduced  a  variety  of  enterprise 
cultures  to  considerable 
savings,  higher  efficiency  and 
best  practices  in  print,  copy, 
mail,  imaging  and  records 
management  throughout  the 
document  lifecycle.We  were 
first  to  introduce  another 
innovation:  Oce  MAX™.  It  is  a 
unique  Six  Sigma®  based  business 
performance  management 
application  that  will  advance 
document  process  management 
to  the  next  level.  We  intend  to 
make  it  one  of  many.  Keep  an  eye 
on  Oce.  For  a  free  white  paper  on 
document  process  management, 
visit  www.ocesolutions.com 
or  call  1-888-390-1513. 


Oce  Business  Services 

ADVANCING 
DOCUMENT  PROCESS  MANAGEMENT 
TO  A  HIGHER  LEVEL 


global  2000 


RANK 

COMPANY 

SALES 
(SMIL) 

©  RANK 

COMPANY 

SALES 
(SMIL) 

®  RANK 

COMPANY 

SALES 
(SMIL) 

®  RANK 

COMPANY 

SALES 
(SMIL) 

I  773 

Cincinnati  Financial 

4,550 

m 

168 

Countrywide  Financial 

24,445 

Deutsche  Lufthansa 

21,353 

Electronic  Arts  3,119 

US 

14S0 

Cintas 

3,582 

us 

915 

Coventry  Health  Care 

7,734 

US 

94 

Deutsche  Post 

79,875 

GE 

518 

Electronic  Data  Sys  21,268 

US 

1564 

Circuit  Citv  Stores 

12,470 

us 

1082 

CPFL  Energia 

4,175 

BR 

56 

Deutsche  Telekom 

80,933 

GE 

1564 

Grupo  Elektra 

3,224 

MX 

103 

Cisco  Systems 

31,929 

us 

1694 

Credicorp 

1,370 

BU 

1507 

Developers  Diversified 

818 

US 

572 

Eletrobras 

8,887 

BR 

465 

CIT  Group 

6,928 

us 

45 

Credit  Agricole 

.77,662 

FR 

280 

Devon  Energy 

10,578 

US 

245 

Eli  Lilly  &  Co 

15,691 

US 

1050 

Citic  Pacific 

3,426 

HK 

9% 

Credit  Saison 

4,362 

JA 

75 

Dexia 

95,785 

BE 

808 

Embarq 

6,363 

US 

1740 

Citic  Securities 

143 

CN 

31 

Credit  Suisse  Group 

65,642 

SZ 

253 

Diageo 

13,420 

UK 

1173 

Embraer 

3,907 

BR 

1 

Citigroup 

146,558 

US 

1317 

Credito  Emiliano 

1,701 

IT 

1473 

Diamond  Lease 

4,461 

JA 

391 

EMC 

11,155 

US 

1568 

Citizens  Commun 

2,025 

US 

1874 

Credito  Valtellinese 

858 

IT 

1504 

Dillard's 

7,849 

US 

1600 

Emdeon 

1,099 

US 

1925 

Citizens  Republic  Bncp 

563 

US 

2M 

CRH 

24,720 

IR 

350 

Christian  Dior 

17,206 

FR 

283 

Emerson  Electric 

20,636 

US 

1500 

City  Developments 

1,660 

SI 

1338 

Crown  Holdings 

7,051 

US 

380 

DirecTV  Group 

14,756 

US 

1448 

Empire 

11,762 

CA 

1672 

City  National 

1,069 

US 

1832 

CSL 

2,117 

AU 

107 

Walt  Disney 

35,156 

US 

1792 

Enagas 

982 

SP 

1848  [a 

5,302 

KO 

1756 

CSM 

3,095 

NE 

369 

DnB  NOR 

6,402 

NO 

662 

Enbridge 



9,145 

CA 

1714  Clariant 

6,639 

SZ 

846 

CSN-Cia  Siderurgica 

4,293 

BR 

1254 

Dogan  Holding 

7,265 

TU 

343 

EnBW-Energie  Baden 

17,440 

GE 

565  :  Clear  Channel  Commun 

7,067 

US 

428 

CSX 

9,566 

US 

1367 

Dollar  General 

9,096 

US 

206 

EnCana 

15,926 

CA 

1127  Clorox 

4,738 

us 

1868 

Cullen/Frost  Bankers 

925 

US 

251 

Dominion  Resources 

16,482 

US 

133 

Endesa  Group 

25,906 

SP 

552    CLP  Holdings 

5,874 

HK 

794 

Cummins 

11,362 

US 

1815 

Dongbu  Insurance 

4,282 

KO 

1614 

Endurance  Specialty 

1,897 

BU 

1633  CMPC 

2,117 

CH 

283 

CVS 

43,814 

US 

1622 

Dongfeng  Motor 

5,172 

CN 

113 

ENEL 

37,825 

IT 

1284  CMS  Energy 

6,899 

US 

1623 

D'leteren 

7,038 

BE 

1587 

Dongkuk  Steel  Mill 

5,031 

KO 

1837 

Energizer  Holdings 

3,154 

I 

395  Cnooc 

8,514 

HK 

1768 

Daegu  Bank 

1,197 

KO 

857 

RR  Donnelley  &  Sons 

9,317 

US 

1319 

Energy  East 

5,231 

232    CNP  Assurances 

41,104 

FR 

1553 

Daelim  Industrial 

5,638 

KO 

1306 

Doosan 

10,504 

KO 

36 

ENI 

113,595 

IT 

1974  CNPC  (Hong  Kong) 

436 

HK 

1139 

Daewoo  Engineering 

5,043 

KO 

1942 

Doral  Financial 

892 

US 

1551 

Enka 

2,989 

TU 

1177  Coach 

2,402 

US 

1995 

Daewoo  Intl 

5,569 

KO 

854 

Dover 

6,512 

US 

1343 

Ensco  International 

1,814 

US 

155  Coca-Cola 

24,088 

US 

1708 

Daewoo  Securities 

987 

KO 

145 

Dow  Chemical 

49,124 

US 

365 

Entergy 

10,932 

US 

1882  Coca-Cola  Amatil 

3,406 

AU 

1484 

636 

Daewoo  Ship  &  Marine 
Dai  Nippon  Printing 

4,915 
12,829 

KO 

1718 

Downey  financial 

1,227 

us 

1094 

Enterprise  Inns 

1,816 

UK 

787    Coca-Cola  Enterprises 

19,804 

US 

JA 

1626 

Drax  Group 

1,596 

UK 

755 

EOG  Resources 



3,904 

US 

882    Coca-Cola  HBC 

7,409 

GR 

756 

Daiei 

14,456 

JA 

912 

DSG  International 

13,485 

UK 

825 

Equity  Residential 

1,990 

US 

1586!  Cognizant  Technology 

1,424 

US 

560 

Daiichi  Sankyo 

7,880 

JA 

710 

DTE  Energy 

9,022 

US 

1606 

Eramet 

3,206 

FR 

599    Coles  Group 

26,196 

AU 

1013 

Daikin  Industries 

6,747 

JA 

184 

El  du  Pont  de  Nemours 

28,982 

US 

1245 

ERG 

10,589 

IT 

469  Colgate-Palmolive 

12,238 

US 

1340 

Daily  Mail  &  General 

4,075 

UK 

234 

Duke  Energy 

15,184 

US 

185 

LM  Ericsson 

25,969 

SW 

1407  Colonial  BancGroup 

1,645 

US 

1870 

Daimaru 

7,099 

JA 

1704 

Duke  Realty 

1,193 

US 

334 

Erste  Bank 

9,214 

AS 

1298  Colruyt 

5,789 

BE 

49 

DaimlerChrysler 

199,985 

GE 

2000 

DVB  Bank 

766 

GE 

1234 

Espirito  Santo  Rnl 

4,775 

LU 

121  Comcast 

24,966 

US 

1476 

Dainippon  Ink  &  Chems 

8,551 

JA 

1683 

E-L  Financial 

1,652 

CA 

1219 

Esprit  Holdings 

3,006 

HK 

633  Comerica 

4,281 

US 

1909 

Daisan  Bank 

328 

JA 

708 

E-Trade  Financial 

3,840 

US 

1387 

Essilor  International 

2,866 

FR 

1028  Commerce  Bancorp 

2,870 

US 

1604 

Daishi  Bank 

681 

JA 

47 

E.ON 

80,534 

GE 

1081 

Estee  Lauder  Cos 

6,767 

US 

1697  Commerce  Bancshs 

1,194 

US 

1413 

Daito  Trust  Construct 

4,584 

JA 

1787 

E.Sun  financial 

727 

TA 

1613 

Euler  Hermes 

1,701 

FR 

1424  Commercial  Metals 

7,897 

US 

734 

Daiwa  House  Industry 

13,012 

JA 

167 

EADS 

40,433 

NE 

1122 

Eurazeo 

1,502 

FR 

149  Commerzbank 

29,400 

GE 

381 

Daiwa  Securities 

7,197 

JA 

221 

East  Japan  Railway 

22,061 

JA 

1496 

Euronext 

1,137 

NE 

128    Commonwealth  Bank 

19,685 

AU 

1501 

Dana 

8,567 

US 

1112 

Eastman  Chemical 

7,450 

US 

814 

Everest  Re  Group 

4,517 

BU 

1548  Compal  Electronics 

8,089 

TA 

499 

Danaher 

9,596 

US 

967 

Eastman  Kodak 

13,274 

US 

1682 

Evergreen  Marine 

4,288 

TA 

905    Compass  Bancshares 

2,756 

US 

281 

Danone 

18,566 

FR 

582 

Eaton 

12,370 

US 

1645 

EVN 

2,629 

AS 

606    Compass  Group 

20,253 

UK 

141~ 

Danske  Bank 

25,186 

DE 

514 

Ebay 

5,970 

US 

1059 

Evraz  Group 

6,412 

LU 

743    Computer  Sciences 

14,682 

US 

1209 

Daqin  Railway 

1,624 

CN 

646 

EchoStar  Commun 

9,818 

US 

232 

Exelon 

15,656 

US 

1904  Con- way 

4,221 

US 

1281 

Darden  Restaurants 

5,828 

US 

1156 

Ecolab 

4,896 

US 

1532 

Exista 

804 

IC 

707  ;  ConAgra  Foods 

11,631 

US 

1025 

Dassault  Aviation 

4,354 

FR 

376 

Edison  International 

12,622 

US 

1467 

Expedia  2,238 

US 

22  ConocoPhillips 

167,578 

US 

1379 

Datang  Int)  Power 

2,230 

CN 

|  505 

Edison 

11,244 

IT 

1374 

Expediters  Intl 

4,626 

US 

1335  Conseco 

4,467 

US 

1267 

DaVrta 

4,881 

US 

346 

EDP-Energias  Portugal 

12,984 

PO 

1044 

Experian  Group 

3,084 

IR 

1251   Consol  Energy 

3,715 

US 

358 

DBS  Group 

6,295 

SI 

1695 

AG  Edwards 

3,001 

US 

833 

Express  Scripts 

17,660 

US 

478   Consolidated  Edison 

12,137 

US 

1126 

Dean  Foods 

10,099 

US 

|  651 

EFG  Eurobank  Ergasias 

4,116 

GR 

[y 

ExxonMobil 

335,086 

US 

1104  Constellation  Brands 

5,122 

US 

252 

Deere  &  Co 

22,059 

US 

1788 

EFG  International 

349 

SZ 

1659 

Fadesa  Inmobiliaria 

1,694 

SP 

414    Constellation  Energy 

19,285 

US 

701 

Delhaize  Group 

24,118 

BE 

1945 

Ehime  Bank 

349 

JA 

1135 

Fairfax  financial 

6,607 

CA 

409  Continental 

19,640 

GE 

|  194 

Dell 

57,095 

US 

573 

Eiffage 

14,175 

FR 

1163 

Falabella 

4,356 

CH 

998    Continental  Airlines 

13,128 

US 

1096 

Delphi 

26,392 
17,171 

US 

1777 

Eighteenth  Bank 

532 

JA 

1636 

Family  Dollar  Stores 

6,484 

US 

1065  Cooper  Industries 

5,185 

BU 

1091 

Delta  Air  Lines 

US 

908 

Eisai 

5,117 

JA 

[  57 

Fannie  Mae 

51,826 

US 

529  Coming 

5,174 

US 

1923 

Delta  Electronics 

2,463 

TA 

/O/ 

El  Paso 

4,281 

US 

Fanuc 

3,243 

JA 

549    Corus  Group 

17,423 

UK 

247 

Denso 

27,133 

JA 

1555 

El  Puerto  Liverpool 

3,557 

MX 

1560 

Far  Eastern  Textile 

4,144 

TA 

1706  Cosco  Pacific 

297 

HK 

1292 

Dentsu 

2,773 

JA 

1530 

Elan 

407 

IR 

1781 

Far  EasTone  Telecom 

2,191 

TA 

871    Cosmo  Oil 

22,727 

J  A 

590 

Depfa  Bank 

9,527 

IR 

866 

Electric  Power  Devel 

5,293 

JA 

1 1341 

Fast  Retailing 

3,824 

JA 

304    Costco  Wholesale 

62,423 

US 

L 27 

Deutsche  Bank 

95,496 

GE 

30 

Electricite  de  France 

77,747 

FR 

[487" 

FCC 

12,508 

SP 

1487  CoucheTard 

10,675 

6% 

■En  ■  d«aa 

Deutsche  Boerse 

2,446 

GE 

866 

Electrolux  Group 

14,075 

SW 

1626 

Federal-Mogul 

6,326 

US 
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)uis  le  Brocquy,  artist, 
udy  of  Self. 


i 

Ireland  . 
knowled 


is  m 


The  Irish  mind. 

The  unique  resource  you'll  need  to  bring  your 
knowledge-based  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
thout  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
w  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
ormal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
a  dynamic  information  infrastructure,  in  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business, 
learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
:  ?w  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 


A  IDA 

IRELAND 


global  2000 


RANK 

COMPANY 

SALES 
(SMIL) 

®  RANK 

COMPANY 

CAI  EC 

(SMIL) 

RANK 

COMPANY 

(SMIL) 

RANK 

COMPANY 

CAI  CC 

(SMIL) 

i  295 

Federated  Dept  Stores 

26,970 

1328 

Fulton  Financial 

1  014 

1522 

Mann  1  ■  inn  firm  in 
ndliy  LUriy  vjiuup 

586 

HK 

1847 

Hk"  Fv/*hannp< 
nr  CALiidiiytrb 

347 

FedEx 

33,968 

us 

Pi  232 

Furukawa  Electric 

7  425 

JA 

1330 

Hani  in  Cnmninn 
ndiljiii  jiiippuiy 

6  666 

KO 

1814 

nuiiy  Lcuiiy  niidfiudi 

O/J 

MA 

607 

Femsa 

1 1,700 

MX 

1278 

UHIL  1  IMlIldl 

3  763 

IN 

1111 

ManL'wn  Hanchin 
ndiiKyu  ndlliiHM 

4  137 

JA 

999 

nunyKuny  cicv.uk. 

1  AQQ 

HK 

174 

Rat  Group 

55,016 

IT 

786 

Gallaher  Group 

J,  JjU 

UK 

953 

Wannnwor  Rp 
ndiHIUVci  r\c 

10  544 

GE 

883 

Hongkong  Land 

joy 

HK 

1865 

FIBI  Holding 

1,188 

IS 

j  762 

VJaip  Cllcigid  jVJr  j 

1  a  1 

1  3,  1  O  J 

PO 

660 

l-lancnn 

8  087 

UK 

1415 

Hormel  Foods 

R7A 

US 

1061 

Fidelity  National 

y,*ot> 

US 

1378 

Udlllcbd 

3  1 53 

SP 

1783 

Hanuua. 
ndl  IWo 

9  341 

JA 

S94 

nR  Hnrtnn 
I7r\  nui  IUII 

1 5  01 6 

us 

1 184 

Fidelity  National  Info 

A  1 77 

us 

522 

8  033 

US 

1820 

ndllWild  \_MtrMiiLdi 

3  846 

KO 

1899 

Hospira 

7  fiRQ 
Z,D03 

us 

338 

Fifth  Third  Bancorp 

8,108 

us 

[  592 

Gap 

1 5  943 

US 

1005 

ndiivvi  id 

1 7  239 

KO 

754 

Hnct  Hntpk  SL  Rocnrtc 

A  RRR 
4,000 

us 

1477 

Financiere  de  I'Odet 

0,470 

FR 

1301 

Garmin 

1  774 

CI 

779 

ndl  Icy  L/dvlUbUI  l 

6  186 

US 

1844 

Hovnanian  Enterprises 

D.U3D 

us 

1012 

- 

Finatis 

77  QOfi 

z  /,oyu 

FR 

419 

ftac  Matiir^l  ^.DCi 

13  652 

SP 

1581 

Harman  Infprnatmnal 
iiai 1 1 ia ii  it i ici I \a uui lai 

3  418 

US 

1136 

2  929 

JA 

CCA 

Finmeccanica 

1  1  QAC 

IT 

1  m 

\JdZ  Uc  ndllLc 

26  470 

FR 

553 

Harrah'^  FntPrtain 
ndlldlli  LllLtrlldlll 

9  674 

us 

3 

H^RT  MnlHinnc 

1  7 1  c.uR 
I  Z  I ,  jUO 

1 1 20 

First  American 

o  AQQ 

US 

\  43 

Gazprom 

48  1 34 

RU 

1411 

3  837 

us 

jl182 

Hua  Nan  Financial 

7  073 

TA 

First  Ban  Corp 

i  1 7.1 

US 

1780 

UCM  VjiUU[J 

5  316 

GE 

140 

ndiiiuiu  run  jcivilc 

26  500 

us 

784 

Hiianpnn  PniA/pr  Intl 
nudMciiy  ruwci  niu 

4  966 

CN 

IDC? 

First  Citizens  Bancshs 

1 ,  1  Uj 

US 

259 

Ucdcldl  Uy\\a\l\\\js 

24  063 

US 

1478 

Haseko 

S  7Q7 

JA 

1333 

Hi  lavia  Rant 
nUdAld  DdllK 

I ,  /  3D 

CN 

*hJ# 

rirsi  uaia 

1  CMC 
/,U/D 

US 

4 

UcllCldl  CICI.UIL 

163  3Q1 

l  DJ,  J7  1 

US 

1723 

Hays 

3  376 

UK 

1065 

Hudson  City  Bancorp 

1  fil^ 

1  ,OZ  1 

US 

mini 

First  Rnl  holding 

1  fil  7 
1  ,0  1  Z 

TA 

1042 

Vjtr'lcldl  VJIUWUl  rlU|J 

3  256 

US 

21 

HB0S 

84  282 

UK 

I  671 

Hi  imana 
nUIMdl  Id 

21  417 

US 

Q1A 

First  Horizon  Natl 

7  AQC 

US 

426 

Uclltfldl  IVIlNb 

12  032 

US 

1754 

i4CC  tncnranrp 
nVwV.  HliUldMl.c 

2  075 

US 

1033 

Hi  intinntnn  Ranrcht 
nUHUIiyiUll  DolK.jili 

2  632 

US 

First  Marblehead 

/yj 

US 

513 

Ucllcidl  IVIUlUIa 

7A7 

US 

1376 

nurv.  Ddiirs 

1  284 

IN 

1238 

Huntsman 

1  n  fiiA 

I  U.0Z4 

us 

?cc 
J  JO 

FirstEnergy 

1 1  mi 

US 

[  78 

UcMtfldll  UlUU^I 

90  895 

IT 

1197 

1 

IN 

382 

HllCI/A/  F  nornw 

nubivy  ciiriyy 

10  880 

CA 

1  Do** 

FirstGroup 

R  771 
7,Z/  I 

UK 

1260 

(\ant\r\rt 
UcMUlig 

1  967 

MA 

1188 

Health  C arp  Ptnnartu 
ncdlUl  v.dlc  nupciiy 

619 

US 

1730 

Hi  icrn/ama 
nUbvJVdllld 

■  QRc* 

J,3oJ 

SW 

in  71Q 
i  u,  / 1  y 

SA 

983 

VjcilUtllt:  rdi  u> 

10  458 

US 

1914 

Hpalth  Mananpmpnt 

4  057 

US 

1436 

Hntrhicnn  Tp|p/"nm 

3  1 41 

HK 

1  MO 
1  U40 

Fiserv 

A  ^AA 
4,744 

US 

[  318 

vjcmwuiui  nndMLiai 

1 1  029 

US 

T097 

Mp^ltiS  Mpt 
ncdlUl  iMcl 

1 2  908 

US 

I  lit 

Hirtrhicnn  lA/hatnnna 
nUlLMIbUI)  VVIIdllipUd 

23  547 

HK 

!  OD/ 

Flagstar  Bancorp 

1  077 
I  ,UZZ 

US 

1319 

oeiizyiiic 

3  1S7 

US 

635 

MoiHolKornt"  amonl 

ntriuciutriyv^ciiiciu 

Q  773 
3,ZZ  J 

GE 

1623 

Hyakugo  Bank 

740 

JA 

752 

Flextronics  Intl 

1  7  AQf. 

i  /,4yo 

SI 

[  797 

UrlMUlUr 

4  571 

MX 

522 

ntriiicRcii  nuiuiny 

1 5  606 

NE 

1644 

HwaUi  in ichi  Ranlr 
nydMJJUbiu  DdllK 

570 

JA 

1074 

Fluor 

1,1  07Q 

i4,u/y 

US 

1437 

UHfdU  jtieiiteb 

j,UZO 

US 

646 

Ml  Mpin7 

R  QR7 

0,170/ 

US 

I  625 

Htfniv  'vornirnnrli  irtnr 

nyiiiA  jfuiiv.uiiuuv.iui 

^  SO  A 

KO 

1728 

FMC  Technologies 

7  7Q1 

us 

1685 

UlVdUUdfl 

7  3R4 
Z,  jo*4 

SZ 

1264 

flclleTllv.  reuuicUiil 

7  Q£A 

GR 

1902 

Hyosung 

7,704 

KO 

1297 

Cnnr  lorn  Hoc  Paninnc 

ruuticic  ucb  rvcyiuiib 

77H 

/  ZO 

FR 

1169 

GKN 

7  112 

UK 

991 

Mcllonir  Tolo/"r\m 
ncllclHL  IcIcxUIH 

6  472 

GR 

592 

Hunn  Roal  FctatP 
nyrju  ncdi  Cbldlc 

8  693 

GE 

575 

Fondiaria-SAI 

1 7  7no, 
i  z,  juy 

IT 

85 

r^lavn^mithk'tinp 
UldAUjIUIUlMllle 

/ic  ^cn 

UK 

1257 

ntflvclld  rail  Id 

A  R1  7 
H,o  I  Z 

SZ 

\iixj 

Hyundai  Eng  8r  Const 

4  484 

1744 

ruui  lULivei 

^  7^n 

7,  1  7U 

US 

1170 

f^litnir  R^tnL- 
UIIUIH  EheUIK 

1  77fi 
1  ,zzo 

IC 

822 

WonHarcnn  1  anrl 

R77 
O/Z 

HK 

[  828 

nyunudi  ncdvy  inub 

1 3  71 2 

532 

rUIU  iVIUlUI 

i  An  177 

1  DU,  1  Z  j 

US 

943 

(^InhaKantaPo 

5^15 
j,  j  I  j 

CI 

405 

Manual  ^rmin 

ntimci  oiuup 

1  Pi  R07 
I  D,oU/ 

GE 

1 1447 

Hyundai  Merchant 

^  71  7 
J,  /  1  z 

1696 

Frirpct  f~it\/  Fnt 

1111 

us 

1779 

(*r\l  1  inhac  Aorc  it 
UUL  LIMHdb  Hcicda 

1  7R1 

BR 

1832 

ntiiiy  juiciii 

j,  i  j  j 

US 

838T 

HvrunHai  Mnhic 
nyunudi  iviuuib 

q  i  c,3 

KO 

1043 

ruicM  LdUb 

7  71  7 

us 

1765 

VJUIU  rlclUa 

7  n^R 

SA 

1457 

Mar  mac  Intamatinnal 
ncllllcb  lillclltdUUlldl 

1  £R7 
t  ,Oo/ 

FR 

213 

nyunudi  iviuiui 

58  007 

Tj 

772 

rUMMUbd  VJlClllb  <X  lIUIC 

^  7JR 

TA 

^10 

ouiULurp 

i  71  n 

CA 

1035 

Hershey 

A  QAA 

US 

1115 

Hyundai  Steel 

^  ^7^ 
7,7/7 

Tj 

437 

Fn.rnir»<La  Pptrrirhpmiral 

13  564 

TA 

1868 

1  164 

SI 

1001 

Hprt7  filnh^l  Hnlrlinns 
nciiz  vjiuudi  nuiuniyi 

7  91 1 

US 

|  977 

1  Af"/lntprA(~ti\/pf*  nrn 
IMVJ 11 1  lei  Mv.  11  Vcv^UI  p 

6  278 

us 

840 

Fnrmnc a  Plactirc 
ruiiiiubd  ridiliLi 

4  R77 
4,07Z 

TA 

"  25 

Goldman  Sachs  Group 

Dy,  djd 

US 

317 

Mace 

7R  77n 
Zo,  /  ZU 

US 

228 

IhorHrnl  a 
lUcIUIUId 

\A  CM 
1 4,757 

SP 

37 

121  1 86 

NE 

1031 

VjUUUIILII 

^  R7R 

US 

55 

Ma\A(lptt.PartarH 
nCWIcll  rdt.r\afU 

qa  nai 

US 

1532 

6  844 

SP 

458 

f-nrtnm 

Q7^ 

Fl 

1024 

OUUUycdl 

in  tco 
ZU,Z  JiS 

US 

1880 

MinacKi-Klinnnn  Rani/ 
niydiHI-NipfJUN  DdllK 

JA 

1801 

Ibiden 

2  715 

JA 

609 

F-nrfiinp  RranHc 
rui  tunc  DiaMUb 

R  71^ 

US 

289 

Google 

US 

1634 

High  Tech  Computer 

7  77Q 

z,zzy 

TA 

1138 

leap 

1  ^QQ 

i  ,7yy 

UK 

1973 

Foxtpr  WHippIpt 

3,437 

BU 

1029 

on  uioup 

77^ 

AU 

1648 

Minn  RanL- 
niyu  DdllK 

70/ 

JA 

53 

ICBC 

31  985 

CN 

925 

Fncfpr'^  f^roim 
i  -      i  -  vji uup 

7,O40 

AU 

1850 

Grafton  Group 

7  R71 

IR 

1988 

William  Mill 

vviiiidin  run 

1  1^.0 
1,/ j(J 

UK 

536 

Icici  Bank 

iqa 

7,  /34 

IN 

296 

FPL  Group 

1 5  710 

US 

1204 

WW  UldlMytt 

^  RR4 

US 

625 

Miltnn  Mntplc 

R  1fi7 
0,  I OZ 

US 

1706 

IHR  Mnlrlinn 
lUD  nuiuiny 

7  Q37 

IS 

67 

FrAncp  TpIpt nm 

04,073 

FR 

1598 

VJIdlH  rllUctO 

1  R^fi 
l.tSJo 

US 

1460 

Hindustan  Petroleum 

1fi  7A7 
ID,ZD3 

IN 

1383 

5  771 
j,ZZ  I 

US 

616 

Franklin  Resources 

5  297 

US 

1922 

Vjlcdl  Har  led 

R^n 

US 

1700 

Minrlitctan  7in/~ 
nlllUUbldll  L\\\\. 

R7n 
O/U 

IN 

964 

IHpmitcn  k*ncan 
lUcllHlbU  rvUboll 

28  316 

JA 

1930 

Fraport 

7  4  7n 

Z,4/U 

GE 

1438 

Great  Eagle  Holdings 

AQA 

HK 

1537 

Hiroshima  Bank 

1  71  n 

I  ,Z  1  u 

JA 

688 

IrlL 

C  AM 
0,4  1  / 

IT 

104 

Freddie  Mac 

36  526 

US 

1948 

\jictrR  rUaldl  jdviiiyi 

jDU 

GR 

371 

Hitachi 
m  idu  ii 

Rfl  S.A*k 
OU,  j 

JA 

1359 

1KB 

3  1 34 

GE 

824 

Frppnnrt  ("nnnpr 

^  7Q1 

7,  /  y  i 

US 

1559 

Group  4  Securicor 

7  no.c 
/,uyo 

UK 

1078 

Hochtief 

16,138 

GE 

385 

Illinois  Tool  Works 

\a  n^c 

1 4,U77 

US 

1995 

Fremont  General 

1  7^n 

I  ,Z  7U 

US 

288 

Gnjpo  Ferrovial 

If!  TQQ 

i  D,zyy 

SP 

1119 

Hokkaido  Electric  Pwr 

4,568 

JA 

1429 

Imerys 

7,OUU 

FR 

827 

Fresenius 

3,J£J 

GE 

1346 

Grupo  Inmocaral 

CA? 
D4j 

SP 

1688 

Hokkoku  Bank 

585 

JA 

1243 

Immofinanz 

ODU 

AS 

1961 

Friedman  Billings 

1  nns 
1  ,uuo 

US 

654 

Grupo  Mexico 

d,  jyj 

MX 

1827 

Hokuetsu  Bank  425 

JA 

1711 

Impac  Mortgage 

1  77R 

I  ,Z  /o 

US 

701 

Friends  Provident 

1  7  HA  7 

UK 

749 

Grupo  Model o 

5,259 

MX 

1194 

Hokuhoku  Rnl  Group 

1,942 

JA 

1190 

Impala  Platinum 

7  AA\ 

Z,44 1 

SA 

1609 

Frontier  Oil 

4  796 

US 

1519 

r.c  car 

Q  7^7 
7,  /4Z 

KO 

1362 

Hokuriku  Electric  Pwr 

4,092 

JA 

809 

Imperial  Chemical 

y,4o  1 

UK 

1911 

Frontline 

1  *;r7 

I ,  JOZ 

BU 

939 

GS  Holdings 

Z  1  ,OD  1 

KO 

326 

Holcim 

14,023  ' 

SZ 

1273 

Imperial  Holdings 

7  C,^R 

SA 

888 

Fubon  Financial 

- 

3  81 1 

TA 

1563 

VJUIHIld  DdilK 

1,1/4 

JA 

1939 

Holly 

4,023 

US 

516 

Imperial  Tobacco 

Q71 

7,yz  1 

UK 

1497 

Fuji  Electric 

7  636 

JA 

602 

Monnoc  R,  Manrit-7 

ncxivi  nrniics  &  rvidunuc 

1  n  find 

sw 

79 

Home  Depot 

90,837 

US 

1664 

IMC  Hpalth 
NVO  ncdlUl 

i  ,y7y 

US 

1839 

Fuji  Fire  &  Marine 

JA 

1368 

Hachijuni  Bank 

1  don 
1 ,4oU 

JA 

919 

Home  Retail  Group 

9,649 

UK 

235 

InBev 

1  7  Z.Z.1 
1  /,77/ 

BE 

1221 

Fuji  Heavy  Inds 

12  564 

1185 

Mafclnrrl 
ndlSlUuQ 

3,473 

NO 

341 

Hon  Hai  Precision  Ind 

27,782 

TA 

1614 

Inbursa  Ftnanciero 

1  A9.1 
1 ,4o/ 

MX 

1580 

Fuji  Television 

5,051 

Hagemeyer 

6,613 

NE 

1463 

Honam  Petrochemical 

5,250 

KO 

1250 

Inchcape 

9,476 

UK 

:  500 

Fujifilm  Holdings 

22,700 

Halliburton 

22,576 

US 

73 

Honda  Motor 

84,317 

JA 

399 

Indian  Oil 

34,219 

IN 

Fujitsu 

40,775 

Hammerson 

534 

UK 

212 

Honeywell  Intl 

31,367 

US 

1946 

Indian  Overseas  Bank 

1,101 

IN 

Fukui  Bank 

397 

1016 

Hana  Financial 

1,526 

KO 

1227 

Hong  Kong  &  China  Gas 

1,206 

HK 

643 

Inditex 

8,211 

SP 

See  page  1 72  for  country  codes  and  footnotes. 
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REMEMBER  A  GOOD 
NIGHT'S  SLEEP? 


It's  most  likely  you  haven't  gotten  one  lately.  Too  busy 
mulling  over  the  options,  too  concerned  to  truly  relax.  It's 
why  people  like  you  choose  people  like  us  to  help  identify 
the  options  and  capitalize  on  the  best  opportunities.  It's 
why  we  use  the  integrated  power  of  our  entire  institution- 
focused  on  emerging  and  mid-sized  companies  in  select 
industries-to  bring  value  to  your  business.  And  it's  why,  at  the 
end  of  the  day,  our  clients  do  get  a  good  night's  sleep. 


KeyBanc 

Capita!  Markets 


For  more  information,  call  Christopher  M.  Gorman,  EVP,  at  216.689.3300,  or  go  to  key.com/kbcm. 

^     Raising  Capital 

Strategic  Advice 

Capital  Commitment 

Managing  Risk  ^ 

KeyBanc  Capital  Markets  is  a  division  of  McDonald  Investments  Inc.,  member  NYSE/NASD/SIPC,  and  a  trade  name  under  which  corporate  and  investment 
(banking  services  of  KeyCorp  and  its  subsidiaries,  including  McDonald  Investments  Inc.  and  KeyBank  National  Association,  are  marketed.  It  is  not  a  legal  entity. 
.Securities  products  and  services  are  offered  by  McDonald  Investments  Inc.  and  its  licensed  securities  representatives,  who  may  also  be  employees  of  KeyBank 
National  Association.  Banking  products  and  services  are  offered  by  KeyBank  National  Association.  ©2007  KeyCorp. 


RANK 

COMPANY 

SALES 
(SMIL) 

'Dp  HANK 

COMPANY 

SALES 
(SMIL) 

®  RANK 

COMPANY 

SALES 
(SMIL) 

H)  RANK 

COMPANY 

SALES 
(SMIL) 

s  1400 

Industrial  Alliance 

4,242 

337 

Johnson  Controls 

32,917 

US 

543 

Korea  Exchange  Bank 

4,608 

1535 

Lonmin 

1,923 

619 

Indl  Bank  of  Korea 

5,411 

KO 

1237 

Johnson  Matthey 

8,271 

UK 

1168 
1760 

Korea  Gas- 
Korea  Investment 

11,024 
908 

KO 

738 

Lotte  Shopping 

9,217 

1767 

Indl  Dev  Bank  India 

1,524 

IN 

1713 

Joy  Global 

2,409 

US 

KO 

175 

Lowe's  Cos 

46,927 

1723 

Industrias  Petioles 

3,443 

MX 

1228 

Joyo  Bank 

1,325 

JA 

1305 

Korean  Air 

7,705 

KO 

114 

Lukoil  Holding 

 ?  , 

54,953 

999 

Industrivarden 

1,745 

sw 

'~5~ 

JPMorgan  Chase 

•  99,302 

US 

315 

Kroger 

66,111 

US 

1890 

H  Lundbeck 

1,437 

1325 

IndyMac  Bancorp 

2,591 

US 

1100 

JS  Group 

9,001 

JA 

1214 

Krung-Thai  Bank 

2,179 

TH 

1744 

Lundbergs 

2,437 

921 

Infineon  Technologies 

10,062 

GE 

1799 

JSR 

2,878 

JA 

427 
1355 

KT 

KT8.G 

16,916 
2,607 

KO 

861 

Luxottica  Group 

5,866 

1130 

Infosys  Technologies 

2,137 

IN 

1263 

Jtekt 

6,164 

JA 

KO 

1906 

Luzerner  Kantonalbk 

537 

10 

ING  Group 

153,439 

NE 

777 

Julius  Baer  Holding 

3,081 

SZ 

659 

Kubota 

8,944 

JA 

547 

Lyondell  Chemical 

22,228 

563 

Ingersoll-Rand 

 a   

11,409 

BU 

1199 

Juniper  Networks 

2,182 

US 

1174 

Kuhne  &  Nagel  Intl 

8,423 

SZ 

579 

M&T  Bank 

4,360 

1102 

Ingram  Micro 

31,357 

US 

1610 

Juroku  Bank 

884 

JA 

1861 

Kweichow  Moutai 

426 

CN 

1522 

M-real 

7,420 

11162 

Inmobiliaria  Colonial 

956 

SP 

1165 

Jyske  Bank 

1,477 

DE 

555 

Kyocera 

10,054 

JA 

1460 

Maanshan  Iron  &  Steel 

3,976 

617 

Inpex  Holdings 

6.489E 

JA 

1976 

KWah  International 

37 

HK 

458 

Kyushu  Electric  Power 

11,929 

JA 

1508 

Macerich 

830 

848 

Insurance  Australia 

5,192 

AU 

1678 

Kagoshima  Bank 

636 

JA 

1742 

Kyushu-Shinwa 

614 

JA 

Macquarie  Bank 

5,109 

1501 

Integrys  Energy 

6,891 

US 

952 

Kajima 

15,108 

JA 

208 

L'Oreal  Group 

20,831 

FR 

663 

Magna  International 

23,482 

105 

Intel 

35,382 

US 

;i752 

Kanematsu 

9,401 

JA 

661 

1-3  Communications 

12,477 

US 

935 

Magnitogorsk  Iron 

5,380 

1294 

InterContl  Hotels 

1,879 

UK 

230 

Kansai  Electric  Power 

21,948 

JA 

1240 

Laboratory  Corp  Amer 

3,591 

US 

1795 

Makita 

1,949 

1877 

IntercontinentalExch 

314 

US 

684 

Kao 

8,265 

JA 

1409 

Ladbrokes 

1,890 

UK 

663 

Malayan  Banking 

3,307 

42 

IBM 

91,423 

US 

!  989 

KarstadtQuelle 

18,729 

GE 

236 

Lafarge 

22,307 

FR 

509 

MAN 

17.342 

1242 

Intl  Game  Technology 

2,538 

US 

1181 

Kasikornbank 

1,851 

TH 

641 

Lagardere  SCA 

10,435 

FR 

631 

Man  Group 

3,417 

362 

International  Paper 

21,995 

US 

795 

Kaupthing  Bank 

2,639 

IC 

1472 

Lam  Research 

2,201 

US 

907 

Manpower 

17,563 

696 

International  Power 

5,057 

UK 

1067 

Kawasaki  Heavy  Inds 

11,254 

JA 

588 

Land  Securities  Group 

3,180 

UK 

91 

Manulife  Financial 

28,906 

1213 

Interpublic  Group 

6,191 

US 

972 

Kawasaki  Kisen  Kaisha 

8,006 

JA 

676 

Landesbank  Berlin 

6,969 

GE 

463 

Corporation  Mapfre 

9,721 

107 

Intesa  Sanpaolo 

17,805 

IT 

1347 

Kazakhmys 

2,461 

UK 

1151 

Landsbanki  Islands 

1,634 

IC 

163 

Marathon  Oil 

52,994 

1452 

Intuit 

2,421 

US 

956 

KB  Home 

11,004 

US 

1582 

Lanxess 

8,452 

GE 

1388 

Mattel 

2,519 

878 
476 

Investec' 
Investor 

2,913 
4,671 

UK 

!  84 
272 

KBC  Group 
KDDI 

34,223 
26,048 

BE 

1380 

Larsen  &  Toubro 

3,679 

IN 

526 

Marks  &  Spencer 

13,561 

SW 

JA 

1041 

Las  Vegas  Sands 

2,237 

US 

611 

Marriott  Intl 

12,160 

1952 

Investors  Financial 

1,197 

us 

1980 

Keio 

3,730 

JA 

1871 

Laurentian  Bank 

901 

453 

Marsh  &  McLennan 

11,921 

1882 

I0I  Corp 

1,663 

MA 

1699 

Keiyo  Bank 

549 

JA 

1323 

Lear 

17,839 

US 

584 

Marshall  &  llsley 

4,675 

1685 

Ipiranga 

12,044 

BR 

1408 

Kelda  Group 

1,355 

UK 

170 

Legal  &  General  Group 

53,246 

UK 

1972 

Martin  Marietta 

2,209 

?  1351 

j  649 

Ipsco 

Irish  Life/Permanent 

3,667 
6,770 

CA 

[526 

Kellogg 

10,907 

US 

84S~ 

Legg  Mason 

4,254 

US 

434 

Marubeni 

26,720 

 '  

IR 

1856 

Kensington  Group 

1,148 

UK 

1539 

Leggett  &  Piatt 

5,505 

US 

1647 

Marui 

4,779 

1 1939 

IRPC 

5,777 
6,468 

TH 

917 

Keppel 

4,955 

SI 

1051 

LeGrand 

4,930 

FR 

1430 

Marvell  Technology 

1.827 

[1824 

Isetan 

JA 

1418 

Kerry  Group 

6,129 

IR 

83  , 

Lehman  Bros  Holdings 

46,709 

US 

666 

Masco 

12,778 

[1130 

Ishikawajima-Harima 

9,591 

JA 

1894 

Kesa  Electricals 

7,308 

UK 

1113 

Lend  Lease 

9,012 

AU 

1471 

MasterCard 

3,326 



11375 

Israel  Corp 

5,733 

IS 

1045 

Kesko 

11,542 

Fl 

SjT 

Lennar 

16,267 

US 

160 

Matsushita  Elec  Indl 

75,691 

1534 

Israel  Discount  Bank 

2,990 

IS 

i  413 

KeyCorp 

7,507 

US 

1574 

Lenovo  Group 

13,345 

CN 

;  978 

Mattel 

5,650 

[1270 

Istar  Financial 

980 

US 

1362 

Keyence 

1,347 

JA 

1961 

Leopalace21 

3,960 

JA 

1369 

Maxim  Integrated 

1,937 

I  742 

Isuzu  Motors 

13,462 

JA 

(  821 
1406 

KeySpan 

KGHM  Polska  Miedz 

7,182 
2,775 

US 

1957 

Leucadia  National 

863 

US 

1365 

Maxis  Communications 

2,183 

«« 

Italmobiliare 

6,224 

IT 

PL 

1356 

Level  3  Commun 

3,378 

US 

r6oT 

Mazda  Motor 

24,848 

1  330 

Itausa 

13,865 

BR 

335 

Kimberly-Clark 

16,747 

US 

1342 

Lexmark  International 

5,108 

US 

799 

MBIA 

2,712 

[1256 

ITC 

2,315 

IN 

1891 

Kimberly-Clark  Mexico 

1,859 

MX 

990 

LG  Card 

2,688 

KO 

1479 

McDermott  Intl 

4,120 

[  320 
1943 

Itochu 

18,877 

JA 

1117 

Kimco  Realty 

594 

US 

503 

LGCorp 

61,177 

KO 

200 

McDonald's 

21,586 

Itochu  Enex 

6,569 

JA 

462 

Kinder  Morgan 

11,846 

US 

1720 

LG  International 

10,701 

KO 

736 

McGraw-Hill  Cos 

6,255 

797 

in 

7,808 

US 

|  759 

Kingfisher 

14,278 

UK 

1195 

Li  &  Fung 

7,173 

HK 

332 

McKesson 

91,597 

953 

ITV 

4,268 

UK 

1215 

Kinnevik 

921 

SW 

604 

Liberty  Global 

6,488 

US 

1989 

MDC  Holdings 

4,802 

1589 

lyo  Bank 

887 

JA 

1083 

Kintetsu 

8,071 

JA 

817 

Liberty  International 

1,033 

UK 

1512 

MDU  Resources 

4,071 

1198 

Jabil  Circuit 

9,348 

US 

624 

Kirin  Brewery 

10,610 

JA 

393 

Liberty  Media  Holding 

8,613 

US 

1277 

MeadWestvaco 

6,530 

1705 

Jaccs 

1,274 

JA 

1669 

Kiyo  Holdings 

566 

JA 

1968 

Liberty  Property 

667 

US 

1652 

Mechel 

3,749 

[1440 

Jacobs  Engineering 

7,756 

VS. 

1217 

KKPC-Korea  Kumho 

10,371 

KO 

Limited  Brands 

10,671 

US 

435 

Medco  Health 

42,544 

I  918 

Japan  Airlines 

18,717 

JA 

1822 

KKR  Financial 

950 

US 

~313T 

Lincoln  National 

9,063 

US 

911 

Mediaset 

4,296 

1516 

Japan  Securities 

317 

JA 

1299 

KLA-Tencor 

2,377 

US 

571 

Linde 

11,230 

GE 

1224 

MediaTek 

1,627 

260 

Japan  Tobacco 

17,101 

JA 

515 

Kobe  Steel 

14,189 

JA 

1394 

Linear  Technology 

1,132 

US 

1193 

Mediceo  Paltac 

16,354 

452 

Jardine  Matheson 

11,963 

HK 

683 

Koc,  Group 

18,046 

TU 

1853 

Link  REIT 

426 

HK 

597  !  Mediobanca 

3,153 

1939 

JCDecaux 

2,063 

FR 

4% 

Kohl's 

15,544 

US 

1467 

Lite-On  Technology 

6,932 

TA 

1036 1  Mediolanum 

4,110 

1549 

Jean  Coutu  Group 

11,755 

CA 

445 

Komatsu 

14,484 

JA 

1598 

Liz  Claiborne 

4,994 

US 

289  ;  Medtronic 

12,087 

1744 

Jefferies  Group 

1,963 

US 

1334 

Kone 

4,750 

Fl 

52 

Lloyds  TSB  Group 

57,335 

UK 

802  j  Mega  Financial 

2,946 

207 

JFE  Holdings 

26,367 

JA 

1161 

Konica  Minolta 

9,092 

JA 

197 

Lockheed  Martin 

39,620 

US 

519  |  Mellon  Financial 

4,852 

1513 

JFE  Shoji  Holdings 

17,370 

JA 

182 

Kookmin  Bank 
Korea  Electric  Power 

18,004 
25,088 

KO 

191~ 

Loews 

17,213 

US 

1414  MEMC  Electronic 

1,541 

60 

Johnson  &  Johnson 

53,324 

US 

188 

KO 

1700 

LogicaCMG 

5,216 

UK 

1617 I  Mercantil  Servidos 

1,372 

1 
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RANK 
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©  RANK 
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146 

Merck  &  Co 

22.636 

US 

731 

Murphy  Oil 

14,307 

US 

1881 

Nobel  Biocare  Holding 

774 

SZ 

997 

Oneok 

11,896 

567 

Merck 

8,257 

GE 

1672 

Musashino  Bank 

552 

JA 

1262 

Noble 

2,100 

CI 

760 

Onex 

15,997 

32 

Merrill  Lynch 

68,622 

US 

1878 

Mylan  Labs 

1,449  | 

US 

994 

Noble  Energy 

2,940 

us 

1728 

Ono  Pharmaceutical 

1,265 

887 

Metalurgica  Gerdau 

11,029 

BR 

816 

Nabors  Industries 

4,943 

BU 

1642 

Noble  Group 

13,746 

HK 

1200 

OOIL-Orient  Overseas 

4,710 

1982 

Metcash 

6,237 

AU 

1482 

Nagoya  Railroad 

6,300 

JA 

135 

Nokia 

54,249 

Fl 

1079 

OPAP 

4,368 

GR 

1978 

Methanex 

2,047 

CA 

617 

Nan  Ya  Plastic 

7,641  j 

TA 

162 

Nomura  Holdings 

14,737 

JA 

205 

Oracle 

16,074 

US 

62 

Metlife 

48,396 

US 

1596 

Nanto  Bank 

941  j 

JA 

1926 

Nomura  Real  Estate 

2,981 

JA 

1560 

Orascom  Construction 

1,977 

EG 

309 

Metro  AG 

65,865 

GE 

1433 

Naspers 

2,550 

SA 

1655 

Norddeutsche  Affin 

7,301 

GE 

957 

Orascom  Telecom 

3,259 

EG 

1541 

Metro  Inc 

9,789 

CA 

90 

Natl  Australia  Bank 

28,205 

AU 

138 

Nordea  Bank 

17,067 

SW 

1409 

Orica 

3,542 

AU 

1837 

Metropolitan  Holdings 

1,866 

SA 

568 

Natl  Bank  of  Canada 

5,771  | 

CA 

842 

Nordstrom 

8,561 

US 

1550 

Orient 

2,807 

JA 

674 

Metrovacesa 

3,069 

SP 

483 

Natl  Bank  of  Greece 

4,498 

GR 

396 

Norfolk  Southern 

9,407 

us 

1974 

Oriental  Bk  Commerce 

1,045 

IN 

968 

Metso 

6,537 

Fl 

1967 

Natl  Bank  of  Pakistan 

721  ] 

PK 

468 

Norilsk  Nickel 

7,169 

RU 

1897 

Oriental  Land 

2,833 

JA 

1392 

MGIC  Investment 

1,469 

US 

222 

National  City 

12,953 

US 

183 

Norsk  Hydro 

32,161 

NO 

1353 

Origin  Energy 

4,368 

AU 

530 

MGM  Mirage 

7,176 

US 

187 

National  Grid 

15,988 

UK 

1807 

Norske  Skog 

4,619 

NO 

347 

Orix 

7,505 

JA 

433 

Michelin  Group 

21,615 

FR 

750 

National  Oilwell 

7,026 

US 

875 

Nortel  Networks 

10,926 

CA 

541 

Orkla 

8,441 

NO 

1854 

Michinoku  Bank 

363 

JA 

1498 

Natl  Semiconductor 

2,047  | 

US 

987 

Northeast  Utilities 

6,886 

US 

717 

Osaka  Gas 

9,071 

JA 

1639 

Microchip  Technology 

1,029 

US 

669 

Nationwide  Financial 

4,416  j 

US 

438 

Northern  Rock 

10,143 

1 

1886 

Oshkosh  Truck 

3,644 

US 

851 

Micron  Technology 

5,440 

US 

343 

Natixis 

15,217 

FR 

610 

Northern  Trust 

4,472 

1339 

Osterreichische  Volksbk 

3,355 

AS 

66 

Microsoft 

46,057 

us 

1153 

Navistar  Intl 

11,599 

US 

245 

Northrop  Grumman 

30,148 

US 

780 

OTP  Bank 

3,161 

HU 

237 

Millea  Holdings 

28,582 

JA 

1592 

NCC  Group 

8,162 

sw 

1222 

Northwest  Airlines 

12,568 

US 

769 

Outokumpu 

8,119 

F1 

1825 

Minmetals  Develop 

8,246 

CN 

1076 

NCR 

6,142  j 

us 

1970 

NOVA  Chemicals 

6,331 

CA 

178 

Oversea-Chinese  Bank 

4,277 

si 

837 

Mirant 

3,103 

us 

709 

NEC 

41,060  j 

JA 

80 

Novartis 

37,009 

SZ 

1441 

Owens  Corning 

6,461 

US 

1935 

Mirvac  Group 

1,149 

AU 

1674 

Nelnet 

1,550  j 

us 

1246 

Novatek 

1,340 

RU 

1445 

Owens-Illinois 

7,524 

us 

1039 

MISC 

2,926 

MA 

1444 

Neptune  Orient  Lines 

7,483 

SI 

1583 

Novelis 

9,849 

CA 

397 

Paccar 

16,454 

us 

1273 

Mitchells  &  Butlers 

3,221 

UK 

766 

Neste  Oil 

16,799 

Fl 

630 

Novo  Nordisk 

6,854 

DE 

1829 

Paragon  Group  of  Cos 

1,085 

UK 

498 

Mitsubishi  Chemical 

20,500 

JA 

51 

Nestle 

80,703  j 

SZ 

818 

Novolipetsk  Iron 

4,403 

RU 

729 

Parker-Hannifin 

10,178 

US 

126 

Mitsubishi 

41,077 

JA 

1481 

Network  Appliance 

2,601  | 

us 

750 

NRG  Energy 

5,623 

US 

1545 

Parmalat 

4,834 

IT 

328 

Mitsubishi  Electric 

30,672 

JA 

1316 

New  Century  Financial 

2,179 

us 

1451 

NSK 

5,348 

JA 

1026 

PartnerRe 

4,187 

BU 

495 

Mitsubishi  Estate 

7,184 

JA 

1303 

New  World  Develop 

3,078 

HK 

1760 

NStar 

3,578 

US 

1803 

Patterson-UTI  Energy 

2,547 

US 

1593 

Mitsubishi  Gas  Chem 

3,743 

JA 

1310 

Mew  York  Community 

1,498 

US 

494 

NTPC 

6,058 

1133 

Paychex 

1,785 

US 

531 

Mitsubishi  Heavy  Inds 

23,761 

JA 

1885 

Newcrest  Mining 

1,043 

AU 

506 

Nucor 

14,751 

US 

1726 

PBL-Pub  &  Broadcast 

2,639 

AU 

806 

Mitsubishi  Materials 

9,733 

JA 

1022 

Newell  Rubbermaid 

6,201 

US 

1357 

Nurnberger  Beteilig 

5,046 

GE 

'959 

PCCW 

2,902 

HK 

906 

Mitsubishi  Motors 

18,042 

JA 

1330 

Newfield  Exploration 

1,673  j 

US 

1275 

Nvidia 

3,069 

US 

834 

Peabody  Energy 

5,256 

US 

40 

Mitsubishi  UFJ  Finl 

35,011 

JA 

628 

Newmont  Mining 

4,987 

US 

1313 

NVR 

6,157 

US 

623 

Pearson 

8,096 

UK 

179 

Mitsui  &  Co 

35,023 

JA 

134 

News  Corp 

26,738 

US 

;  1836 
\  1654 

Nymex  Holdings 

640 

US 

1751 

Pendragon 

9,982 

UK 

826 

Mitsui  Chemicals 

12,530 

JA 

758 

Nexen 

4,627 

NYSE  Group 

2,376 

US 

1382 

Penn  West  Petroleum 

1,484 

1926 

Mitsui  Engineering 

4,838 

JA 

1056 

Next 

5,537 

898 
1903 

Obayashi 
Oberbank 

12,564 
717 

JA 

139 

JC  Penney 

19,903 

S 

497 

Mitsui  Fudosan 

9,865 

JA 

1183 

Nidec 

4,569 

AS 

1600 

People's  Bank 

730 

S 

557 

Mitsui  OSK  Lines 

11,631 

JA 

1510 

Nil  Holdings 

2,371 

704 

Occidental  Petroleum 

18,160 

US 

1027 

Pepco  Holdings 

8,363 

s 

353 

Mitsui  Sumitomo  Ins 

17,783 

JA 

446 

Nike 

15,634 

[  1318 

Odakyu  Electric  Rail 

5,195 

JA 

'47 

Pepsi  Bottling  Group 

12,730 

s 

637 

Mitsui  Trust 

3,464 

JA 

653 

Nikko  Cordial 

4,157 

788 

Office  Depot 

15,011 

US 

141 

PepsiCo 

35,137 

s 

1773 

Mitsukoshi 

7,267 

JA 

1160 

Nikon 

6,220 

\  1524 

OfficeMax 

8,966 

US 

160 

Pernod  Ricard 

7,757 

R 

1895 

Miyazaki  Bank 

381 

JA 

1989 

Nine  Dragons  Paper 

989 

'638 
1863 

Ogaki  Kyoritsu  Bank 

613 

JA 

S70 

Persimmon 

6,149 

K 

1799 

Mizrahi  Tefahot  Bank 

1,503 

IS 

695 

Nintendo 

4,334 

OGE  Energy 

4,006 

US 

364 

Petro-Canada 

16,247 

59 

Mizuho  Financial 

29,032 

JA 

1009 

Nippon  Express 

15,266 

!  1842 

OHL 

4,325 

SP 

50 

Petrobras 

74,116 

947 

Mohawk  Industries 

7,906 

US 

1732 

Nippon  Meat  Packers 

8,201 

1309 

Oil  &  Gas  Development 

1,437 

PK 

41 

PetroChina 

68,432 

CN 

632 

MOL 

11,490 

HU 

548 

Nippon  Mining 

25,753 

!  239 

Oil  &  Natural  Gas 

15,636 

IN 

1806 

Petrol  Ofisi 

8,771 

TU 

1721 

Molex 

3,171 

US 

324 

Nippon  Oil 

43,615 
9,805 

1727 

Oita  Bank 

523 

JA 

1330 

Petroplus 

6,923 

SZ 
FR 
US 

157 

Meller-Maersk 

33,058 

DE 

1222 

Nippon  Paper  Group 

1046 

Oji  Paper 

10,330 

JA 

190 

Peugeot  Groupe 

74,662 

942 

Molson  Coors  Brewing 

5,845 

US 

165 

Nippon  Steel 

33,243 

1951 

Okaya  &  Co 

6,494 

JA 

18 

Pfizer 

48,371 

674 

Monsanto 

6,535 

US 

1784 

Nippon  Steel  Trading 

9,331 

1887 

Oki  Electric  Industry 

5,791 

JA 

390 

PG&E 

12,539 

1124 

Moody's 

2,037 

US 

t  58 

Nippon  Tel  &  Tel 

91,407 

1458 

OKO  Bank 

2,388 

Pgnig 

3,860 

PL 

25 

Morgan  Stanley 

76,551 

US 

545 

Nippon  Yusen 

16,418 

190 

Old  Mutual 

38,967 

373 

Phelps  Dodge 

11,910 

US 

791 

Morrison  Supermkts 

21,595 

UK 

929 

Nipponkoa  Insurance 

8,053 

1076 
995 

Old  Republic  Intl 

3,794 

US 

1655 

Phoenix  Cos 

2,578 

US 

1146 

Mosaic 

5,215 

US 

1494 

Nishi-Nippon  City  Bk 

1,544 

Olympus 

8,324 

JA 

1164 

PICC  Property  &  Cas 

6,264 

EjJ 

I  152 

Motorola 

42,879 

US 

895 

NiSource 

7,490 

1364 

Omnicare 

6,493 

US 

440 

Ping  An  Insurance 

7,952 

CN 

705 

UTKI  (\rr\i  in 
IVI  I  \H  VJi'JUf) 

5  725 

SA 

81 

Nissan  Motor 

80,235 

165 

Omnicom  Group 

11,377 

US 

1269 

Pinnacle  West 

3,402 

US 

[832 

MTR 

1,180 

HK 

1795 

Nissay  Dowa  Genl  Ins 

3,328 

1279 

Omron 

5,334 

JA 

1787 

Pioneer 

6,425 

JA 

92 

Munich  Re 

55,963 

GE 

1650 

Nisshin  Steel 

4,732 

377 

OMV  Group 

18,416 

AS 

1311 

Pioneer  Natural  Res 

1,633 

US 

902 

Murata  Manufacturing 

4,177 

JA 

1087 

Nitto  Denko 

5,330 

1B30 

OneBeacon  Insurance 

2,470 

BU 

1037 

Piraeus  Bank 

1715 

GR 
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976 

Pirelli  &  C 

5,373 

Rautaruukki 

4,858 

a 

830 

S-Oil 

12,253 

KO 

1719 

Seadnll 

942 

BU 
CI 

US 

1141 

Pitney  Bowes 

5,730 

US 

1 716 

Raymond  James  Finl 

2,767 

612 

Sabanci  Group 

10,540 

TU 

733 

Seagate  Technology 

10,607 

679 

PKN  Orion 

12,658 

PL 

1929 

Rayong  Refinery 

5,019 

TH 

1674 

Sabesp-Saneamento 

2,119 

BR 

1490 

Sealed  Air 

4,328 

7M 

PKO  Bank  Polski 

3,196 

PL 

m 

Raytheon 

20,291 

US 

312 

SABMiller 

12,378 

UK 

225 

Sears  Holdings 

53,012 

US 

1842 

Plains  Exploration 

1,019 

US 

1057 

Realogy 

•  6,492 

US 

538 

Sacyr  Vallehermoso 

6,180 

SP 

230 

SEB-Skand  Enskilda 

13,482 

SW 

1321 

PLDT-Philippine  LDT 

2,369 

PH 

470 

Reckitt  Benckiser 

9,632 

UK 

748 

Safeco 

6,290 

US 

894 

Secom 

4,828 

JA 
SW 

1617 

Plum  Creek  Timber 

1,627 

US 

1602 

Red  Electrica  Espana 

1,252 

SP 

409 

Safeway 

40,185 

US 

1433 

Securitas 

8,841 

1749 

PMI  Group 

1,206 

US 

1983 

Redwood  Trust 

885 

US 

774 

Safran 

14,946 

FR 

1189 

Sega  Sammy 

4,708 

JA 
US 
JA 
JA 
JA 
SI 
US 
LU 
JA 

254 

PNC  Financial  Service 

10,939 

US 

431 

Reed  Elsevier4 

9,947 

UK 

1747 

Sage  Group 

1,752 

UK 

1952 

SEI  Investments 

1,176 

1668 

Pogo  Producing 

1,745 

us 

i  311 

Regions  Financial 

7,756 

US 

1177 

SAIC 

8,117 

US 

1071 

Seiko  Epson 

13,187 

1228 

Polo  Ralph  Lauren 

4,236 

US 

258 

Reliance  Industries 

18,047 

692 

J  Sainsbury 

27,932 

UK 

1462 

Sekisui  Chemical 

7,532 

1918 

Polyus  Gold 

466 

RU 

1555 

Reliance  Steel 

5,748 

US 

1834 

St  Galler  Kantonalbk 

455 

SZ 

693 

Sekisui  House 

13,200 

961 

Popular 

3,874 

US 

1102 

Reliant  Energy 

10,877 

US 

501 

St  George  Bank 

5,763 

AU 

1172 

SembCorp  Industries 

4,880 

408 

Porsche 

9,085 

GE 

1023 

Remgro 

1,591 

SA 

199 

Saint-Gobain 

41,501 

FR 

387 

Sempra  Energy 

11,761 

512 

Portugal  Telecom 

8,368 

PO 

1404 

RenaissanceRe 

1,841 

BU 

1093 

St  Jude  Medical 

3,302 

US 

1038 

SES  Global 

2,131 

218 

Posco 

25,934 

KO 

120 

Renault 

54,786 

FR 

135 

St  Paul  Travelers5 

25,090 

US 

299 

Seven  &  1  Holdings 

33,621 

974 

Potash  Saskatchewan 

3,279 

CA 

1887 

Renewable  Energy 

363 

NO 

843 

Salzgitter 

8,453 

GE 

1571 

77  Bank 

979 

300 

Power  Corp  of  Canada 

22,883 

CA 

1366 

Rentokil  Initial 

4,158 

UK 

i  412 

Sampo 

7,211 

Fl 

1185 

Severn  Trent 

3,991 

672 

PPG  Industries 

11,037 

US 

[118 

Repsol-YPF 

64.200E 

SP 

1049 

Samsung 

15,264 

KO 

726 

Severstal 

7,855 

RU 

556 

PPL 

6.899 

US 

1735 

Republic  Services 

3,071 

US 

63 

Samsung  Electronics 

79,501 

KO 

1399 

SGS 

3,132 

SZ 
CN 
CN 
CN 
CN 

402 

PPR 

21,000 

FR 

1218 

Research  In  Motion 

2,162 

CA 

880 

Samsung  Fire  &  Marine 

7,657 

KO 

1841 

Shanghai  Automotive 

790 

569 

Praxair 

8,324 

US 

986 

Resolution 

2,359 

UK 

1430 

Samsung  Heavy  Inds 

5,472 

KO 

1455 

Shanghai  Electric 

4,263 

1019 

Precision  Castparts 

4,767 

US 

222 

Resona  Holdings 

8,521 

JA 

1438 

Samsung  SDI 

7,772 

KO 

1282 

Shanghai  Intl  Port 

1,317 

1935 

Precision  Drilling 

1,235 

CA 

1034 

Reuters  Group 

5,022 

UK 

1991 

San-Ai  Oil 

6,182 

JA 

873 

Shanghai  Pudong  Bank 

2,886 

1282 

T  Rowe  Price 

1,819 

US 

[992 

Rexam 

7,315 

UK 

[1639 

San-ln  Godo  Bank 

869 

JA 

384 

Sharp 

23,803 

JA 
CA 
CN 
US 

1846 

Pride  International 

2,495 

US 

[477 

Reynolds  American 

8,510 

US 

1442 

SanDisk 

3,258 

US 

1323 

Shaw  Communications 

2,222 

349 

Principal  Financial 

9,871 

us 

[l571 

RH  Donnelley 

1,538 

US 

558 

Sandvik 

10,559 

sw 

1465 

Shenzhen  Devel  Bank 

1,193 

1574 

Prisa  Group 

3,599 

SP 

[1546 

Rhodia 

6,346 

FR 

1879 

Sankyo 

1,825 

JA 

940 

Sherwin-Williams 

7,810 

33 

Procter  &  Gamble 

73,602 

us 

[622 

Richemont 

5,123 

SZ 

[554 

Sanlam 

10,185 

SA 

1611 

Shiga  Bank 

756 

JA 

524 

Progress  Energy 

9,570 

us 

[448 

Ricoh 

16,297 

JA 

1499 

Sanmina-SCI 

10,872 

US 

1754 

Shikoku  Bank 

420 

JA 

377 

Progressive 

14,786 

us 

I  985 

Rinker  Group 

4,895 

AU 

74 

Sanofi-aventis 

37,431 

FR 

1142 

Shikoku  Electric  Pwr 

4,829 

JA 

811 

ProLogis 

2,464 

us 

;  151 

Rio  Tinto' 

22,465 

UK 

[1710 

SanomaWSOY 

3,618 

Fl 

980 

Shimizu 

12,760 

JA 

1224 

Promise 

3,245 

JA 

[889 

Rite  Aid 

17,717 

US 

1589 

Santos 

2,134 

AU 

475 

Shin-Etsu  Chemical 

9,599 

JA 

1337 

Protective  Life 

2,679 

us 

[853 

Riyad  Bank 

2,054 

SU 

1084 

Sanyo  Electric 

21,141 

JA 

1176 

Shin  Kong  Financial 

3,329 

TA 

148 
88 

Prudential 

70,661 

UK 

1469 

Robert  Half  Intl 

4,014 

US 

[357 

SAP 

12,404 

GE 

275 

Shinhan  Financial 

10,075 

KO 

Prudential  Financial 

32,488 

US 

1204 

CH  Robinson  Worldwide 

6,556 

US 

1285 

Sapporo  Hokuyo 

1,417 

JA 

1296 

Shinko  Securities 

1,301 

JA 

354 

PTT  Public  Company 

22,629 

TH 

85 

Roche  Holding 

34,460 

SZ 

[743 

Sara  Lee 

1 3,962 

US 

909 

Shinsegae 

8,030 

KO 

903 

Public  Bank 

2,161 

MA 

915 

Rockwell  Automation 

5,406 

us 

[1322" 

Saras 

6,142 

IT 

I  721 

Shinsei  Bank 

4,165 

JA 

1185 

Public  Power 

5,072 

GR 

1 1121 

Rockwell  Collins 

3,975 

us 

[l557 

SAS  Group 

7,778 

SW 

!l738 

Shire 

1,515 

UK 

424 

Pub  Svc  Enterprise 

12,164 

US 

['657 

Rogers  Communications 

7,593 

CA 

[474 

Sasol 

8,908 

SA 

1345 

Shiseido 

5,710 

JA 

1072 

Public  Storage 

1,382 

US 

[1062 

Rohm 

3,300 

JA 

[1874 

Satyam  Computer 

1,076 

IN 

1030 

Shizuoka  Bank 

1,600 

JA 

768 

Publicis  Groupe 

5,786 

FR 

I  711  ' 

Rohm  &  Haas 

8,230 

US 

[  157 

Saudi  Basic  Inds 

20,868 

SU 

1098 

Shoppers  Drug  Mart 

6,689 

CA 

668 

Pulte  Homes 

14,274 

US 

[368 

Rolls-Royce 

14,004 

UK 

I  706 

Saudi  Electricity 

5,003 

SU 

1201 

Showa  Denko 

7,682 

JA 

1595 

Puma 

3,126 

GE 

[192 

Rosneft 

1 7,670 

RU 

420 

Saudi  Telecom 

8,677 

SU 

I  897 

Showa  Shell  Sekiyu 

24,539 

JA 

1073 

Punch  Taverns 

2,939 

UK 

1657 

Ross  Stores 

5,373 

US 

[214 

Sberbank 

10,851 

RU 

863 

Siam  Cement 

7,262 



TH 

1308 

Punjab  National  Bank 

2,525 

[493 

Royal  &  Sun  Alliance 

10,722 

UK 

[489 

SCA-Svenska  Cellulosa 

14,817 

SW 

1280 

Siam  Commercial  Bank 

2,020 

» 

1764 

Pusan  Bank 

1,150 

KO 

1558 

Royal  BAM  Group 

8,776 

NE 

1196 

Scana 

4,563 

us 

[6b~~ 

Siemens  Group 

110,819 

789 

Qantas  Airways 

10,059 

AU 

L77 

Royal  Bank  of  Canada 

32,126 

CA 

[  560 

Scania 

10,845 

SW 

[1542 

Siena  Pacific  Res 

3,356 

449 

QBE  Insurance  Group 

7,024 

AU 

r  13 

Roval  Bank  Scotland 

77,413 

I*15 

Schering-Plough 

10,593 

us 

1905 

Sigma-  Aldrich 

1,798 

1060 

Qimonda 

5,675 

GE 

[803 

Royal  Caribbean 

5,230 

U 

979 

Schindler  Holding 

8,780 

SZ 

1347 

Sime  Darby 

5,489 

374 

Qualcomm 

7,804 

US 

[691 

Royal  DSM 

11,018 

NE 

217 

Schlumberger 

19,517 

NE 

[678 

Simon  Property  Group 

3,332 

US 

859 

Quanta  Computer 

14,602 

TA 

L  * 

Royal  Dutch  Shell 

318,845 

NE 

[293 

Schneider  Electric 

18,113 

FR 

ftis" 

Singapore  Airlines 

8,256 

SI 

922 

Quest  Diagnostics 

6,269 

US 

[271 

Royal  KPN 

15,753 

NE 

1236 

Schroders 

1,893 

UK 

1998 

Singapore  Petroleum 

5,589 

SI 

1386 

Questar 

2,836 

US 

1393 

Royal  Numico 

3,460 

NE 

480 

Charles  Schwab 

4,309 

US 

1661 

Singapore  Tech 

2,924 

SI 

482 

Qwest  Communications 

13,923 

US 

123 

Philips  Group 

35,588 

NE 

1725 

Scor 

3,092 

FR 

360 

Singapore  Telecom 

8,130 

SI 

1358 

Radian  Group 

1,328 

US 

732 

RTL  Group 

6,046 

LU 

[745 

Scottish  &  Newcastle 

6,513 

UK 

1 1402 

Sino  Land 

1,079 

HK 
TA 
CN 
RU 
K0 

686 

Raiffeisen  Inti  Bank 

3,586 

AS 

I  76 

RWE  Group 

56.558 

GE 

[  404 

Scottish  S  Southern 

17,644 

UK 

1594 

SinoPac  Financial 

1,611 

1567 

Rakuten 

1,707 

JA 

1295 

Ryanair  Holdings 

2,052 

! 

359 

Scottish  Power 

9,471 

UK 

[71 

Sinopec-China  Petrol 

99,026 

981 

Randstad  Holding 

10,800 

NE 

1458 

Ryder  System 

6,307 

s 

1956 

Scottish  Re  Group 

2,452 

BU 

I  715 

Sistema  JSFC 

7,594 

1653 

Rashid  Hussain 

1.497 

1642 

Ryland  Group 

4.7S7 

s 

[1583 

EW  Scripps 

2,498 

US 

301 

SK  Corp 

47,612 

See  page  1 72  for  country  codes  and  footnote 
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HOW  FAST  DO  YOUR  ASSETS  PERFORM?  Nothing  improves  asset  performance  faster  than 
outsourcing  your  production  maintenance  with  Advanced  Technology  Services.  In  fact,  we  have 
increased  the  productivity  of  some  of  the  world's  most  respected  companies  by  up  to  30%.  And  in  a 
recent  survey  of  manufacturing  executives,  the  majority  agreed  that  outsourcing  production  main- 
tenance offered  the  highest  productivity  gains  compared  to  any  outsourced  factory  services.  Let  us 
help  you  drive  more  product  out  the  door  and  more  dollars  to  your  bottom  line.  Call  877.662.401 1  for 
a  free  assessment  today. 


ATS 


Advanced  Technology  Services,  Inc. 

We  Make  Factories  Run  Better. 
www.advancedtech.com 


See  how  ATS  can  help  you  increase  your 
asset  performance.  Download  The  Guide 
To  Increased  Asset  Performance  Through 
Outsourcing  Production  Maintenance. 

www.advancedtech.com/theguide 


global  2000 


RANK 

COMPANY 

SALES 
(SMIL) 

®  RANK 

COMPANY 

SALES 
(SMIL) 

1  698 

Skanska 

18,347 

577 

Sumitomo  Electric 

17.081 

865 

SKF  Group 

7,756 

SW 

1928 

Sumitomo  Forestry 

6.733 

1741 

Sky  Financial  Group 

1,232 

US 

1425 

Sumitomo  Heavy  Inds 

4,692 

1762 

SL  Green  Realty 

552 

us 

[355 

Sumitomo  Metal  Inds 

13,214 

1398  Slavneft  Megioneft 

3,781 

RU 

[937 

Sumitomo  Metal  Mining 

•  5,324 

350 

SLM 

8,751 

US 

1290 

Sumitomo  Mitsui  Const 

4,641 

1117 

Slough  Estates 

696 

UK 

\W 

Sumitomo  Mitsui  Finl 

31,024 

1312 

SMC 

2,620 

JA 

764 

Sumitomo  Realty 

5,502 

1159 

Smith  &  Nephew 

2,927 

UK 

1851 

Sumitomo  Rubber 

4,486 

960 

Smith  International 

7,334 

US 

421 

Sumitomo  Trust  &  Bank 

6,131 

1454 

Smithfield  Foods 

11,535 

US 

[sii 

Sun  Hung  Kai  Props 

3,296 

1140 

Smiths  Group 

6,585 

UK 

1  196 

Sun  Life  Financial 

20,713 

1546 

Smurfit-Stone 

7,157 

US 

782 

Sun  Microsystems 

13,760 

1791 

SNC-Lavalin  Group 

4,425 

\m 

Suncor  Energy 

13,599 

831 

SNS  Reaal 

5,364 

NE 

634 

Suncorp-Metway 

5,354 

24 

Societe  Generate 

84,475 

FR 

|  578 

Sunoco 

36,002 

712 

Sodexho  Alliance 

16,387 

FR 

210 

SunTrust  Banks 

13,317 

562 

Softbank 

9,435 

JA 

[652 

Supervalu 

31,746 

823 

Sojitz 

42,312 

JA 

1981 

Suramericana 

1,261 

1576 

Solectron 

11,103 

US 

226 

Surgutneftegas 

14,916 

535 

Solvay  Group 

12,400 

BE 

1678 

Suruga  Bank 

835 

425 

Sompo  Japan  Insurance 

16,279 

JA 

1491 

Suzuken 

11,818 

1153 

Sonae  SGPS 

4,980 

PO 

!  534 

Suzuki  Motor 

23,372 

1986 1  Songbird  Estates 

599 

UK 

hsr 

Svenska  Handelsbanken 

7,620 

1844 

Sonic  Automotive 

7,972 

US 

1130 

Swatch  Group 

3,259 

164~ 

Sony 

63,616 

JA 

|  324 

Swedbank 

8,029 

1521 

Soriana 

5,401 

MX 

1874 

Swedish  Match 

1,886 

1916 

South  Financial  Group 

995 

US 

737 

Swire  Pacific 

2,442 

268 

Southern  Co 

14,356 

US 

Swiss  Life  Holding 

16,412 

690 

Southwest  Airlines 

9,086 

US 

[  116 

Swiss  Re  Group 

31,255 

88sT 

Sovereign  Bancorp 

4,612 

US 

566 

Swisscom 

7,390 

"734 

Spectra  Energy 

4,132 

US 

1491 

Sydbank 

966 

179 

Sprint  Nextel 

41,028 

US 

728 

Symantec 

5,073 

1920 

SPX 

4,313 

US 

1943 

Syndicate  Bank 

1,042 

1148 

SSAB  Svenskt  Stal 

4,536 

SW 

639 

Syngenta 

8,310 

1810 

StanCorp  Financial 

2,494 

US 

1968 

Synnex 

6,344 

316 

Standard  Bank  Group 

9,201 

SA 

[718 

Synovus  finl 

4,153 

154 

Standard  Chartered 

17,561 

UK 

1241 

Synth es 

2,456 

486 

Standard  Life 

21,754 

UK 

461 

Sysco 

33,888 

1649 

Stanley  Works 

4,019 

US 

447 

T&D  Holdings 

20,109 

520 

Staples 

18,161 

us 

1446 

TabCorp  Holdings 

2,806 

806 

Starbucks 

8,209 

us 

'  1328 

Taiheiyo  Cement 

7,716 

703 

Starwood  Hotels 

5,979 

us 

1002 

Taisei 

14,841 

326 

State  Bank  of  India 

13,655 

IN 

1531 

Taishin  Financial 

2.582 

TlV 

State  Street 

9,525 

US 

1631 

Taisho  Pharmaceutical 

2,310 

92 

Statoil  Group 

67,862 

NO 

1631 

Taiwan  Business  Bank 

880 

800 

Steel  Auth  of  India 

6,303 

IN 

1544 

Taiwan  Cooperative  Bk 

1,522 

1811 

Steel  Dynamics 

3,239 

US 

1662 

Taiwan  Mobile 

1,807 

1702 

Steinhoff  Intl  Hold 

4,498 

SA 

I  310 

Taiwan  Semiconductor 

9,738 

528 

STMicroelectronics 

10,250 

sz 

1403 

Takashimaya 

8,899 

1086 

Stockland 

751 

AU 

1  279 

Takeda  Pharma 

10,316 

442 

Stora  Enso 

19,253 

Fl 

1137 

Takefuji 

2,989 

1125 

Storebrand 

5,347 

NO 

472 

Talisman  Energy 

6,723 

785 

Stryker 

5,406 

US 

150 

Target 

59,489 

1230 

Sudzucker 

6,372 

GE 

1047 

Tata  Consultancy 

2,978 

101 

Suez  Group 

49,041 

FR 

1235 

Tata  Motors 

5,198 

1954 

Sumco 

1,888 

JA 

1128 

Tata  Steel 

4,545 

1775 

Sumikin  Bussan 

9.483 

JA 

1528 

Tate  &  Lyle  Group 

6,470 

504 

Sumitomo  Chemical 

13,247 

JA 

L72!. 

Tatneft 

8,283 

248 

Sumitomo 

21,968 

JA 

1501 

Tatung 

6,245 

SALES 

RANK 

COMPANY 

(SMIL)  i 

Taylor  Woodrow 

6,990  1 

JA 

1657 

TCF  Financisl 

1,376  I 

JA 

1964 

TCL  Corp 

6,402  I 

JA 

955 

TD  Ameritrade  Holding 

2,452  1 

JA 

740 

TOC  Group 

8,390  ■ 

JA 

900 

TDK 

6,767  1 

JA 

1520 

Tech  Data 

21,440  I 

JA 

948 

Tech  nip 

9,138  I 

JA 

644 

Teck  Cominco 

5,618  1 

JA 

1726 

TECO  Energy 

3,448  I 

HK 

1901 

Teekay  Shipping 

2,013  ■ 

CA 

1212 

Tpiiin 

ICljlll 

7,983  I 

us 

863 

Tele  Norte  Leste 

7,163  1 

CA 

1858 

Telecom  Argentina 

1,887  1 

AU 

1763 

Telecom  Egypt 

1,482  f 

US 

95 

Telecom  Italia 

35,277  1 

US 

1965 

Telecom  of  NZ 

3,009  ■ 

US 

I  46 

Telefonica 

69,790  1 

CO 

1708 

Telefonos  Venezuela 

3,168  I 

RU 

869 

Telekom  Austria 

5,160  I 

JA 

835 

Telekom  Indonesia 

4,264  1 

JA 

844 

Telekom  Malaysia 

4,644  f 

JA 

276 

Telenor 

14,593  1 

SW 

1603 

Telent 

543  1 

SZ 

928 

Telephone  &  Data  Sys 

4,258  1 

SW 

1069 

Tele2 

6,260  J 

SW 

892 

Grupo  Televisa 

3,510  J 

HK 

265 

TeliaSonera  Group 

13,301  | 

SZ 

|  656 

Telkom 

7  731 

• 

238 

Telstra 

16,902 

sz 

574 

Telus 

7,458 

DE 

840 

Temple-Inland 

5,558 

us 

681 

Tenaga  Nasional 

5,541 

IN 

467 

Tenaris 

8,051 

SZ 

1449 

Tenet  Healthcare 

8,701  I 

us 

1 1092 

Terex 

7,648  1 

US 

1 1371 

Tern  a 

1,210  1 

SZ 

877 

Temium 

6,569  1 

US 

1698 

Terumo 

2,102  1 

JA 

I  139 

Tesco 

69,218  I 

AU 

804 

Tesoro 

18,104  I 

'  510 

Teva  Pharmaceutical 

8,408  1 

!  306 

Texas  Instruments 

14,255  1 

386 

Textron 

11,490  £ 

1629 

Thai  Airways  Intl 

4,756  1 

i  1354 

Thai  Oil 

7,851 

757 

Thales 

12,131 

981 

Thermo  Fisher 

3,792 

1252 

Thomson 

7,723 

483 

Thomson  Corp 

6,449 

1301 

Thomburg  Mortgage 

2,474 

1  912 

3i  Group 

1,680 

!  219 

3M 

22,923 

US 

194 

ThyssenKrupp  Group 

59,804 

IN 

1908 

Tiffany  &  Co 

2,520 

IN 

1 1931 

Tim  Hortons 

1,612 

IN 

I 

Time  Warner 

44,224 

UK 

1866 

Titanium  Metals 

1,183 

RU 

[700 

TJX  Cos 

17,405 

TA 

|1753 

TMB  Bank 

1,183 

n 


RANK 

COMPANY 

SALES 
(SMIL) 

1687 

TMK 

2,938 

282 

TNK-BP  Holding 

24,445 

595 

TNT 

13,124 

1220 

Tobu  Railway 

5,501 

JA 

1797 

Tochigi  Bank 

392 

JA 

1703 

Toho  Bank 

536 

JA 

501 

Tohoku  Electric  Power 

14,127 

JA 

112 

Tokyo  Electric  Power 

44,724 

JA 

975 

Tokyo  Electron 

5,733 

JA 

613 

Tokyo  Gas 

10,778 

JA 

1803 

Tokyo  Leasing 

3,672 

JA 

1743 

Tokyo  Tomin  Bank 

495 

JA 

719 

Tokyu 

11,817 

JA 

1397 

Tokyu  Land 

4,754 

JA 

1058 

Toll  Brothers 

5,873 

US 

1261 

Toll  Holdings 

3,636 

AU 

1390 

Tomkins 

6,115 

UK 

1984 

TomTom 

1,799 

NE 

1915 

Tong  Yang  Investment 

2,765 

KO 

968 

Toppan  Printing 

13,175 

725 

Toray  Industries 

12,148 

988 

Torchmark 

3,421 

116 

Toronto-Dominion  Bank 

19,951 

307 

Toshiba 

53,983 

JA  I 

1671 

Tosoh 

5,521 

JA  I 

19 

Total 

175,051 

1 

1884 

Towa  Bank 

319 

JA 

1529 

Toyo  Seikan  Kaisha 

6,080 

JA 

1645 

Toyota  Boshoku 

7,468 

JA 

540 

Toyota  Industries 

12,816 

JA  1  I 

12 

Toyota  Motor 

179,024 

JA  ' 

650 

Toyota  Tsusho 

33,575 

JA 

537 
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JA 
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A  SERIES  OF  THOUSANDS 


It  doesn't  take  x-ray  vision  to 
see  the  advantages  of  Michigan. 
[But,  in  this  case,  it  helped.) 


This  is  the  story  of  Advanced  Photonix.  This 
opto-electronics  company  developed  a  Terahertz 
machine  that  is  superior  to  x-ray.  It's  called  the 
T-Ray™.  This  incredible  machine  has  helped  NASA 
see  below  the  visible  surface  of  spaceship  tiles 
to  locate  any  fissures  that  may  exist.  The  T-Ray 
also  has  an  impact  on  homeland  security  and  so 
much  more.  But  that's  a  small  part  of  this  story. 

Richard  Kurtz,  CEO,  moved  Advanced  Photonix 
across  the  country  from  California  to  Michigan. 
Why?  Because  Michigan  offered  them  a 
customized  package  of  economic  incentives 
and  direct  access  to  the  world-famous  Ann  Arbor 
Technology  Tri-Corridor.  Thanks  to  the 
Michigan  Economic  Development  Corporation, 
businesses  that  come  here  find  success. 

Your  success  is  no  exception.  In  Michigan, 
you  could  have  access  to  the  S2  billion 
21st  Century  Jobs  Fund.  Two  billion  dollars. 
PLUS,  Michigan  is  home  to  some  of  the  world's 
top  research  universities.  In  fact,  we're  ranked 
#2  among  all  states  for  patents  awarded  to 
public  universities.  Imagine  where  you  could 
take  your  business  with  that  kind  of  access. 
Technology  clusters,  economic  incentives, 
capital  funding  sources... the  list  goes  on. 

What's  the  moral  of  the  story?  You  don't  need 
x-ray  vision  to  succeed.  Because  wherever  in 
the  world  you  compete,  Michigan  can  give  you 
the  upper  hand.  Let  the  Michigan  Economic 
Development  Corporation  show  you  how. 
Click  on  michigan.org. 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 


Phil  Mickelson  celebrates  after  sinking  the  winning  putt  at  the  2004  Masters. 


In  the  course  of  a  brilliant  amateur  career, 
Mickelson  won  both  the  U.S.  Amateur  and 
the  NCAA  Championship  in  the  same  year 
(1990).  The  only  other  players  to  pull  off  this 
prestigious  double  are  Jack  Nicklaus,  Tiger 
Woods  and  Ryan  Moore.  While  at  Arizona  State 
University,  he  was  a  four-time  first-team  Ail- 
American,  joining  Gary  Hallberg,  David  Duval 
and  Bryce  Molder.  To  top  all  this  off,  he  won  the 
1991  Northern  Telecom  Open,  making  him  the 
last  amateur  to  win  a  TOUR  event. 


Phil  Mickelson  and  his  fam 
2007  AT&T  Pebble  Beach  1^ 


at  the 


tonal  Pro-Am 


Even  in  his  amateur  days,  the  hallmarks  of 
Mickelson 's  game  were  power  off  the  tee  and 
brilliance  around  the  greens.  Those  features, 
combined  with  a  certain  fearlessness,  make 
him  one  of  the  TOUR's  most  compelling 
players.  You  never  know  what  he's  going  to 
do  next,  but  as  a  general  rule,  playing  safe  is 
seldom  an  option  in  the  Mickelson  playbook. 

And  it  has  paid  off  handsomely  over  the  last  1 5 
years.  He  won  two  events  in  his  first  full  season 
and  claimed  30  TOUR  victories  as  of  March 
2007.  But  it  has  been  in  just  the  past  few 
seasons  that  he  began  to  finally  realize  the  suc- 
cess that  had  been  predicted  for  him  for  so  long. 

After  numerous  close  calls,  he  finally  broke 
through  with  his  first  victory  in  a  professional 
major  by  winning  the  2004  Masters 
Tournament,  edging  out  South  Africa's  Ernie  Els 
by  a  stroke.  He  celebrated  sinking  the  winning 
putt  by  leaping  into  the  air  —  confirming  that 
vertical  lift  is  not  included  in  his  considerable 
list  of  athletic  skills. 

In  2005,  Mickelson  enjoyed  one  of  his  finest 
seasons,  winning  five  tournaments  and  capping 


When  Phil  Mickelson  arrive 
on  the  PGA  TOUR  in  1992,  U 
brought  with  him  a  remarkab 
impressive  resume  and  a  total] 
apt  moniker,  "Phil  the  Thrill 
And  over  the  course  of  the  pal 
15  years,  Mickelson's  career  ha 
indeed  been  a  thrill  a  minute. 


his  run  by  winning  the  PGA  Championsi 
This  led  to  speculation  that  2006  might  be 
year  for  a  dramatic  duel,  mano  a  mano,  betv) 
Mickelson  and  Woods.  It  certainly  seemedl 
way  when  Mickelson  blew  away  the  field  a| 
BellSouth  Classic  by  13  strokes  and  then 
the  Masters  the  following  week. 

Following  the  death  of  his  father,  Wfl 
missed  the  cut  at  the  U.S.  Open 
Mickelson  seemed  virtually  certain  to  win 
first  Open.  But  he  took  a  double  bogey  oil 
72nd  hole  and  missed  out  on  a  playoff 
Geoff  Ogilvy  by  a  stroke.  It  was  his  fd 
runner-up  finish  in  the  Open. 

"This  one  hurts  more  than  any  other 
nament  because  I  had  it  won,"  said  Mickelsi 

The  question  coming  into  2007  was,  wha| 
Phil  the  Thrill  do  for  a  comeback?  We  may 
gotten  a  preview  with  his  victory  at  the  /I 
Pebble  Beach  National  Pro-Am.  Stay  tunedl 
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YOU  CAN'T  MISS  WITH  THE  RIGHT  EQUIPMENT. 


Canon  products.  For  performance  you  can  always  count  on.  while  it  may  not  seem 
obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 
TOUR  players  can't  perform  without  the  best  clubs  and  business  people  can't  perform  without  the  best  technology. 
Which  explains  why  the  PGA  TOUR  depends  on  Canon  office  products  to  get  information  to  those  who  need  it. 
"hey  know  they  can  count  on  Canon's  high-performance  solutions  to  enable  people  to  work  the  way  they  need  to. 
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'Creative,  responsive,  client-focuse 
and  competitive  —  First  Republic  meets 
all  my  needs." 


JOHN  FARAC1 

CHAIRMAN  AND  CHIEF  EXECUTM  OFFICER,  INTERNATIONAL  PAPER  COMPANY 
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A  New  Calling 

In  Afghanistan  a  private  mobile  phone  company  is  wiring 
a  devastated  country — and  daring  to  put  women  to  work. 


FOR  DOING  HER  JOB,  SUKHRIYA 
Hassani  gets  hassled  by  goons,  who 
call  her  "prostitute"  and  threaten  to 
shut  down  her  business.  Her  sin: 
doing  business  with  men.  But  the 
25-year-old  widow  needs  the  $300  a  month 
she  earns — a  lavish  income  in  Afghanistan — 
by  renting  out  cellular  phone  service  by  the 
call  minute  (10  cents  for  domestic,  45  for 
international).  Her  family  of  eight  depends 
on  her.  She's  willing  to  put  up  with  thugs  and 
her  tiny  office  (freezing  in  winter,  roasting  in 
summer)  on  a  busding  street  in  Kabul  if  it 
means  she  can  afford  to  send  her  8-year-old 
son  to  school  and  herself  to  night  classes  in 
English  and  computers. 

Hassani  is  one  of  50  Afghan  women  who 
earn  such  commissions  by  working  for  a  cell 
company  called  Roshan  ("light"  in  Dari  and 
Pashto).  It  is  one  of  Afghanistan's  largest  pri- 
vate businesses,  with  850  employees,  23%  of 
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By  Megha  Bahree 


them  women.  Since  its  January  2003  launch 
Roshan  has  invested  $250  million  in  infra- 
structure, with  another  $75  million  slated 
for  this  year,  to  spread  across  1 75  cities  and 
villages  and  provide  mobile  phone  service  to 
1.2  million  customers — half  the  market.  No 
profits  yet,  though  revenue  is  climbing,  up 
from  $170  million  in  2005  to  an  estimated 
$200  million  last  year. 

Roshan  is  an  odd  corporate  amalgam. 
It's  51%-owned  by  the  Aga  Khan  Fund  for 
Economic  Development  (a  for-profit  unit  of 
the  Aga  Khan  Foundation);  36.75%  by  a  unit 
of  Britain's  Cable  8c  Wireless;  and  12.25% 
by  MCT  Corp.,  a  Washington,  D.C.  mobile 
telecom  outfit  with  operations  focused  on  cen- 
tral Asia.  "In  Afghanistan,"  says  Lutaf  Kassam, 
director  of  the  Aga  Khan  Fund, 


Taliban — not  to  mention  government 
corruption  and  threats  from  warlords — 
there  isn't  a  lot  of  infrastructure  to  work  with. 
Starting  from  scratch  has  proved  to  be  a  boon 
and  a  bane.  The  demand  is  certainly  there. 
"People  had  to  walk  several  hours  to  Pakistan, 
Iran,  Tajikistan  or  Uzbekistan  to  make  a 
phone  call,"  recalls  Karim  Khoja,  Roshan's 
chief  executive.  At  47,  he  has  worked  as  am 
executive  at  RAM  Mobile  Data  in  the  UK  and 
run  telecom  companies  in  Pakistan,  Poland 
and  Croatia.  On  opening  day  3,000  people 
were  waiting  to  buy  a  Roshan  connection 
(the  company  offers  service  packages,  rang- 
ing from  $13  to  $25  a  month,  without  free 
phones;  there  are  plenty  of  used  models  for 
sale  everywhere).  Within  three  weeks  Roshan 


realized  that  its  initial  business1 
Reaching  out:  Sukhriya     ,        ...      „     c  .rnnnl. 
communications  was  a  key  gap.       Hassani  and  son  in      P    '  wmcn  ca^ed  for  1 50,000 
And  how.  After  two  decades     the  phone  office  she     subscribers  and  $50  million  in 
of  the  Soviets,  civil  war  and  the       runs  for  Roshan.       investments  over  five  years,  was 


7  million  new  Chinese  consumers  of 

plastics  will  be  born  this  year. 


Are  you  ready' 
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'People  had  to  walk  several  hours  to  make  a  phone  call":  Roshan's  customer  service  department;  Chief  Executive  Officer  Karim  Khoja. 


too  timid  In  the  first  18  months  it  pulled  in 
350,000  customers  and  ran  through  the 
whole  $50  million. 

Building  out  a  GSM  network  seemed 
easy — in  principle.  In  the  first  week  of  recruit- 
ment Roshan's  chief  technology  officer 
more  or  less  decided  that  if  a  candidate  knew 
how  to  turn  on  a  computer,  hed  be  hired 
and  receive  the  tide  "engineer."  Giants  like 
Ericsson  and  Motorola  agreed  to  sell  base 
stations,  switches,  networks  to  manage  cus- 
tomer data  and  the  like  but  refused  to  send 
in  any  tech  assistants  because  the  country 
was  too  dangerous.  Even  figuring  out  where 
to  set  up  cell  towers  was  tough:  The  real 
estate  had  been  redistributed  by  the  Com- 
munists, then  the  Taliban;  finding  rightful 
owners  took  time.  To  get  a  base  station  up 
and  running  costs  $100,000  to  $200,000, 
depending  on  how  much  mine  clearing  and 
road  building  needs  to  be  done.  Other  big 
expenses:  fuel  ($2  million  a  year,  including 
backup  generators)  and  security  to  guard  the 
towers  ($12  million  a  year). 

How  to  deal  with  corruption?  "We  just 
don't  do  baksheesh,"  says  Khoja.  When  cus- 
toms officials  held  up  a  consignment  of 
switches  from  Alcatel,  under  the  pretext  of 
"improper  paperwork,"  Roshan  scooped  up 
letters  from  the  ministries  of  communication, 
finance  and  commerce — and  got  the  switches 
three  days  later.  Another  time  a  warlord  in 
the  eastern  Khost  Province  arrested  two 
Roshan  employees  and  threw  them  in  jail, 
complaining  that  villagers  were  unhappy  with 


the  service  and  found  it  too  expensive.  The 
ransom:  a  demand  for  free  airtime  for  the 
warlord  and  senior  commanders.  No  way, 
said  Khoja,  who  countered  that  he  would  shut 
off  service  in  the  area  and  run  a  full-page  ad 
in  the  newspaper  explaining  why  no  cell 
phones  were  working.  Within  six  hours  the 
employees  were  back. 

Because  Afghanistan  had  no  access  to 
printing  plants,  Roshan  had  to  rely  on  pro- 
motional services  in  Dubai,  a  two-and-a-half- 
hour  flight  away.  An  early  billboard  show- 
ing a  man  and  a  woman  with  a  cell  phone 


Roshan  is  committed  to  putting  women 
to  work,  but  the  very  notion  is  so  radical  here 
that  recruiters  often  don't  even  pay  a  visit  to 
a  family  without  getting  a  referral  first.  Even 
then,  male  Roshan  managers  deal  with  the 
father,  the  husband  or  a  son.  To  clinch  the 
deal  the  recruiters  invite  the  patriarchs  to  meet 
office  managers  and  see  for  themselves  that 
Roshan  is  a  respectable  business. 

Hamasa  Zaki,  a  plucky  19-year-old, 
started  out  in  the  call  center  but  within  two 
years  has  worked  her  way  up  to  handling  30 
accounts  across  Heraat,  Bamiyan  and  Kabul 


How  to  deal  with  corruption? 

"We  just  don't  do  baksheesh." 


drew  outrage  when  it  went  up  in  the  north- 
east province  of  Kunduz;  residents  threw 
black  paint  all  over  it.  Lesson:  no  women  on 
billboards. 

Employee  training  proved  challenging. 
Nine  out  of  ten  employees  are  Afghans; 
since  their  average  age  is  23,  many  grew  up 
in  refugee  camps  with  minimal  education. 
So  Roshan  must  spend  an  average  $1,500 
per  person  per  year  to  train  them  in  basic 
computer  and  English  language  skills.  Se- 
nior staffers  learn  about  marketing  in  the 
Philippines;  customer  service  reps  study  call 
centers  in  Malaysia;  and  tech  experts  receive 
network  training  in  Alcatel's  offices  in  Paris. 
Some  course  work  costs  $10,000  a  head. 


Slim  in  a  pair  of  jeans  and  a  fitted  hip-length 
tunic  with  a  sweatshirt  on  top,  she  says  her 
neighbors  often  gossip  about  her  and  tell  her 
parents  that  she  "talks  to  boys  all  the  time  and 
runs  around  town" — all  part  of  her  job.  "But 
I  don't  care  because  my  parents  have  seen  my 
work,  and  they  trust  me,"  she  says.  Shireen 
Rahmani  moved  up  to  associate  director  of 
personnel  in  less  than  three  years  and  today 
makes  more  than  her  husband,  a  doctor. 

Hassani,  who  runs  the  phone  booth  in 
Kabul,  has  her  eye  on  a  Roshan  dealership 
that  sells  a  full  suite  of  services  and  would 
allow  her  to  pocket  more  of  the  proceeds.  So 
far  only  men  run  such  operations.  "One  day' 
she  says,  "I  will."  F 
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Better  answers,  faster. 

Challenged  with  balancing  efforts  to  support  the  latest  strategic  initiatives  while  still  lowering 
operational  costs?  SAS  takes  you  beyond  traditional  Bl  query  and  reporting  to  a  higher  level  of 
shared  decision  making  that  drives  innovation.  Our  fully  integrated  Enterprise  Intelligence  Platform 
sets  the  foundation,  linking  technologies  for  data  integration  and  storage,  reporting  and  analysis. 
Proven  software,  industry-specific  solutions  and  domain  experience  extend  the  value  of  your 
investment.  Bridging  the  gap  between  what  you  have  -  growing  expectations  to  deliver  a  return  on 
investment  -  and  what  you  want  to  achieve  -  increased  profits,  reduced  risk  and  improved 
performance.  Find  out  why  SAS  is  at  work  in  97  of  the  top  1 00  companies  on  the  2006  FORTUNE  500® 
—  with  customer  retention  rates  exceeding  98%  annually  for  30  years.  And  visit  our  Web  site  for 
a  free  white  paper. 

www.sas.com/innovation 


§sas 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 

Apocalypse  Not 


The  names  of  the  walking  dead  fill  news  reports:  New  Cen- 
tury, NovaStar,  Fremont.  These  casualties  of  the  subprime 
mortgage  collapse  have  pitiable  stock  prices.  But  other 
lenders,  with  less  exposure  to  weak-credit  borrowers,  also 
have  been  slammed.  Premier  example:  COUNTRYWIDE 
FINANCIAL  (35,  CFC),  the  nations  biggest  home  mortgage  lender,  has 
endured  a  22%  shrinkage  in  its  share  price  since  early  February, 
when  the  sector's  problems  came  to  light.  For  the  near  term  things 
are  dicey.  At  year-end  19%  of  subprime  loans  were  late,  versus  1 5.2% 
at  the  end  of  2005. 

But  hold  on.  Just  7%  of  the  company's  total  business  is  derived 
from  subprime  loans.  In  early  March  it  reportedly  ended  no-money- 
down  loans.  And  Countrywide's  financial  strength  belies  the 
troubles  surrounding  the  mortgage  industry.  In  2006  sales 
rose  14%  to  $1 1  billion,  and  earnings  6%  to  $2.7  billion. 

Before  the  subprime  fallout  began,  Countrywide 
cofounder  and  chief,  Angelo  Mozilo,  had  been  cost- 
cutting  through  layoffs.  The  company  also  did  a  stock 
buyback  last  year.  Michelle  Clayman,  chief  investment 
officer  of  New  Amsterdam  Partners,  believes  that  Coun- 
trywide has  been  unfairly  entwined  in  the  subprime 
mess.  Moreover,  Clayman  believes  that  the  chaos  in  the  industry 


Countrywide 


The  lender  can  easily  surmount  its  subprime  difficulties. 

will  force  weaker  companies  to  exit  the  stage  and  leave 
Countrywide  in  a  much  stronger  competitive  position. 
At  8  times  trailing  earnings,  Countrywide  is  cheap  com- 
pared to  other  banks  (11  average).  — Megan  Johnston 


Flooring  It 


Nervousness  over  the  economy  and  rising 
interest  rates  haven't  helped  auto  dealers. 
New  vehicle  sales  drooped  2.6%  last  year. 
UNITED  AUTO  GROUP  (21.  UAG),  the  second- 
largest  car  retailer  after 
AutoNation,  threw  a  rod 
after  reporting  flat  earn- 
ings for  the  fourth 
quarter.  With  a  15  P/E, 
though,  United  is  a  buy. 

Why?  This  is  the 
only  dealership  chain  with  significant 
international  exposure  (one-third  of  sales), 
says  Merrill  Lynch  analyst  John  Murphy. 
Used  cars  on  average  sell  for  $21,000  in  the 
U.S.  compared  with  $46,000  in  the  U.K. 
The  company  is  the  number  one  Toyota 
and  Mercedes  dealer  in  the  UK.  and  the 
leading  luxury  car  retailer  in  Germany. 

In  the  U.S.  it  concentrates  on  imports 
(only  9%  of  revenue  comes  from  American 
brands)  and  luxury  models,  which  carry 


better  profit  margins  and  better  insulation 
from  Detroit's  woes.  Another  plus  is  its 
thriving  service  and  parts  business,  which 
carries  a  gross  margin  of  50%,  compared 
with  8%  for  car  sales. 

The  financial  picture  isn't  too  bad, 
given  the  industry's  weakness.  Same-store 
sales  inched  up  2.8%  in  the  last  quarter, 
and  2006  earnings  advanced  5%  to  $125 
million  on  $1 1.2  billion  in  sales,  up  16%. 

— Alex  Davidson 


Closed  Out 


With  a  share  price  that  doubled  over  the 
past  year,  closeout  retailer  BIG  LOTS  (32,  BIG) 

looks  like  a  solid  growth  company.  It 
wowed  Wall  Street  with  fourth-quarter 
earnings  of  83  cents  a  share  (up  from  33 
cents  in  2005),  beating  the  analysts'  con- 
sensus of  70  cents.  Same-store  sales  for  the 
quarter  ending  Feb.  3  were  up  4.9%. 

But  don't  be  fooled.  This  company  isn't 
growing  and,  at  29  times  earnings,  is  way 
overvalued.  Wal-Mart's  P/E  is  17,  Family 


Stock  price 


Dollar  Stores'  22  and  Dollar  Tree's  20.  All 
three  are  opening  new  stores,  while  Big 
Lots  is  not.  As  old  leases  run  out,  Big  Lots 
is  closing  outlets  rather  than  signing  new 
leases  at  higher  rents. 

Wachovia  Securities 
analyst  Ralph  Jean  says 
that  store  traffic  has 
dropped  for  12  straight 
quarters.  Worse,  it  is 
trying  to  sell  more- 
expensive  items  like  fur- 
niture and  electronics. 
To  do  that,  you  need 
salespeople  and  good- 
looking  stores.  But  Big 
Lots  is  letting  its  fixed 
assets  run  down.  Capi- 
tal expenditures  come  to  only  half  th« 
depreciation  charge.  Rite  Aid,  long  criti 
cized  for  store  upkeep,  spends  $6  pe: 
square  foot  on  its  stores,  Big  Lots  a  men 
75  cents.  Short  the  stock. 

—Michael  Maiell 


3/31/06  3/21/07 


178      FORBES      APRIL  16,  2007 


3st  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
id  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
)out  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 
ease  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (C) 


Portfolio  Strategy 


Ken  Fisher 


DON'T 
WORRY 


AMERICAN  SAVERS,  END  YOUR  GUILT  TRIP.  YOU 
have  been  told,  by  economists  and  by  official  gov- 
ernment statistics,  that  you  are  inadequate,  that  the 
U.S.  savings  rate  is  negative.  Wrong!  It's  a  myth  that 
Americans  don't  save. 
The  official  numbers  have  some  big  deficiencies.  They  don't 
count  capital  gains,  and  they  don't  count  contributions  to  retire- 
ment plans.  Most  of  Bill  Gates'  wealth  consists  of  realized  and 
unrealized  capital  gains.  In  the  stats  published  by  the  U.S. 
Commerce  Department  Bill  Gates  is  a  spendthrift.  His  consump- 
tion is  more  than  his  salary. 

What's  true  of  him  is  true  of  any  American  with  net  worth 
tied  up  in  a  home's  value,  a  401  (k)  or  stocks.  A  lot  of  people  built 
wealth  by  owning  a  home  and  watching  it  appreciate.  In  my  New 
York  Times  bestseller,  The  Only  Three  Questions  That  Count,  just 
out  from  John  Wiley  &  Sons,  that's  a  form  of  savings.  The  gov- 
ernment, though,  counts  only  how  fast  you  pay  down  your 
home's  mortgage. 

Americans  are  really  the  world's  biggest  and  most  productive 
savers.  Collectively,  we  are  not  tapped  out,  we  are  tapped  in. 

Think  about  this  when  the  gloomsayers  tell  you  that  a  soften- 
ing of  housing  prices  will  turn  into  a  collapse  in  consumption 
and  thus  into  a  recession. 

Recently  America's  capital  gains  have  bounded  ahead  at 
about  $3  trillion  a  year— stock  price  appreciation,  home  price 
appreciation  and  the  rest.  Those  who  own  these  appreciating 
assets  think  they've  saved.  If  this  were  how  the  officials  measured 
wealth  accumulation,  we  would  have  a  23%  savings  rate.  That  is, 
gross  domestic  product  is  about  four  times  the  capital  gains  num- 
ber. I  doubt  any  other  country  matches  this  savings. 

There's  another  bug  in  the  official  savings  formula.  It  excludes 
contributions  to  defined  contribution  plans,  like  401(k)'s.  Amaz- 
ingly, when  money  comes  out  of  a  401(k) 
plan,  the  resulting  consumption  is  counted 
against  savings. 


Forbes 


When  I  say  that  Americans  are  productive  savers,  I  mean  that 
we  don't  stuff  money  under  mattresses  and  hide  gold  in  the  veg- 
etable garden.  The  savings  are  matched  with  investment  in  PCs  I 
and  power  lines,  delivery  trucks  and  drug  patents — things  that 
give  rise  to  increased  economic  output. 

Good  times  are  ahead  in  the  stock  market.  So  buy  good 
stocks  like  these: 

India's  largest  automaker,  Tata  Motors  (18,  TTM),  trades  at  0.6 
times  revenue  and  15  times  growing  earnings.  As  India  broadens 
its  middle  class  it  should  do  very  well.  Buy  this  stock  and  you  can 
stop  fretting  about  how  China  and  India  will  soon  rule  the  world 
economically. 

Chicago  Bridge  &  Iron  (30,  CBl)  is  a  Dutch-headquartered 
firm  that  sells  steel  and  engineering  services  to  the  energy  indus- 
try. The  stock  is  depressed  by  a  contraction  in  earnings,  alleged 
accounting  improprieties  and  senior  management  terminations. 
I  think  it's  due  for  a  rebound.  It  costs  1  times  revenue  and  20 
times  2007  earnings.  Look  for  earnings  growth  driven  by  newl 
contracts  to  develop  liquid  natural  gas  terminals.  The  stock  will) 

be  up  before  the  earnings.  At 
the  moment  it  goes  for  13  timesi 
the  earnings  you  can  reasonably 
expect  in  2008. 

Halliburton  (32,  HAL)  can 
run  but  it  can't  hide.  Hillary 
Clinton  hates  it.  Various  gov- 
ernment agencies  are  investigat- 
ing it.  It's  tarred  as  the  largest) 
military  contractor  in  Iraq.  It'sj 
moving  headquarters  from) 
Houston  to  Dubai. 

But  Halliburton  is  a  supei 
franchise  in  energy  services.  Al 
13  times  2007  earnings,  if  il 
doesn't  get  its  stock  up— with  no  adequate  antitakeover 
defenses — it's  likely  to  become  a  takeover  target.  Buy  befoH 
someone  else  does. 

Ditto  for  Ball  Corp.  (46,  BLL).  This  old  Indiana  firm  made  it! 
name  in  glass  jars.  But  now  it  makes  plastic  and  metal  containers 
for  food  and  beverages.  At  14  times  this  year's  earnings  it  ii 
cheaper  than  packaging  peers,  which  are  typically  at  1 7  time! 
earnings.  One  of  them  or  a  private  equity  firm  would  find  this ; 
profitable  takeover  with  little  risk. 

Finally,  I  always  like  owning  a  few  stocks  that  will  do  well  i 
I'm  otherwise  wrong.  Should  the  world  go  wobbly,  Ball  should  b< 
a  defensive  stock  because  folks  keep  eating  and  drinking.  Ditto 
for  Finland's  Stora  Enso  (17,  SEO),  Europe's  largest  paper  ano 
packaging  company. 

This  isn't  a  takeover  play  and  it  has  returned  to  profitabilit) 
but  the  Finnish  company  is  more  than  cheap  enough  at  0.6  time 
annual  revenue. 


A  lot  of  people 
built  wealth  by 
owning  a  home 
and  watching  it 
appreciate.  And 
in  my  book, 
that  is  a  form 
of  savings. 


Money  manager  Ken  Fisher's  latest  book  is  The  Only  Three  Questions  That  Court 
(John  Wiley,  2007).  Visit  his  home  page  at  www.forbes.com/fisher. 
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Stock  Trends 


MARKET 
MYTHS 


AS  JOHN  F.  KENNEDY  ONCE  REMARKED:  "THE  GREAT 
enemy  of  the  truth  is  very  often  not  the  lie— delib- 
erate, contrived  and  dishonest — but  the  myth — per- 
sistent, persuasive  and  unrealistic."  This  is  especially 
true  on  Wall  Street,  where  myths  are  usually  pack- 
aged as  in-depth  research  reports.  The  purpose,  of  course,  is  not 
to  impart  wisdom  but  to  win  business. 

Much  of  what  passes  for  research  is  ignorant  of  history  In  the 
spring  of  2003,  as  the  market  was  bottoming  out,  the  myth  du 
jour  was  that  the  market  required  capitulation  before  burying  the 
bear.  As  with  many  myths,  the  logic  behind  the  argument  was 
compelling:  Bull  markets  develop  only  after  investors  throw  up 
their  hands,  sell  the  last  of  their  stocks  and  vow  to  never  again 
own  anything  riskier  than  a  passbook  savings  account.  That 
didn't  happen  in  2003.  A  market  rebirth  did. 

I  remember  a  long  article  in  the  Sunday  New  York  Times  in 
1982.  Then,  too,  we  heard  that  while  the  bear  market  was  in  its 
final  stages,  investors  should  not  buy  until  we  saw  "capitulation," 
when  investors  simply  give  up  and  lose  interest  in  buying.  With 
many  stocks  declining  and  hitting  new  lows,  the  wise  men 
quoted  even  suggested  that  this  was  not  likely  to  happen  until 
early  fall.  Alas,  the  article  appeared  after  the  market  made  its  low 
and  never  looked  back. 

Another  myth  surrounds  the  weekly  poll  of  bullish  and  bear- 
ish market  letters.  When  they  are  predominately  bullish,  it  is  time 
to  sell;  the  reverse  is  a  buy  indicator.  The  idea  has  some  founda- 
tion in  fact,  as  the  most  bullish  readings  in  the  gauges  40-year 
existence  occurred  in  late  1976  and  early  1977,  when  84%  of  the 
writers  were  bullish.  The  market  had  a  double-digit  decline  in 
1977.  In  1985,  by  contrast,  the  indicator  was  bullish  with  60%  or 
more  positive  in  eight  of  the  first  ten  weeks,  and  yet  the  market 
ended  up  27%  for  the  year.  The  majority  were  bullish  for  most  of 
1999,  another  27%  year. 

Then  there's  the  myth  about  individual  investors, 
hapless  creatures  with  a  poor  record  as  evidenced  by 


Laszlo  Birinyi  Jr. 


one  of  the  oldest  of  all  measures,  the  odd-lot  indicator.  This  the- 
ory holds  that  small  investors,  who  often  buy  in  quantities  of 
fewer  than  100  shares  (in  other  words,  an  odd  lot),  have  chroni- 
cally bad  timing,  so  betting  against  them  is  smart. 

Sometimes  that  is  true.  The  odd  lotter  was  a  net  buyer  on 
only  17  days  in  the  1980s  (out  of  2,529  trading  days),  a  decade  in 
which  the  S&P  500  tripled.  But  maybe  their  behavior  was  entirely 
rational:  The  public,  then  remembering  how  badly  stocks  got 
mauled  in  the  1970s,  had  a  safer,  well-paying  alternative  in  gov- 
ernment bonds,  which  averaged  a  13.5%  return.  In  the  even  bet- 
ter late  1990s,  however,  the  small  investor  was  correctly  bullish. 

Today  we  are  hearing  a  new  myth:  Large  stocks  will  finally 
prevail  over  smaller  ones,  which  have  been  on  a  tear  for  the  past 
few  years.  The  oft-cited  argument  behind  it  is  that,  when  earn- 
ings slow,  investors  seek  greater  certainty  and,  hence,  large  stocks. 

In  a  market  study  my  firm  just  finished,  we  were  unable  to 
find  any  factors  that  explained  when  large-capitalization  stocks 
were  poised  to  outperform  the  small  ones  and  when  the  reverse 
would  happen.  Our  analysts  looked  at  fundamentals,  market 

conditions,  flow  of  funds,  you 
name  it.  Ultimately,  we  figured, 
it  was  hard-to-quantify  "ani- 
mal spirits"  at  work.  This  wasi 
John  Maynard  Keynes'  phrase 
for  the  emotions  that  movei 
markets.  Now  2007  might  be 
the  year  that  large  names  do 
win  out.  But  it  won't  necessar- 
ily be  for  entirely  rational 
causes. 

A  myth  to  explain  the  cur- 
rent market  decline:  One  sys- 
temic weakness,  like  trouble 
among  subprime  lenders,  will 
kill  a  bull  run.  Well,  the  bull  seemed  to  shrug  off  higher  oil  prices 
last  year.  Temporary  downturns  are  not  unusual  (which  is  how  1 
see  the  current  one).  Note,  though,  that  a  second  pattern,  and 
one  too  frequent  to  be  a  myth,  is  that  declines  of  5%  to  10%  are 
not  quick  to  recover.  Last  May  and  June  we  dropped  7.7%  in  3S 
days,  but  recovering  from  the  decline  took  104  days.  And  recov- 
eries are  seldom  smooth.  The  October  1987  crash  was  followec 
by  a  January  1988  dive  of  7%. 

Take  a  more  cautious  stance  now,  opting  for  good  dividenc 
payers.  One  such  stock  is  food  firm  B&G  Foods  (23,  BGF),  makei 
of  products  like  Vermont  Maid  syrup.  It  boasts  an  enticing  7.2°A 
yield  (half  this  hybrid  security  is  stock,  half  bond).  Phone  stock 
also  have  done  nicely  of  late.  A  good  one  that  I  bought  is  Wind 
stream  (15,  WIN).  The  yield  here  is  7%.  While  not  exciting,  Kraf 
Foods  (31,  KFT)  yields  3.2%  and  should  offer  some  protection  ii 
case  the  pundits  are  right  and  the  economy  does  indeed  slow  to ; 
crawl.  f 


Pundits  are 
happy  to  trot 
out  widely 
believed  tales 
to  explain  the 
stock  market's 
behavior.  Don't 
fall  for  them. 
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Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport, 
Conn.-based  financial  consulting  firm.  Web  site:  www.lbirinyi.com. 
Visit  his  home  page  at  www.forbes.com/birinyi. 
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Point  jrf  View 


Steve  H.  Hanke 


PREPARE  FOR 
A  STORM 


■  N  LATE  FEBRUARY  ALAN  GREENSPAN  WARNED  OF  THE 
I  possibility  of  a  recession.  The  next  day  the  markets  took  a 
I  dive.  Since  then  anxiety  has  set  in  and  market  volatility  has 
I  increased.  Even  Panglossian  brokerage  houses  have  warned 
H  that  if  a  recession  occurs,  house  prices  could  tumble  10% 
this  year  and  the  stock  market  could  decline  by  30%. 

We  must,  of  course,  add  to  this  noise  some  nasty  facts  about 
subprime  lending,  which  constituted  as  much  as  20%  of  U.S. 
mortgage  lending  in  2006.  And  that's  not  all:  Another  13%  of 
mortgage  lending  was  to  borrowers  with  only  slightly  better 
credit  than  subprime.  There's  a  tendency  for  these  borrowers,  and 
their  lenders,  to  live  in  a  delusional  world  in  which  an  inability  to 
service  the  debt  is  papered  over  with  refinancings  and  creative 
repayment  schedules. 

With  default  rates  on  the  rise,  mortgage-lending  standards 
being  tightened  and  $500  billion  in  adjustable-rate  mortgages  to 
be  reset  in  2007,  we  can  expect  the  return  of  a  half-million  houses  ! 
to  a  bloated  inventory  of  unsold  homes  in  the  next  six  months,  i 
The  collateral  damage  from  the  housing  market  is  already  baked 
in  the  cake:  Expect  a  continued  slump  in  residential  construction 
activity  and  employment,  lower  house  prices  that  will  force  more 
subprime  lenders  to  the  wall  and  put  strains  on  the  most  lever- 
aged parts  of  the  financial  system  and  a  slowdown  in  consump- 
tion expenditures. 

These  bits  and  pieces  suggest  that  enough  evidence  is 
around  to  justify  preparing  for  a  storm.  Based  on  the  recent 
course  of  events,  one  business-cycle  scenario  that  merits  con- 
sideration was  fully  developed  in  the  1930s  by  Friedrich  von 
Hayek,  a  Nobelist  and  leader  of  the  Austrian  school  of  eco- 
nomics. For  Hayek  and  the  Austrians,  things  go  wrong  when 
a  central  bank  sets  short-term  interest  rates  too  low  and  allows 
credit  to  expand  artificially.  The  result  is  an  asset-price  boom. 
Asset-price  booms  sow  the  seeds  of  their  own 
destruction:  They  end  in  slumps. 

During  the  slumps  the  economy  is  vulnerable  to 


what  Austrians  termed  a  "secondary  deflation,"  where  banks  call 
in  loans  and  are  stingy  about  extending  credit.  Households  pro- 
duce their  own  version,  liquidating  riskier  assets  (like  stock 
mutual  funds)  and  moving  into  cash  and  government  bonds.  In 
the  economy  at  large,  investment  and  consumption  suffer. 

So  much  for  the  scenario  and  theory.  Just  how  can  an 
investor  prepare  for  such  a  storm?  In  other  words,  are  there 
investments  that  will  do  well  if  the  economy  deteriorates? 

Amid  the  credit-boom  phase  of  the  present  business  cycle, 
the  Japanese  yen  has  been  weak  across  the  board,  and  is  25% 
undervalued  against  the  dollar.  One  reason  for  this  is  that  the 
Japanese  government  engaged  in  massive  intervention  to  push: 
down  the  value  of  the  yen  in  late  2003  and  early  2004.  Investorsi 
thought  that  the  government  was  committed  to  a  weak  yen 
policy  That,  and  the  fact  that  interest  rates  in  Japan  are  somej 
of  the  lowest  in  the  world,  meant  that  investors  thought  they 
had  a  free  lunch  in  the  form  of  the  carry  trade — borrowing  in 
low-rate  yen,  investing  the  proceeds  at  higher  rates  in  other 
currencies. 

The  yen  carry  trade 
has  become  wildly  popu- 
lar, accounting  for  perhaps 
$1  trillion  of  yen-denom- 
inated borrowings,  traders 
speculate  (no  one  knows 
the  true  figure).  The  carry 
traders,  of  course,  imme- 
diately sell  the  borrowed 
yen  to  acquire  high-yield- 
ing assets  of  the  othei 
currencies.  All  this  selling 
has  kept  the  yen  artifi- 
cially weak. 

But  that  could  change 
very  rapidly.  Yen  carr^| 
trades  are  risky  and  can  reverse  very  quickly.  Then,  the  yen  violent!) 
appreciates.  Just  consider  the  most  recent  unwinding.  On  Feb.  26  the 
yen  was  trading  at  ¥120.50  per  dollar.  Then  a  stock  market  tumble 
in  Shanghai  precipitated  a  worldwide  selloff  of  risky  assets.  Carr) 
traders  undid  their  positions,  buying  yen  and  repaying  their  loans  ID 
By  Mar.  5  the  yen  had  spiked  up  in  value  to  ¥1 15.15  to  the  dollar. 

In  preparing  for  a  coming  storm  investors  should  anticipat« 
further  unwinding  of  yen  carry  trades  and  a  significant  appre 
ciation  of  the  yen.  One  way  to  play  this  is  to  purchast 
out-of-the-money  call  options  on  the  yen  traded  on  the  Chicago 
Mercantile  Exchange.  I  recommend  a  December  call  at  a  strik 
price  of  90. 

Anticipating  an  eventual  reversal  of  Swiss  franc  carry  trades,  anc 
a  sharp  appreciation  of  the  Swissie,  I  recommended  (Sept.  4,  2006 
selling  a  Euro/Swiss  futures  contract.  At  present  the  position  is  los 
ing  2%.  Relax  and  continue  to  hold  it 


Amid  the  credit- 
boom  phase  of  the 
present  business 
cycle  the  Japanese 
yen  has  been  weak 
across  the  board, 
and  it  is  25% 
undervalued 
against  the  dollar. 
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Forbes  is  a  community  of  entrepreneurs  and 
capitalists:  people  with  the  vision  and  drive  to 
iucceed  in  today's  challenging  business  arena.  That 
I  why  it  is  so  appropriate  that  Forbes  presents  the 
iorbes  Enterprise  Awards,  sponsored  by  Verizon. 


Forbes 


Enterprise  Awards 


The  Forbes  Enterprise  Awards  recognize  outstanding  small  businesses  for  their  visionary  practices  and 
chievements.  These  are  the  up-and-coming  companies  that  drive  the  economy  forward  and  provide  a  strong 
ase  for  future  growth.  These  entrepreneurs  represent  what  is  best  about  business,  demonstrating  their  accom- 
lishments  in  key  areas  including  product  or  service  innovation,  customer  service,  community  involvement, 
larketing,  and  employee  development  and  support. 

The  2006  Forbes  Enterprise  Awards  winners  were  chosen  by  a  panel  of  business  experts  and  saluted  in  an 
;wards  ceremony  and  gala  reception  on  February  5,  2007. 
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Tigers  and  Pygmies 

A  British  entrepreneur  hopes  to  bring  luxury  travel 

to  one  of  the  most  remote 
and  controversial  areas  of  Asia  |  By  Justin  Doebele 


Forward!  forward!  for- 
ward!"  screams  Babu  Lama, 
our  Nepalese  guide,  over  the 
roar  of  the  Nam  Lang  River,  as 
we  paddle  desperately  to  avoid 
banging  our  16-foot  inflatable 
raft  into  a  sheer  rock  wall.  But  the  white 
water  wins,  dragging  us  along  it.  Up  ahead, 
a  jagged  outcropping  at  face-level  threat- 
ens to  connect  with  Australian  business- 
man Bill  Clough.  At  the  last  minute  he 
bends  backward  like  a  limbo  dancer,  and 
the  rock  slices  by,  inches  from  his  nose.  "I 
haven't  had  so  much  fun  since  a  hog 
ate  my  kid  brother,"  he  quips. 

We  are  midway  through  a 
three-day  trek — one  of  hiking 
and  two  of  white-water  raft- 
ing— in  northern  Burma 
(called  Myanmar  by  the  thugs 
running  it  at  the  moment).  The 
six  of  us,  plus  three  guides,  are 
the  first  to  attempt  commercial  raft- 
ing on  this  river  running  through  the  heart 
of  one  of  Asia's  most  remote  and  pristine 
wildernesses.  "This  is  the  most  intact  for- 
est in  the  entire  Indo-Pacific  region,  with 
many  parts  that  are  completely  unexplored," 
says  the  Wildlife  Conservation  Society's 
Alan  Rabinowitz,  one  of  the  handful  of 
Westerners  who  have  traveled  in  this  area 
in  the  last  century.  Detailed  maps  of  the  area 

"An  ecological  gold  mine":  Remote  and 
pristine,  Kachin  State  in  northern  Burma 
has  fauna  that  dates  back  to  5,000,000  B.C. 
Forests  hide  elephants  and  tigers,  pandas 
and  Hoolock  gibbons  (top  right,  opposite). 
Rafters  such  as  these  on  the  Nsm  Lang  River 
are  among  the  first  Westerners  to  see  it. 


MYANMAR 
(Burma 
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are  almost  nonexistent. 

Our  expedition  is  part  of  an  audacious 
scheme  by  British  entrepreneur  Brett 
Melzer,  38,  to  open  up  the  area  to  adven- 
ture travel  and  eco-tourism.  Later  this 
year  he  will  open  Malikha  Lodge,  which 
he  means  to  be  a  five-star  retreat,  in  the 
village  of  Mulashidi,  a  few  miles  from 
Putao,  the  northernmost  Burmese  city 
with  an  airport. 

The  area  is  officially  known  as  Kachin 
State,  a  wedge  of  land  about  the  size  of 
Maine  jutting  between  China  and  India 
(see  map,  opposite).  Here  the  Himalayan 
foothills  meet  the  forests  of  Indochina, 


making  for  incredible  biodiversity.  It  is 
home  to  wild  elephants,  the  worlds  largest 
Asian  tiger  reserve  and  such  endangered 
fauna  as  the  clouded  leopard,  blue  sheep 
and  red  panda.  Some  flora  dates  back  to 
the  Miocene  epoch  of  5  million  B.C.  A  few 
locals  still  claim  there  are  yeti  (giants)  in  the 
hills  and  burin  in  the  rivers,  those  being 
165-foot  water  snakes.  "It's  an  ecological 
gold  mine,"  says  Rabinowitz,  who  dis- 
covered the  leaf  deer,  the  worlds 
most  genetically  primitive  deer, 
in  the  area  in  1996.  Thanks  to 
his  efforts,  chunks  of  land 
(collectively  the  size  of  Bel- 


gium) have  been  declared  national  parks. 
Here  is  home  to  such  indigenous  peoples  as 
the  Kachin,  Lisu,  Rawang,  Naga,  and  the 
Taron,  the  worlds  only  Mongoloid  Asian 
pygmies,  whose  few  remaining  members 
live  deep  in  the  hills. 

The  area  was  largely  unexplored  by 
the  British  during  their  colonial  period, 
left  literally  off  their  maps  as  an  "unad- 
ministered  area."  In  World  War  II  it 
ggte^    was  part  of  the  "hump"  over 
which  Claire  Chennault  and 
his  Flying  Tigers  flew  on 
{  trips  into  China.  The  Japan- 
ese, during  their  occupation 
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A  road  untrod  by  Hope  or  Crosby:  Traveling  on 
foot  in  northern  Burma  we  encountered  carts, 
hut  villages  and  a  logging  elephant  on  his 
morning  commute  to  the  office.  Friendly 
children  smiled  and  yelled,  "Hello,  hello!" 

of  Burma,  largely  ignored  it. 

After  the  country  won  independence 
in  1948,  guerrilla  wars  kept  the  north  off- 
limits.  A  cease-fire  in  the  early  1990s 
brought  peace  but  little  development. 
More  recently  however,  the  area  has  been 
threatened  by  illegal  logging  spreading 
from  the  Chinese  border  and  by  new 
mining  operations,  legal  and  otherwise. 
Melzer  is  working  with  the  government 
on  conservation  measures. 

Promoting  tourism  in  a  dictatorship 
is  a  controversial  matter.  Tourist  dollars 
underwrite  the  regime  (among  other 
ways,  via  the  $30  combined  entry  and 
departure  tax).  Says  Tony  Wheeler,  who 
publishes  the  Lonely  Planet  travel  guides, 
"Some  of  the  money  you  spend  does  find 
its  way  into  the  pockets  of  the  military. 
The  pro  is  that  most  of  the  money  you 
spend  finds  its  way  into  the  pockets  of 
local  people,  and  the  military  are  less 
likely  to  misbehave  when  there  are 
tourists  watching." 

Melzer,  married  to  a  Burmese  woman 
and  owner  of  other  tourist  businesses  in 
the  country,  makes  no  apologies:  "I 
believe  the  right  sort  of  tourism  creates 
opportunities  for  tht  'nity  and 

awareness  of  the  need  i  rvation." 
His  lodge  is  a  labor  of  lo  \  hich  he 


has  spent  $1.2  million  over  four  years.  His 
next  challenge  will  be  to  persuade  travel- 
ers to  overlook  the  governments  offenses 
and  make  the  long  trip  up  to  his  lodge. 
Even  now  Melzer  has  to  get  special  per- 
mits for  his  guests,  as  access  to  the  state  is 
limited  by  the  government. 

Malikha  Lodge's  luxury  does  not  dis- 
appoint. Spread  over  16  acres,  a  main 
lodge,  ten  bungalows  and  a  spa  are 
tucked  away  amid  bamboo  and  woods 
on  a  bluff  overlooking  the  Nam  Lang  River. 
Designed  by  Denniston,  a  Malaysian  firm 
that  has  built  many  hotels  for 
Amanresorts,  the  main  lodge  has  walls 
draped  with  Jim  Thompson  silks,  and  the 
bungalows  feature  400-gallon  teak  hot 
tubs.  A  Swiss  chef  who  studied  at  a  Miche- 


lin-starred  restaurant  cooks  the  meals,  and 
the  head  of  the  spa  used  to  massage  the 
likes  of  Nicole  Kidman  and  Cate  Blanchett 
For  every  guest  there  are  four  staff.  Twc 
elephants  are  available  for  jungle  treks.  Fob 
all  this  (meals  and  treks  included),  Melzei 
plans  to  charge  a  couple  $2,700  for  a  three 
night  stay. 

Arriving  one  afternoon  from  Yangor 
(formerly  Rangoon),  we  depart  the  nexi 
day  at  6:30  a.m.  in  a  chilly  fog.  With  fev 
roads  in  the  area,  our  journey  begins  with 
a  10-mile  hike  through  the  jungle  to  i 
camp  by  the  Nam  Lang.  This  is  the  start  o 
a  623-foot  descent  back  to  the  lodge  ovei 
37  miles  of  water.  As  we  head  off,  we  pas: 
hut  villages  and  a  logging  elephant  on  hi: 
morning  commute  to  work.  Childrer 
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Call  1-800-704-0307  or  visit 
www.holidaygroup.com 
^  Holze  Intern. Invest 
Visit  www.linkedwords.com 
^b  Insure.com,  Inc. 
Visit  www.insure.com 
^b  Intergrity  Rare  Coins 
Visit  www.usgoldbureau.com 
^&NBCS 

Call  1-800-999-SALE  or  visit 

www.NBCSllc.com 

^  Planet  Office  Furniture.com 

Visit  www.planetofficefurniture.com 

^  ROMFAB 

Call  1-818-787-6460  or  visit 

www.fastexercise.com 

•^b  Rosetta  Stone 

Call  1-888-232-8823  or  visit 

www.rosettastone.com/fbs035s 

^b  S.  Eric  Johnson 

Call  1-918-397-0718 

Santa  Ynez  Valley  Real  Estate  Company 
Call  1-800-959-5717 


~f)  Steven  Sears  CPA/Attorney 

Call  1-949-262-1100  or  visit 

www.searsatty.com 

^  The  Private  Placement  Review 

Call  1-270-629-4790  or  visit 

www.privateplacementreview.com 

^  Valef  Yachts 

Call  1-800-223-3845  or  visit 

www.VALEFYACHTS.com 

^  Westminster  Mint 

Call  1-800-301-3868 

^b  Worldwide  Business  Consultants 

Call  1-800-733-2191  or  visit 

www.corbettandkish.com 

Consumer  Products/Services 

Dow  Chemical 
Living.  Improved  daily. 
Visit  www.dow.com 

Economic  Development 

^f]  Michigan  Economic 
Development  Corp. 
Visit  www.michigan.org 

Golf 

^b  Canon 

Call  1-800-OK-CANON 
Hotels 

^  Embassy  Suites  Hotels 

Call  1  -800-Embassy  or  visit 

www.embassysuites.com 

^  Shangri-La  Hotels  and  Resorts 

Visit  www.shangri-la.com 

~^b  The  Peninsula  Hotels 

Visit  www.peninsula.com 

Insurance/Financial  Services 

^b  KeyBank 

Visit  www.key.com 

^  Resources  Global  Professionals 

Call  1-800-900-1131  or  visit 

www.ResourcesGlobal.com 

^  T  Rowe  Price 

Retirement  Funds 

Call  1-800-428-0008  or  visit 

www.ira.troweprice.com 


ForbesLife 

smile  and  yell,  "Hello,  hello!"  as  we  pass. 

The  hike  is  tough.  The  path  is  often  no 
more  than  a  foot-wide  muddy  track 
through  dense  growth,  climbing  steeply 
down  and  up  ravines  to  ford  mountain 
streams.  Thankfully,  the  chilly  air  and  a 
light  rain  keep  insects  away,  but  they  make 
the  trail  a  slippery  mess.  We  cross  paths 
with  a  Rawang  hunter  who  shows  us  his 
homemade  crossbow  and  quiver  of  poi- 
son-tipped bamboo  arrows.  Eight  hours 
later  we  stagger  into  camp,  welcomed  by  a 
table  laden  with  brie  and  crackers,  beef 
stew  and  a  bottle  of  whiskey  (which  soon 
disappears).  Buckets  of  water  heated  over 
the  fire  make  for  jungle  showers.  We  bed 
down  in  sleeping  bags  in  tents. 

We  head  off  the  next  morning  by  raft, 
after  some  safety  instructions.  The  lodge 
provides  a  wet  suit,  safety  helmet,  life 
jacket  and  raincoat,  all  very  necessary. 
Our  head  guide  is  Australian  Pat  O'Keefe, 
a  rafting  veteran  with  a  dozen  years'  expe- 
rience on  Asia's  wildest  rivers. 

The  scenery  is  breathtaking,  from 
wide  flats  of  almost-still  black  water  to 
churning  white  water  or  misty  ravines  of 
fast-flowing  water,  hemmed  in  by  sheer 
black  stone  walls  topped  by  dense  jungle. 
We  are  taunted  by  Hoolock  gibbons,  a  rare 
species  found  only  here  and  in  northern 
India.  But  wildlife  is  somewhat  scarce,  as 
the  jungle  near  the  river  has  been  over- 
hunted.  Larger  mammals  know  to  stay  up 
in  the  hills  or  deep  in  the  jungle. 

After  a  night  camping  on  a  wide, 
sandy  bend  in  the  river,  we  set  off  at  9:30 
a.m.  in  a  drizzle.  xMidmorning  we  stop  at 
a  gold-mining  camp  perched  along  a  rocky 
outcropping,  where  maybe  30  men  jump 
into  the  icy  water  with  suction  hoses  to  suck 
out  gold-laden  debris  from  the  river  bot- 
tom. The  boss  of  the  group  proudly  shows 
us  yesterday's  harvest,  flakes  worth  maybe 
$300  on  the  world  market.  They  won't  get 
even  that  much  for  it  from  the  buyers. 

As  we  get  closer  to  the  lodge,  we 
begin  to  see  more  people— fishermen, 
for  example — and  evidence  of  people. 
There's  erosion  from  where  a  logger 
felled  a  tree  and  and  floated  it  downriver. 
Still,  it's  a  welcome  sight  to  see  the 
Malikha  Lodge's  massive  thatched  roof 
peeking  through  the  bamboo,  and  to 
know  that  a  hot  tub  i        ing.  F 


Getting  There 


You'll  need  a 
Myanmar  visa, 
available  any- 
where the  country  has 
an  embassy.  (The  list 
includes  Paris,  New 
Delhi,  Tokyo  and  Wash- 
ington, D.C.)  You'll  need 
three  passport  photos 
and  a  fee  in  the  neigh- 
borhood of  $20  per 
person.  Allow  one  or 
two  business  days  for 
processing.  No  special 
shots  or  medicine  are 
mandatory,  but  you 
should  take  a  look  at 
cdc.gov/travel  for  advice 
on  antimalarial  drugs. 
The  rafting  trip  entails 
some  Colorado  River- 
level  rapids,  a  handful 
of  them  class  four.  You 
don't  need  rafting 
experience,  but  if  you 
aren't  fit  enough  to  play 
a  brisk  game  of  tennis, 
you  probably  shouldn't 
go.  Weather  limits 
the  rafting  to  just  a 
few  weeks  in  Febru- 
ary/March and  Novem- 
ber/December 

Most  cell  phones 
with  international  roam- 
ing will  not  work  in 
Burma.  Except  in  the 
international  hotels  in 
Yangon,  credit  cards  and 
traveler's  checks  are  not 
widely  accepted.  Nor  are 
there  ATMs.  Small  retail- 
ers in  Yangon  will  be 
happy  to  take  your  dollar 
currency,  but  out  in  the 
sticks  you  will  need  kyat; 
the  Malikha  Lodge  will 
convert  for  you. 

Many  international 
air  carriers  serve  Yan- 


gon's  airport,  or  you  can 
fly  first  to  either 
Bangkok  or  Singapore 
and  get  an  easy  connec- 
tion. There  is  no  way  to 
get  to  the  lodge  without 
staying  overnight  in  Yan- 
gon. Good  hotel  choices 
include  Traders  (owned 
by  the  Shangri-La  chain) 
and  the  Strand  (rather 
like  Raffles  in  Singapore). 
English  is  widely  spoken. 
Hire  a  guide  with  a  car 
and  visit  the  Shwedagon 


Pagoda  at  sunset. 

The  lodge  (go  to 
www.easternsafaris.com) 
can  make  arrangements 
for  the  four-hour  flight 
from  Yangon  to  Putao 
(less  than  $400  for  a  one- 
way ticket).  While  you're 
in  the  air,  read  Rudyard 
Kipling's  poem  "Man- 
dalay,"  just  to  limber  up. 
A  nice  book  on  Burma's 
history  is  The  River  of 
Lost  Footsteps  by  Thant 
Myint-U.  — J.D. 


Spread  over  16  acres,  costing 
$1.2  million  and  set  to  open  this 
year,  Malikha  Lodge  has  been  a 
labor  of  love  for  entrepreneur 
Brett  Melzer.  It  has  twice  the 
staff-to-guest  ratio  of  many 
five-star  resorts. 
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LIFE  INSURANCE  ALERT  FOR  SENIORS 

NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  lnsure.com 

"The  best  Web  site  I've  found..." 

777e  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Kiplinger's 

"...this  site  is  flush  with 
useful  features." 

Forbes.com 

"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 

Insurance  for  Dummies 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use,  (best 
of  all,  it's  free)  is  lnsure.com..." 

Yahoo!  FINANCE 


Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 

Cash  offer:  $100,000 

72  year-old  female:  $750,000  policy 

Cash  offer:  $165,000 

78  year-old  male:  $1,200,000  policy 

Cash  offer:  $408,000 

83  year-old  female:  $2,000,000  policy 

Cash  offer:  $406,000 


•  Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

•  For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

•  How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insute.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


./_ 


Date  of  birth  (MM/DD/YY) 


Coverage 


City  State 

Major  Illness  History:    L  J  Heart  Disease   [  I  Cancer   Q  Diabetes   d  Stroke   D  Other . 

(Ptease  check  all  that  apply.) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561 


Zip 


Ad  Code:  FORBS  4/07 


NOTE:  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states.  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices.  The  National  Association 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled,  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements "  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  wwwnaic  org.  This  message  and  offer  is  void  where  prohibited  by  law.  Insure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  and 
commissions  paid  by  participating  insurance  companies,  life  settlement  providers  and  investors  Copyright  ©  1984-2007  lnsure.com,  Inc.  All  rights  reserved.  CA  agent  #0A13858. 
LA  agent  #200696,  MA  agent  #333509159.  Insure.com,  Inc.  DBA  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com,  Inc.  DBA 
lnsure.com  Insurance  Services,  Inc.  in  UT  under  agent  #90093. 
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He  was  a  hardworking  farm  boy. 

She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stone.  The  fastest  and 
easiest  way  to  learn   ITALIAN  , 


Dynamic  Immersion"  teaches  you  to: 

/^|~\  SPEAK:  Evaluate  your  pronunciation 
through  speech  recognition. 

Q  »\\   LISTEN:  Hear  the  language  spoken  by 
'/   native  speakers. 


<*^>»  READ:  Words  and  images  used  together 
/  |  \    increase  understanding. 


□ 


WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 


I 


Personal  Edition  Solutions  for  ' 
organizations  also  available. 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new  language 
that's  easier  than  you  could  ever  imagine.  Rosetta  Stone  interactive  software  teaches  you  any  of 
30  languages,  all  without  translation,  memorization,  or  grammar  drills.  Our  Dynamic  Immersion 
method  uses  a  combination  of  images  and  words  in  a  step-by-step  process  that  successfully 
replicates  the  experience  of  learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S. 
State  Department,  and  a  variety  of  Fortune  500®  executives  have  made  it  their  language  tool  of 
choice.  That's  also  why  we  can  back  it  with  a  six-month  money-back  guarantee. 


Experience  Rosetta 
for  yourself  with  interacti 
sample  lessons. 
Call  now  for  a 

Free  Demo  CD-ROM 

ur  free  Online  Demo 


Available  for  30  languages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 

The  fastest  way  to  learn  a  language.  Guaranteed.™ 

RosettaStone 

™  dp"" 

1-800-399-6191 

Use  promotional  code  tbs047d  when  ordering 

RosettaStone.com/fbs047d 

Bank  Finance 


Wine  Country 


Investments 


Bank  Says  'NO'?... 
We  Say  'YES'l 

Get  the  Line  you  need  (min  $5 OK). 
No  hassles.  No  gimmicks. 
No  audits.  Personalized  service. 
Very  affordable.  No  upfront  fees. 
We  are  not  Brokers.  Only  B2B. 

Call  Mr.  Weil  (CEO)  800-499-6179 

www.4capitalsolutions.com 

(We  approve  90%  of  all  qualified  businesses) 


Santa  Barbara  Wine  Country 

51 2ac  -  Vineyard  ready.  Next  to  Kendall- 
Jackson.  135ac  leased  cropland.  $8,700,000 
20ac  -  Huge  estate  home,  tennis  ct,  formerly 
owned  by  Forbes  400  member.  $2,795,000 

Santa  Ynez  Valley  Real  Estate  Company, 
800-959-571 7,  www.santaynezvalley.com 


Forbes 


r 


1 


For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


Forbes  Stock  Market  Course 


This  easy-to-read  common  sense 
on-line  guide  to  building  wealth 
includes  13  individual  sections 
covering  fundamental  analysis, 
technical  analysis,  reading  financial 
statements,  tax-favored  strategies, 
fixed-income  securities,  derivatives, 

mutual  funds,  hedge  funds,  and 
much  more.  Purchase  the  full  course 
for  only  $99.95, or  buy  individual 
sections  for  only  $9.95. 


Go  to  www.forbesstockmarketcourse.com 
to  place  your  order  today. 


You  can  charge  your  ad 


GOVT  G0LD@C0ST 

www.USGolrJ8ureau.com 
800-775-3504 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew 
change  your  address  a 
other  customer  service 
visit  our  site  at.... 
www.forbes.com/customerservici 

orcall...800-888-9896 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New'-  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.  FastExercise.com . 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use.  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  It. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


'  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


i  workout  is  for  people  from  10 

Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


Advertisement 

u  s  i  n  e  ss  Classified 


April  16,  2007 


luxury  Yachting 


'  Charter  your  own 
Floating  Villa... 


And  cruise 
among  the 
00  Greek 
lands 


Established  Ln  1969 


You  plan  your  own  itinerary  with  your  captain  ... 
You  select  your  cuisine  with  your  chef  ... 
You  set  your  own  . . .  Pace  ... 

.  AND  IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP! 

VALEF  YACHTS  LTD. 

North  American  Headquarters: 
7254  Fir  Rd,  Ambler,  PA  19002  U.SA. 
Tel:  215-641-1624  •  1-800-223-3845  •  Fax:  215-641-1746 
E-mail:  info(^valefyachts.com  •  Website:  www.valefyachts.com 

International  Headquarters: 
2,  Plotarchou  Hadikonstanti  Str.,  18536  Piraeus,  Greece 
Tel:  30  210  418  2381  •  30  210  418  2392  •  Fax:  30  210  451  8820 
E-mail:  contact@valefyachts.com  •  Website:  www.valefyachts.com 


Marinas  For  Sale 


Forbes 


SUM  DUNK  INVESTING  IN  OIL 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 
still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 
opportunities-crude  oil,  gold, 
stocks  and  bonds-- that  will  make 
and  break  millionaires.  Subscribe 
today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


MARINAS 

3  WATERFRONT  MARINAS 
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$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  www.forbesworfe.com/frb. 
Please  use  savings  code  JN5SAVE. 


You  can  charge  your  ad 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 

Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


Forbes 

Business  Classified 


Business  Publisher 
Seeking  Authors 

Find  out  the  9  Ways  to  Market 
your  Business  by  Publishing  a 
Book.  For  your  free  audio  CD, 
call  our  recorded  message, 

1.866.775.1696,  Ext.  110 

www.amgbook.com/forbes 


For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


TJICLILGIIXS 


On  the  Business  of  Life 


f  Islam  had  saints,  Anwar  Sadat  would  be  foremost.  Almost  singlehandedly  his  courage,  vision  and 
leadership  of  his  countrymen  have  changed  entirely  the  equations  in  a  Mideast  whose  wars  and  oil 
tensions  and  turmoil  have  raged  for  three  decades.  If  Sadat's  heart  fails  under  the  strain  or  from  an 
assassin's  act  before  the  Mideast's  fierce  ferment  evaporates,  his  place  in  the  Arab  pantheon  would  be 
problematical  for  a  very  long  time.  As  one  Saudi  is  quoted  as  saying  "If  he  is  successful,  then  we  all  succeed. 
If  he  fails,  then  he  fails  alone."  —MALCOLM  S.  FORBES  (1980) 


/  saw  the  Arab  map.  It  resembled 
a  mare  shuffling  on,  dragging  its  history 
like  saddlebags,  nearing  its  tomb  and  the 
pitch  of  hell. 

—ADONIS  (ALI  AHMED  SAID) 


Even  the  pyramids  might  one  day 
disappear,  but  not  the  Palestinians 
longing  for  their  homeland. 

— EDUARD  SHEVARDNADZE 


In  Israel,  in  order  to  be  a  realist  you  must 
believe  in  miracles. 

—DAVID  BEN-GURION 


There  is  no  longer  a  way  out  of  our  present 
situation  except  by  forging  a  road  toward 
our  objective,  violently  and  by  force,  over  a 
sea  of  blood  and  under  a  horizon  blazing 
with  fire. 

— GAMAL  ABDEL  NASSER 


When  I  was  first  here,  we  had  the 
advantages  of  the  underdog.  Now  we  have 
the  disadvantages  of  the  overdog. 

—ABBA  EBAN 


You  can't  make  war  in  the  Middle  East 
without  Egypt  and  you  can't  makepeace 
without  Syria. 

—HENRY  KISSINGER 


The  Gulf  War  was  like  teenage  sex.  We  got 
in  too  soon  and  out  too  soon. 

—TOM  HARKIN 


It  is  crystal  clear  to  me  that  if  Arabs  put 
down  a  draft  resolution  blaming  Israel  for 
the  recent  earthquake  in  Iran  it  would 
probably  have  a  majority,  the  U.S.  would 
veto  it  and  Britain  and  France  would 
abstain. 

—AMOS  OZ 

It  is  my  firm  belief  that  I  have  a  link  with 
the  past  and  a  responsibility  to  the  future. 
I  cannot  give  up.  I  cannot  despair.  There's 
a  whole  future,  generations  to  come.  I  have 
to  keep  trying. 

—KING  HUSSEIN  OF  JORDAN 

There's  no  difference  between  one's  killing 
and  making  decisions  that  will  send  others 
to  kill.  It's  exactly  the  same  thing. 

— GOLDA  MEIR 


On  U.S.  Marines  in  Lebanon  (1983): 
If  they've  been  put  there  to  fight,  there  are 
far  too  few.  If  they've  been  put  there  to  be 
killed,  there  are  far  too  many. 

—ERNEST  HOLLINGS 


We  are  capable  of  destroying  America 
and  breaking  its  nose. 

— MUAMMAR  QADDAFI 


It  is  said  that  the  West  had  a  global  policy 
in  regard  to  Islam.  That  is  stupid.  There 
isn't  a  global  Islam. 

— ZBIGNIEW  BRZEZINSKI 


In  America,  unlike  Europe,  there  is  both 
a  peculiarly  immediate  sense  of  hostility 
and  a  coarse,  on  the  whole  unnuanced, 
attitude  toward  Islam. 

—EDWARD  SAID 


I've  just  come  back  from  Mississippi  and 
over  there  when  you  talk  about  the  West 
Bank  they  think  you  mean  Arkansas. 

—PATRICK  BUCHANAN 


A  Text ...  

For  by  wise  counsel  thou  shalt 
make  thy  war:  and  in  multitude  of 
counselors  there  is  safety. 

—PROVERBS  24:6 

Sent  in  by  Tom  Frantz,  San  Diego,  Calif. 
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responsibility. 


3  touches  like  a  power  rear  sunshade  and  rain-sensing 
rs,  more  interior  space  than  a  BMW  760Li-wow,  who 
w  being  responsible  could  feel  so  indulgent?  That's  the 
ius  ot  the  Hyundai  Azera.  And  a  couple  of  years  down 


the  road,  when  a  lot  of  luxury  cars  really  start  to  eat  into 
your  capital,  Azera  looks  even  smarter.  Because  it  comes 
with  America's  Best  Warranty,10  years/100,000  miles*  The 
Azera  starts  at  $25,395.**  Learn  more  at  HyundaiUSA.com. 


dai  Advantage:"  See  dealer  for  LIMITED  WARRANTY  details.  Limited  model  shown,  $30,545.  "MSRP  for  SE 
I.  MSRPs  include  freight;  exclude  taxes,  title,  license,  and  options.  Dealer  price  may  vary.  Hyundai  and  Hyundai 
I  names  are  registered  trademarks  of  Hyundai  Motor  America.  All  rights  reserved.  ©2007  Hyundai  Motor  America. 
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Putting  Accenture's 
research  to  work. 

Thomas  Cook 
High-performance  operations,  delivered. 

A  163-year-old  brand  with  many  owners  over  the 
years,  Thomas  Cook  UK  &  Ireland  was  a  respected 
but  complex  decentralized  travel  services  business 
in  need  of  a  return  to  profitability.  In  an  innovative 
co-sourcing  arrangement  with  Accenture,  the 
company  created  a  shared  services  center  to 
consolidate  its  widely  dispersed  IT,  finance  and 
HR  administration  operations.  Responsibility  for 
strategy  and  policy  was  retained  by  Thomas  Cook, 
with  Accenture  facilitating  operations  management. 
In  16  months,  the  company  removed  £140  million 
in  operational  costs,  helping  to  achieve  an  £83 
million  turnaround,  establishing  Thomas  Cook  as 
a  high-performance  player  in  the  competitive  UK 
travel  business. 


Wyeth 

High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative  new 
medicines,  Wyeth's  research  &  development 
leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers 
new  molecular  entities  and  moves  them  through 
preclinical  development  and  clinical  trials.  The 
companies  designed  and  implemented  vast  changes 
to  streamline  operations  and  dramatically  improve 
the  effectiveness.of  Wyeth's  proven  R&D  organization. 
Now,  three  years  into  the  initiative,  the  productivity 
of  Wyeth's  drug  discovery  effort  has  risen  400  percent, 
early  clinical  trial  cycle  times  have  been  cut  by 
60  percent,  and  a  new  high-performance  model 
for  outsourcing  clinical  data  management  is 
substantially  reducing  costs  by  about  50  percent. 


:now  wl 


:akes  to 


high  performers  aren't  defined  by  what  they  do  to 
h  the  top,  but  what  they  do  to  stay  there.  It's  what 
e  call  continuous  renewal  and  it's  one  key  finding  from 
jr  proprietary  research  into  the  world's  most  successful 
Dmpanies.  For  an  in-depth  look  at  our  study  of  and 
<perience  with  high  performers,  visit  accenture.com/research 

insulting  •  Technology  •  Outsourcing 
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High  performance.  Delivered 
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The  Spokane  Arb  Play 

DON'T  TELL  STEVE  FORBES,  BUT  HE  COULD  CUT  MY  PAY  25%. 
The  way  to  do  it  is  to  move  the  magazine  from  Manhattan  to 
eastern  Washington.  I  would  save  some  of  my  federal  taxes  and 
all  of  my  skyline-high  New  York  state  and  city  taxes.  I  could  live 
in  twice  the  housing  for  half  the  money.  The  air  in  Spokane  is 
cleaner.  It  would  probably  be  easier  for  my  kids  to  get  into  a 
hoity-toity  college,  since  smart  high  schoolers  are  a  dime  a  dozen 
in  New  York  City  and  its  environs. 

The  continued 
strength  of  big-city 
real  estate  prices 
has  baffled  all  sorts 
of  experts.  Robert 
Shiller,  the  Yale 
economist  whose 
bearish  call  on 
Nasdaq  was  so 
perfectiy  timed  in 
2000,  was  too  early 
in  saying  home 
prices  in  hot  markets  are  due  for  a  crash.  In  1983  this  magazine 
had  a  story  about  telecommuting,  illustrated  by  a  vacant  freeway. 
A  bit  premature. 

But  economic  tsunamis  take  a  while  to  arrive.  The  arbitrage 
between  Chinese  and  American  wages  that  became  possible  in 
1979  is  only  now  becoming  apparent  to  every  factory  worker.  So 
it's  still  possible  that  tumbleweeds  will  arrive  in  New  York.  Possi- 
ble tipping  point:  The  alternative  minimum  tax,  which  makes 
state  and  city  taxes  nondeductible  on  federal  returns,  finally 
catches  up  with  New  Yorkers  and  the  pampered  municipal 
employees  who  ride  on  their  backs. 

Take  a  look  at  our  survey  of  hot  spots  for  careers  and  busi- 
ness, which  begins  on  page  78.  Did  you  know  that  Rome,  Ga.  has 
two  hospitals  and  a  symphony  orchestra  (of  sorts)?  If  entrepre- 
neurs can  leave  San  Diego  to  set  up  shop  in  Spokane,  then  doctors 
can  depart  Philadelphia  for  Pittsfield  and  programmers  can  exit 
Silicon  Valley  for  cheaper  living  anywhere.  Business  taxes  and 
rent  are  a  secondary  consideration.  The  big  item  is  payroll.  The 
costs  and  unpleasantries  of  big-city  living  get  incorporated  into 
salaries. 

If  you  are  ready  to  chuck  your  rat-race  career  for  something 
in  the  boondocks,  take  inspiration  from  Life  2.0,  by  FORBES  Pub- 
lisher Rich  Karlgaard.  Alternatively,  you  could  stay  put  and  hedge 
with  your  investment  portfolio.  A  drift  of  jobs  away  from  cities 
would  kill  real  estate  prices  generally,  since  urban  prices  are  a 
function  of  land  scarcity,  but  prices  in  the  countryside  are  deter- 
mined by  building  costs.  On  page  114  columnist  lames  Grant 
tells  you  how  to  sell  real  estate  short. 

EDITORi 
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Suffer  the  Children 

Being  both  a  lawyer  and  the  parent  of  a 
special-education  student  I  was  attracted  to 
"Autism:  The  Lawyers  Cash  In"  (Apr.  9,  p.  88). 
The  story  describes  a  lawyer  who  collected  a  $1.6 
million  legal  fee  in  California,  where  the  local 
government  apparently  conceded  that  it  had  vi- 
olated the  rights  of  an  autistic  child  and  his  par- 
ents. The  story  says  that  "parents  usually  hire 
lawyers  if  they  are  going  after  big-ticket  items 
like  private  school  tuition."  The  dedicated  peo- 
ple who  work  in  special  education  on  all  sides 
resolve  most  cases  long  before  anyone  thinks 
about  hiring  a  lawyer.  Those  who  work  for  school 
districts  see  their  job  as  delivering  the  services 
these  children  are  entitled  to  under  federal  law. 

The  most  enraging  comment  in  the  story 
is  from  an  educational  analyst  who  says  that 
"Better-off  parents  learn  how  to  work  the  system.  They  find  doctors  to  make  these 
diagnoses."  Common  sense  would  tell  you  with  annual  tuitions  of  $50,000  a  year 
for  private  schools — about  what  an  attorney  working  for  the  system  could  expect 
to  earn  per  year — that  the  local  school  boards  are  very  well  equipped  to  contest 
any  meritless  applications.  How  about  the  real  story  of  the  financial  impact  of 
special  education — the  children  who  will  graduate  from  high  school  and,  for  some, 
college  and  become  productive  members  of  society?  How  much  will  government 
save  not  needing  to  support  these  children  for  the  rest  of  their  lives? 

CHARLES  FIORE 

New  York,  KY. 


Chemical  Insight 

"Patient,  Fix  Thyself"  (Apr.  9,  p.  80)  dan- 
gerously suggests  that  CBT  can  fix  all 
depressions.  Six  years  ago  I  descended 
into  major  depression  and  had  suicidal 
thoughts.  When  I  finally  got  to  a  hospital, 
endocrinologists  found  I  was  missing  a 
secondary  thyroid  hormone.  Within 
weeks  of  taking  a  replacement  hormone 
my  illness  was  reversed  and  my  life 
returned  to  normal.  Depression  can  have 
a  physical  cause,  like  mine,  and  CBT  with- 
out accompanying  medical  evaluation 
could  be  fatal. 

ARTHUR  (BUGS)  BAER 
Madison,  Conn. 

Forgotten  Assets 

I  read  with  interest  your  recent  story 
on  Jeremy  Grantham  and  GMO  (Apr.  9, 


p.  62).  I  was  a  bit  curious  that  there  was 
no  mention  of  GMO  managing  assets 
for  Vanguard.  The  firm  has  managed 
Vanguard  U.S.  Value  Fund  (no  load, 
0.39%  expense  ratio,  $3,000  minimum) 
since  its  inception  in  2000. 

JOHN  S.  WOERTH 
Principal,  Public  Relations 
The  Vanguard  Group 
Valley  Forge,  Pa. 


Spelling  Bee 


In  -"Meeting  the  Halal  Test"  (Apr.  16, 
p.  82)  we  misspelled  the  name  of  Nestle 
Malaysias  halal  chief.  It's  Othman  Mohamad 
Yusoff,  not  Othman  Muhammed  Youssef. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/lerters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Fart  and  Comment 


iBy  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding! 


J 


Right  Man  for  Our  Times 


RUDY  GIULIANI  WOULD  MAKE  A  SUPERB  PRESIDENT.  HE  COMBINES 
Reaganesque  vision  with  extraordinary  attention  to  detail.  He  is 
;trong  on  national  security  and  also  has  the  principles  and  policies 
o  strengthen  the  economy.  He  is  a  tax  cutter  and  a  foe  of  the  fed- 
eral income  tax's  complexity. 

He  is  a  fervent  free  trader,  much  needed,  as  global  protection - 
st  pressures  are  rising.  He  has  also  demonstrated  an  antipathy 
oward  unnecessary  regulation.  If  Sarbanes-Oxley  hasn't  been 
imended  by  the  time  Giuliani  takes  office,  he  will  push  hard  to 
■emove  its  counterproductive  elements. 

While  I  disagree  with  him  in  certain  areas — I  am  pro-life,  and 
le  is  pro-choice — he  has  made  it 
bundantly  clear  that  he  would  ap- 
point John  Roberts/Samuel  Alito- 
ype  judges  to  the  federal  bench. 

Rudy  Giuliani  is  not  afraid  of  try- 
ng  to  do  Big  Things.  He  successfully 
ackled  the  welfare  mess  in  New  York 
Dity,  even  before  the  welfare  reform 
ict  of  1996.  By  the  time  he  was 
hrough,  welfare  rolls  had  been  cut 
learly  60% — this  in  one  of  the  most 
iberal  cities  in  the  country.  He  did  it 
vith  bold  policies  that  fought  fraud 
nd  emphasized  work — welfare  cen- 
ers  were  renamed  "job  centers" — 
nd  relentless  follow-through.  In  short,  he  is  not  afraid  to  pursue 
najor  structural  changes,  even  in  the  face  of  the  conventional 
visdom  and  an  entrenched  status  quo  political  establishment. 

Giuliani  did  the  same  thing  with  regard  to  the  police  depart  - 
nent.  His  basic  principle  was  the  broken-window  theory:  If  you 
lon't  fix  one  window  in  the  building,  another  will  be  broken  and 
hen  another,  and  eventually  the  whole  block  will  be  lost.  So  the 
■iYPD  changed  direction  fundamentally:  It  actively  made  arrests 
or  seemingly  small  offenses,  such  as  subway-turnstile  jumping. 
)ften  a  perp  would  be  found  carrying  an  illegal  weapon  and, 
herefore,  faced  serious  jail  time.  The  word  quickly  went  out: 
)on't  carry  weapons.  The  arrests  helped  Giuliani's  crusade  to 
educe  New  York  City's  murder  rate,  which  dropped  an  astound- 
ing two-thirds  while  he  was  in  office. 

Giuliani  also  forced  an  unprecedented  degree  of  accounta- 
bility on  the  NYPD,  using  high-tech  software.  Precinct  com- 
*  landers  knew  quickly  how  much  crime  was  taking  place  in 
neir  areas.  Those  who  didn't  take  measures  to  prevent  it  were 
acked.  If  an  area  showed  an  upsurge  in  crime,  the  department 


After  the  opening  bell  ceremonies  (above)  at  Nasdaq  on 
Mar.  28,  SF  endorsed  Rudy  Giuliani  for  President,  a 
visionary  who  relishes  taking  on  tough  challenges. 


would  rapidly  throw  in  extra  resources  to  combat  it. 

The  change  in  the  tone  of  city  life  was  remarkable  to  behold, 
epitomized  by  Giuliani's  mammoth  efforts  to  clean  up  Times 
Square,  an  area  once  rife  with  crime  and  derelict  buildings.  Today 
it  is  thriving  and  attracts  millions  of  visitors  every  year. 

While  crime  declined  around  the  country,  no  major  city 
came  close  to  matching  New  York's  strides.  Giuliani's  police  poli- 
cies were  critical. 

What  Rudy  Giuliani  did  to  improve  quality-of-life  condi- 
tions and  to  decrease  crime  and  welfare  dependency  is  well- 
known.  But  he  was  also  an  effective  fiscal  conservative.  When 
he  took  office  the  city  faced  a  hor- 
rendous deficit.  He  was  strongly 
advised  to  raise  taxes  in  order  to  deal 
with  the  emergency.  The  new  mayor 
made  the  point  that  he  was  not  a  tax 
booster  by  sending  those  proposals 
to  the  dumpster.  Instead,  he  cut  taxes 
and  spending.  Giuliani  kept  the  aver- 
age growth  of  government  spending 
at  nearly  half  the  growth  of  the  city 
economy.  That  restraint  was  in  stark 
contrast  to  the  growth  in  federal 
spending  and  the  even  greater 
spending  binges  by  New  York  States 
government. 

Giuliani  cut  or  eliminated  23  taxes.  The  top  rate  for  the  city  in- 
come tax,  for  instance,  was  knocked  down  by  21%.  The  overall  tax 
burden  for  a  New  York  City  resident  went  down  a  remarkable  17%. 

Giuliani  was  also  successful  in  battling  a  bloated  bureau- 
cracy. While  he  deliberately  increased  the  numbers  of  police 
and  teachers,  he  whacked  away  at  the  employment  rolls  every- 
where else.  The  overall  number  of  city  workers  went  down  3% 
during  his  time  in  office.  Even  more  meaningful,  outside  of  the 
police  and  teachers,  the  number  of  city  employees  went  from 
117,000  to  97,000. 

During  Giuliani's  tenure  the  Big  Apple's  economy  blossomed: 
423,000  new  jobs  were  created.  More  people  were  moving  into 
the  city  than  leaving  it.  That  he  achieved  so  much  going  against  a 
generations-old  spend-tax-welfare  political  ethos  is  astonishing. 

And,  of  course,  his  response  to  9/1 1  is  legendary — and  righdy 
so.  For  months  afterward  he  was  at  Ground  Zero  several  times  a 
day — every  day — guiding  and  overseeing  the  heroic  rescue  and 
cleanup  efforts. 

Learn  more  about  Rudy  Giuliani  at  www.JoinRudy2008.com. 
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Fact  and  Comment 


Pointless  Posturing 


THIS  NEW  YORK  TIMES  HEADLINE  UNDERSCORES  AN  ONGOING 
political  futility— the  idea  that  we  can  legislate  away  the  influence 
of  special  interests  on  our  government.  The  reason  lobbyists 
swarm  Washington  is  that  the  federal  gov- 
ernment has  so  much  power  over  our  lives 
and  the  nation's  economy  The  feds  spend 
almost  $3  trillion  a  year.  They  regulate 
countless  areas,  including  health  care,  secu- 
rities, education,  road  building  and  on  and 
on.  If  you  don't  limit  Washington's  reach, 
people  in  groups  will  find  ways  to  influence 
the  institutions  that  have  so  much  influence 
over  them. 

Restricting  lobbyists'  abilities  to  overtly  lunch  with  lawmakers 
is  similar  to  legislating  against  mosquito  bites  in  fetid  swamps. 
Washington  politicians  may  deplore  the  ever  expanding 


CONGRESS  FINDS 
WAYS  OF  AVOIDING 
LOBBYIST  LIMITS 


army  of  lobbyists  invading  the  Capitol,  but  they  are  loath  to  do 
anything  meaningful  about  the  reasons  they're  there. 

Junking  the  9-million-word  federal  income  tax  code  and 
replacing  it  with  a  simple  flat  tax  would  put 
about  half  the  lobbyists  out  of  work. 

Removing  barriers  to  Health  Savings 
Accounts  and  introducing  the  concept  to 
Medicaid  and  Medicare — that  is,  letting 
patients  control  more  of  their  health  care  dol- 
lars— would  also  sharply  reduce  the  power 
and  pelf  of  big  government. 

And  how  about  letting  young  people 
have  their  own  personal  accounts  within  a  revised  Social  Security 
system? 

But  these  and  other  measures  are  not  likely  to  come  about 
until  we  get  a  new  President — like  a  Rudy  Giuliani. 


-New  York  Times 


More  Political  Posturing 


DEMOCRATS  LOVE  TO  PRESENT  THEMSELVES 
as  protectors  of  Social  Security.  But  that  pose 
was  made  preposterous  recently  when  the 
Senate  voted  against  a  proposal  that  would  have 
saved  current  Social  Security  surpluses  for 
future  benefits  instead  of  spending  the  money 
right  now,  as  is  the  current  practice.  The  so- 
called  Social  Security  Trust  Fund  is  given  a  non- 
marketable  IOU  from  the  Treasury  Department. 
Trouble  is,  when  those  IOUs  come  due, 
Washington  will  have  to  get  the  money,  either 
from  increasing  taxes  or  from  more  borrowing. 

Senator  Jim  DeMint  (R-S.C.)  had  introduced  an  amend- 
ment to  the  budget  resolution  that  would  have  made  possible  the 
creation  of  a  reserve  fund  for  these  temporary  surpluses,  which 
will  continue  to  run  until  2017,  when  benefits  will  then  exceed 
revenues.  Congress  has  already  spent  $2  trillion  of  Social  Secu- 
rity funds  on  other  government  programs  since  the  mid-1980s. 


So  here  was  a  way  to  save  money  for  the 
Social  Security  system. 

Yet  DeMint's  Senate  amendment  was 
beaten  52-45.  Only  one  Democrat  voted  in 
favor  of  it.  For  all  their  pious  palaver  as  res- 
olute friends  of  Franklin  Roosevelt's  creation, 
Democrats  would  prefer  to  spend  today's  sur- 
pluses at  the  expense  of  making  the  systemi 
sounder  for  tomorrow's  beneficiaries. 


Anti-surplus  raider  DeMint. 


A  couple  of  years  ago  DeMint,  along 
with  Representative  Paul  Ryan  (R-Wis.),  introduced  legislation 
that  would  have  allowed  workers  to  have  a  proportionate  share: 
of  Social  Security  surpluses  put  into  their  own  personal  retire- 
ment accounts  and  be  invested  in  marketable  Treasury  bonds. 
Workers,  not  Washington  politicians,  would  own  the  money. 
No  surprise,  that  idea  went  nowhere. 


En-Light-ening  Tale 


Fear  &  Greed— by  Lawrence  Light  (Leisure  Books,  $6.99).  FORBES 
editor  Light  follows  his  triumphant  debut  (Too  Rich  to  Live,  his  first 
book,  won  critical  praise)  as  a  mystery  writer  with  this 
new  effort,  a  Wall  Street  version  of  Midas'  golden 
touch.  Three  sisters  have  invented  a  computer  pro- 
gram, dubbed  Goldring,  which  reportedly  comes  up 
with  stocks  that  are  about  to  soar.  Goldring  ignites 
the  murderously  greedy  instincts  of  almost  everyone. 

The  book  is  rich  in  characters,  from  obtusely 
idiotic  editors  and  their  prissy  assistants  to  blood- 
thirsty Russian  thugsters,  a  5-foot  2  maniacal  gam- 
ing mogul  on  the  verge  of  going  broke,  a  smarmy 


priest  filled  with  wealth  envy  and  a  British-accented,  phan- 
tomesque  assassin.  The  mayhem  Goldring  triggers  almost  makes 
one  ready  to  retreat  to  a  monastery. 
Excerpt:  As  long  as  Karen  had  been  a  journalist,  she 
was  perennially  amazed  at  what  people  blurted  out. 

"Hey,  Erica  likes  the  young  meat  [Mick  said]. 
What  can  I  say?  She's  pretty  good  for  an  older  babe. 
You  know  how  they  are  when  they  get  to  that  age.  It's 
great.  They  don't  swell" — he  patted  his  stomach— 
"they  don't  tell,  and  they're  grateful  as  hell." 

"Interesting  assessment."  Karen  felt  tempted  to  rip 
his  earring  off.  F 
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ler  Comments 


The  most  effective  way  to  ensure  the  value  of  the  future  is 
to  confront  the  present  courageously  and  constructively. 

— ROLLO  MAY 


Worked  Up  Tax  Freedom  Day  will  arrive  on  April  30  this 
year.  That  means  Americans  will  work  four  months  of  the  year 
before  they  have  earned  enough  money  to  pay  this  years  tax 
obligations  at  the  federal,  state  and  local  levels.  Americans  will 
work  longer  to  pay  for  government  (120  days)  than  they  will  for 
food,  clothing  and  housing  combined  (105  days).  Since  1986 
taxes  have  cost  more  than  these  basic  necessities.  In  fact,  Ameri- 
cans will  work  longer  to  afford  federal  taxes  alone  (79  days)  than 
they  will  to  afford  housing  (62  days). 

Although  government  is  by  far  the  most  expensive  thing 
Americans  buy,  there  is  one  category  of  spending  that  has  grown 
faster  than  taxes:  health  care.  The  number  of  days  Americans 
worked  to  pay  for  medical  service  jumped  from  29  days  in  1982 
to  52  this  year,  a  23-day  increase  in  25  years.  That's  almost  an 
extra  day  of  work  each  year. 

—SCOTT  A.  HODGE,  president,  and 
CURTIS  S.  DUBAY,  economist,  Tax  Foundation 

Run,  Rudy,  Run!  Rudy  Giuliani  may  call  himself  pro- 
choice.  He  may  have  signed  legislation  mandating  benefits  to  gay 
couples.  He  may  have  been  a  supporter  of  gun  control.  But  more 
than  any  other  candidate  in  the  race,  Rudy  Giuliani  is  a  liberal-slayer. 
When  he  rejects  liberal  orthodoxy,  he  doesn't  just  oppose  it.  He  goes 
to  war  with  it.  His  success  in  turning  New  York  around  wasn't  merely 
a  matter  of  changing  policies.  He  had  to  sustain  those  policies  when 
they  came  under  deliberate,  systematic  and  unrelenting  assault  by 
the  city's  liberal  elite.  In  case  after  case,  he  refused  to  accept  the  veto 
of  liberal  public  opinion.  He  drove  porn  shops  out  of  residential  neigh- 
borhoods, even  though  his  administration  had  to  fight  more  than 
30  lawsuits  on  the  matter.  He  crusaded  against  bilingual  education, 
a  disastrous  policy  that  had  gone  unquestioned  in  this  city  for  decades. 
And  most  important,  he  stood  up  for  the  police  department  against 
any  and  all  attacks— which  were  incessant  and  incredibly  unjust. 


"It's  that  same  dream,  where  I'm  drowning  in  a  bowl  of  noodles." 


We're  going  to  hear  a  lot  about  how  rude,  abrasive,  arrogant, 
high-handed,  combative,  isolated,  difficult  and  aggressive  Rudy 
Giuliani  was  as  mayor.  And  yet  he  was  the  key  factor  in  turning 
New  York  into  the  safe,  clean,  pleasant,  polite,  neighborly  and 
genuinely  nice  place  it  was  when  we  were  attacked  on  9/ 1 1 . 

—JOHN  PODHORETZ,  New  York  Post 

Milking  Customers  The  U.S.  dairy  program: 

administered  through  federal  and  state  governments,  subsidizes 
milk  production  and  regulates  dairy  prices.  The  current  system 
costs  taxpayers  more  than  $4  billion  per  year  in  subsidies  and 
adds  millions  of  dollars  to  the  grocery  bills  of  American  con 
sumers  and  to  the  costs  of  food  product  manufacturers. 

— SALLIE  JAMES,  Gato  Institute 

A  Way  to  Truth  The  only  way  to  reach  truth  is  through 
open  debate.  It  is  the  foundation  of  any  workable  democracy.  If  one 
set  of  opinions  is  allowed  to  suppress  others,  by  force  or  by  fear  oi 
force,  then  the  permanent  discussion  that  should  permeate  any  free 
and  democratic  society  ends.  Only  the  freedom  to  challenge  and 
debate  can  overthrow  prejudice.  Coercion  does  not  secure  convic 
tion,  but  merely  suppresses  dissent. 

Freedom  of  speech  is  a  way  to  truth,  a  bulwark  against  tyranny 
and  a  sign  of  the  value  we  place  on  the  human  capacity  to  judge 
From  Socrates  onward,  the  best  of  the  western  moral  and  political 
tradition  has  rested  on  the  right  of  people  to  question,  however  un 
comfortable  the  questions  may  be.  There  is  no  courage  and  little 
benefit  in  telling  society  what  it  wants  to  hear.  Courage  lies  in  say 
ing  what  society  wishes  to  ignore. 

—MARTIN  WOLF,  Financial  Time 

Competitive  Edge  Half  the  wealth  our  nation  has  evei 
produced  was  generated  in  the  last  25  years  or  so.  With  the  recenl 
passing  of  Milton  Friedman  and  Ronald  Reagan,  we've  lost  two  greal 
champions  of  the  free-enterprise  and  free-trade  policies  that  helped 
lay  the  groundwork  for  the  last  two  decades  of  low  unemployment 
and  low  inflation,  fostering  the  growing  class  of  working  families 
who  own  stocks,  bonds  and  property.  The  answers  to  our  challenges 
in  today's  global  marketplace  can  be  found  in  sound  money,  lowei 
tax  rates  on  capital  and  labor,  an  easing  of  regulatory  burdens,  and 
the  welcoming  of  foreign  investment  and  trade.  Isolationism  and 
protectionism  are  not  worthy  of  21st  century  America. 

—JACK  KEMP,  Wall  Street  Journal 

Give  and  Take  "If  something's  free,  I'll  take  two,"  a  men- 
tor of  mine  once  said.  His  point  was  that  people  don't  value  things 
they  don't  pay  for,  especially  things  the  government  "gives"  them. 

— EDWIN  J.  FEULNER,  president 
Heritage  Foundation,  Chicago  Sun-Times  P 
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Promise  what  we  deliver. 
Deliver  what  we  promise.That's 

certainty 


Critical  situations.  Ruthless  competition.  Unforgiving  customers.  Thankfully  you  can  be  absolutely 
sure  of  your  IT  solutions  with  Tata  Consultancy  Services  (TCS).  As  one  of  the  world's  fastest  growing 
technology  and  business  solutions  providers,  TCS  has  built  a  reputation  of  delivery  excellence  based 
on  world-class  IT  solutions  that  are  on  time,  within  budget  and  consistently  deliver  superior  quality. 
So,  it  comes  as  no  surprise  that  we  pioneered  the  concept  of  the  Global  Network  Delivery  Model. 
Developed  Innovation  Labs  and  Solution  Accelerators.  Achieving  a  level  of  delivery  excellence  that 
provides  greater  value  to  our  customers  and  is  the  industry  benchmark.  Enabling  our  clients  to 
experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 
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Current  Events 


By  Paul  Johnson 


The  Menace  of  the  Lobby 


N  MY  VIEW  THE  GREATEST  THREAT  TO  DEMOCRACY  TODAY 
:omes  not  from  totalitarian  ideology  but  from  within  itself — 
rrom  the  ever- increasing  power  of  well-organized  lobbies. 

Take  Britain.  In  the  early  1960s  Prime  Minister  Harold  Macmil- 
an  used  to  say,  "There  are  three  bodies  no  sensible  man  directly  chal- 
enges:  the  Roman  Catholic  Church,  the  Brigade  of  Guards  and  the 
National  Union  of  Mineworkers."  Half  a  century  later  things  are  very 
lifferent  The  Brigade  of  Guards  has  seen  its  influence  contract  as  the 
irmed  services  have  shrunk  The  mineworkers'  union  has  almost  ceased 
o  exist,  thanks  to  the  follies  of  its  leaders.  And  even  the  Catholic  Church 
n  Britain,  demoralized  by  falling  attendance,  is  no  longer  militant, 
rhe  new  Big  Three  are  the  mullahs,  the  gays  and  lesbians,  and  the 
3reens.  They  constitute  by  far  the  most  important  lobbies  in  Britain — 
s\d  nearly  always  get  what  they  want,  irrespective  of  the  voters'  views. 

This  spring  the  gay-and-lesbian  lobby  took  on  one  of  the  old  Big 
Three  in  a  head-on  battle  over  adoption.  Roman  Catholic  adoption 
.gencies  had  hitherto  refused  to  grant  adoption  to  same-sex  couples. 
Jnder  pressure  from  the  lobby  a  statute  was  presented  to  Parliament 
a  make  such  refusals  unlawful.  Despite  strong  protests  from  the  Cath- 
>lic  Church,  backed  by  other  Christian  bodies,  the  New  Labour  Party 
•assed  the  bill.  This  was  a  straightforward  confrontation  between  two 
lowerful  bodies,  and  the  lobby  won  hands  down.  The  lobby  proved 
:  had  more  influence  than  the  Archbishop  of  Westminster. 

It  is  significant  that  the  mullahs  provided  little  help  on  this 
isue,  even  though  they  are  opposed  to  homosexuality.  Had  the 
lullahs  also  opposed  the  bill,  it  likely  would  have  been  dropped. 
Muslims  are  concentrated  in  many  large  Midlands  and  northern 
ities  and,  in  effect,  control  certain  New  Labour  MPs. 

Instead  the  mullahs  devote  their  efforts  to  pushing  through  leg- 
lation  that  could — depending  on  how  high  the  courts  set  the  bar — 
lake  criticizing  Muslim  activities  and  franchises  virtually  impos- 
ble.  The  notion  of  the  "hate  crime"  has  now  been  established  in 
nglish  law.  Thanks  to  the  mullahs,  anyone  daring  to  subject  the 
lluslim  faith  to  the  the  same  kind  of  harsh  analysis  brought  to  bear 
n  Christianity  or  Judaism  could  be  convicted  as  a  "hate  criminal." 
et  such  is  the  power  of  the  Islamic  lobby  that  Muslims  who  them- 
;lves  stir  up  hatred — for  instance,  by  circulating  the  notorious  anti- 
emitic  tract  the  Protocols  of  the  Learned  Elders  ofZion — remain 
Inmolested.  It's  well-known  that  the  police  are  reluctant  to  apply 
ate  laws  to  Muslim  clerics,  fearing  violence  and  rioting. 

Iritain's  Most  Formidable  Lobby 

>nly  a  few  years  ago  the  Greens  were  merely  a  fringe  group;  today 
hey  are  at  the  center  of  British  politics.  This  is  largely  because  of 


the  backing  they  have  received  from  a  majority  of  scientists  over 
the  issue  of  global  warming,  especially  the  unproved  theory  that  it 
is  caused  largely  by  human  activities.  The  Royal  Society,  the  most 
prestigious  of  British  scientific  institutions,  has  thrown  its  weight 
strongly  behind  the  Greens.  Scientists  who  are  known  to  be  skep- 
tical of  global  warming  find  it  hard  to  get  academic  jobs  and 
impossible  to  receive  university  funding  for  their  research.  If  they 
turn  to  industry  for  funding,  they  are  savagely  denounced  in  the 
media  by  the  Greens  as  being  in  the  pay  of  private  interests. 

How  many  Greens  are  there?  It  is  assumed  they  number  in 
the  millions.  Enough,  anyway,  for  Gordon  Brown,  the  soon-to-be 
prime  minister,  and  David  Cameron,  the  Tory  leader,  who  both 
are  in  search  of  votes,  to  become  fervent  Green  sympathizers. 

The  environmental  fervor  of  most  Greens  borders  on  fanati- 
cal. Some  call  for  the  denial  of  climate  change  to  be  made  a  crim- 
inal offense,  along  the  lines  of  legislation  in  European  countries 
that  makes  denial  of  the  Holocaust  unlawful.  Within  the  govern- 
ment and  the  New  Labour  majority  in  Parliament  their  influence 
is  overwhelming.  As  a  result  a  mass  of  legislation  is  being  turned 
into  law,  subjecting  any  activities  that  increase  greenhouse  gas 
emissions  or  are  seen  as  "crimes  against  nature"  to  severe  finan- 
cial penalties.  These  new  laws  are  already  damaging  industry.  It 
won't  be  long  before  all  households  feel  their  effects. 

Freeing  Parliament  From  Slavery 

The  power  of  the  lobbies  runs  contrary  to  the  central  principle 
of  democracy,  which  is  that  every  adult,  regardless  of  birth,  posi- 
tion and  wealth,  has  a  vote,  and  all  votes  are  equal.  Under  the 
lobby  system,  if  you  belong  to  a  religious  group  or  a  profession  or 
hold  a  belief  represented  by  a  powerful,  well-organized  pressure 
group,  you  count  for  more  than  your  fellow  citizens  outside  these 
groups.  As  in  George  Orwell's  Animal  Farm,  "All  animals  are 
equal,  but  some  animals  are  more  equal  than  others." 

We  must  devise  ways  to  control  the  lobby  menace,  which  in 
Britain  is  making  a  mockery  of  democracy.  Lobbies  also  hold 
sway  in  America,  especially  under  a  weak  President.  I  wish  some 
of  our  leading  political  scientists  at  the  various  think  tanks  would 
apply  their  minds  to  this  problem. 

During  the  reign  of  George  III  a  famous  motion  passed  the 
House  of  Commons:  "The  influence  of  the  crown  has  increased, 
is  increasing  and  ought  to  be  diminished."  I  wish  a  similar  one, 
with  the  word  "lobby"  substituted  for  "crown"  could  be  passed 
today.  But  there's  no  chance  of  that  happening,  for  the  lobbies  are 
in  power,  and  Parliament  is  their  slave.  F 
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Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co., 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Godly  Work 


WORK  IS  ABOUT  THE  CREATION  OF  VALUE."  THIS  IS  A  NICE 
quote.  If  pressed,  you  might  guess  it  was  a  pet  phrase  of  Peter 
Drucker  or  Jim  Collins  or  some  other  famous  business  guru.  But 
it  was  popularized  by  Dallas  Willard,  a  philosophy  professor. 
Willard  taught  at  the  University  of  Wisconsin  and  later  ran  the 
School  of  Philosophy  at  the  University  of  Southern  California 
during  the  early  1980s.  He  is  on  sabbatical  now  and  spends  most 
of  his  time  writing  and  occasionally  lecturing  on  a  vexing  sub- 
ject: How  should  people  who  call  themselves  Christians  conduct 
their  lives  in  the  secular  world?  This  is  a  good  question  and  a 
very  serious  matter  for  people  of  any  faith. 

Most  pastors,  priests,  rabbis  and  imams  who  speak  about 
faith  and  work  make  a  terrible  hash  of  it.  Listening  to  them  is  like 
hearing  a  eunuch  lecture  on  sex:  He  may  have  studied  the  topic 
3ut  really  knows  little  about  the  mechanics.  Worse,  I  have  run 
into  countless  clergy  across  all  faiths  who  actually  despise  busi- 
ness. They  think  businesspeople — with  all  their  buying,  selling 
ind  profiting — have  ineluctably  compromised  their  souls,  if  they 
laven't  yet  sold  them  to  the  Devil.  A  religious  leaders  snipes  are 
amiliar  to  anyone  who  has  spent  time  in  a  church,  synagogue  or 
nosque:  Businesses  exploit  the  weak.  They  are  driven  by  greed. 
Their  advertisements  inflame  our  baser  instincts,  such  as  pride, 
ust,  envy  and  greed. 

This  is  the  same  kind  of  crankiness  you  might  hear  from  a  lib- 
eral arts  professor  who  also  hates  business.  But  while  it's  easy  to 
augh  at  a  Marxist-spouting  professor,  it's  painful  for  a  God 
reliever  to  dismiss  his  trusted  godly  adviser  as  a  crank.  It  feels 
ilmost  blasphemous.  So  we  don't  argue  the  point  when  we  should. 

Not  long  ago  I  heard  a  surprisingly  good  sermon,  called 
'Jesus  and  Your  Job,"  given  by  Nancy  Ortberg  of  Menlo  Park 
3resbyterian  Church  in  Menlo  Park,  Calif.  (For  non-Christian 
•eaders,  just  substitute  the  name  Jesus  with  that  of  your  preferred 
Tigher  Power  and  proceed.) 

"No  matter  what  your  job  is,"  Ortberg  said,  "you  have  an  oppor- 
unity  to  live  that  out  every  day.  Work  gives  you  an  opportunity  to 
make  a  meaningful  and  significant  contribution  to  the  world. 
I  Jnlike  being  in  church,  work  gives  you  an  opportunity  to  live  out 
vhat  it  means  when  Jesus  says,  'You  are  salt,  and  you  are  light.'" 

Ortberg's  connection  between  faith  and  work  is  similar  to  what 
ames  Madison  had  to  say  about  government  in  the  Federalist 
j>apers.  Madison  wrote:  "What  is  government  itself  but  the  greatest 
bf  all  reflections  on  human  nature?  If  men  were  angels,  no  govern- 
ment would  be  necessary."  Similarly,  commerce,  in  Madison's  eyes, 
led  to  civic,  or  republican,  virtue.  Shopkeepers  had  to  act  fairly  and 
livilly  to  attract  customers.  In  her  sermon  Nancy  Ortberg  said,  "In 
Organizations,  I  love  how  people,  when  they're  well  led,  not  only 
liccomplish  great  things  but  become  better  people  in  the  process. 


I  believe  that's  the  kind  of  redemption  that  is  available  in  our  work. 
God  gave  work  to  Adam  and  Eve  before  the  Fall.  Work  is  not  the 
result  of  sin.  It  is  another  way  in  which  you  and  I  can  work  out 
the  image  of  God  that  resides  in  us." 

"His  Name  is  Carlos" 

As  a  FORBES  reader,  the  odds  are  you  have  a  great  job.  You  man- 
age or  influence  lots  of  people.  Herein  lies  a  problem  facing  every 
manager.  Not  all  employees  like  their  jobs.  How  do  you  lead  them? 

Ortberg  spoke  of  how  her  mentor,  Max  De  Pree,  former  CEO 
of  Herman  Miller,  engaged  his  workers.  "Max  had  a  rule  for  his 
leadership  team.  Every  Wednesday  they  were  to  bring  a  brown- 
bag  lunch  and  go  down  to  the  factory  floor,  where  the  furniture 
was  being  made,  to  eat.  They  were  to  sit  and  listen  for  an  hour  to 
get  to  know  the  names  of  the  workers  on  the  floor  and  to  learn 
about  the  obstacles  workers  were  facing  as  they  did  their  jobs,  as 
well  as  to  hear  about  the  ideas  they  had  for  future  designs." 

Ortberg  herself  was  at  one  time  an  emergency  room  nurse. 
One  night  she  witnessed  an  astonishing  leadership  act:  "It  was 
about  10:30  p.m.  The  room  was  a  mess.  I  was  finishing  up  some 
work  on  the  chart  before  going  home.  The  doctor  with  whom  I 
loved  working  was  debriefing  a  new  doctor,  who  had  done  a  very 
respectable,  competent  job,  telling  him  what  he'd  done  well  and 
what  he  could  have  done  differently. 

"Then  he  put  his  hand  on  the  young  doctor's  shoulder  and 
said,  'When  you  finished,  did  you  notice  the  young  man  from 
housekeeping  who  came  in  to  clean  the  room?'  There  was  a  com- 
pletely blank  look  on  the  young  doctor's  face. 

"The  older  doctor  said,  'His  name  is  Carlos.  He's  been  here 
for  three  years.  He  does  a  fabulous  job.  When  he  comes  in  he  gets 
the  room  turned  around  so  fast  that  you  and  I  can  get  our  next 
patients  in  quickly.  His  wife's  name  is  Maria.  They  have  four  chil- 
dren.' Then  he  named  each  of  the  four  children  and  gave  each 
child's  age. 

"The  older  doctor  went  on  to  say,  'He  lives  in  a  rented  house 
about  three  blocks  from  here,  in  Santa  Ana.  They've  been  up 
from  Mexico  for  about  five  years.  His  name  is  Carlos,'  he 
repeated.  Then  he  said,  'Next  week  I  would  like  you  to  tell  me 
something  about  Carlos  that  I  don't  already  know.  Okay?  Now, 
let's  go  check  on  the  rest  of  the  patients.'" 

Ortberg  recalls:  "I  remember  standing  there  writing  my  nurs- 
ing notes — stunned — and  thinking,  I  have  just  witnessed  breath- 
taking leadership." 

Go  out  and  commit  breathtaking  leadership  yourself.  F 


i  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or 
e-mail  him  at  publisher@forbes.com. 
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Blame  Canada 

What  alums  does  your  alma  mater  talk  up?  The  archives 
reference  desk  at  Montreal's  prestigious  McGill  University 
has  put  answers  online  to  two  frequent  queries.  (A)  "Did  a 
McGill  student  accidentally  kill  Harry  Houdini?"  ("Mislead- 
ing," the  school  declares,  while  acknowledging  a  punch  by 
Jocelyn  Gordon  Whitehead  may  have  led  to  the  magician's 
1926  death.)  (B)  "Did  Jack  the  Ripper  attend  McGill?" 
("Difficult  to  conclude,"  the  college  writes,  while  conceding 
McGill-trained  doctor  Thomas  Neill  Cream  was  hanged  in 
London  in  1892  for  a  murder  displaying  the  same  eerie 
M.O.  as  the  legendary  killer's.)  —  W.P.B. 


eslling  there  is  going  to  be  a  certain  tension  caused  by  fan- 
."'  —Slcphanc  Fitch  and  William  I'.  Barrett 


f 


HairTaising'Donald  J.  Trump  and  Vince  McMahon. 


Gotta  Watch  That  Overhead 

As  the  liquidating  trustee  of  bankrupt  WRT  Energy  Corp.,  a  firm 
run  by  ex-New  York  City  comptroller  Harrison  J.  Goldin  spent 
$17.73  million  to  collect  $17.75  million,  leaving  only  $19,000  for 
creditors,  a  new  federal  civil  lawsuit  in  Louisiana  says.  Goldin, 

A  Quick  Read  in  the  Alps  

The  tax  codes  of  the  20  largest  economies  vary  widely  in  size. — Steve  H.  Hanke 


COUNTRY  |  GDP  ($BIL) 

#  PAGES 

COUNTRY  |  GDP  ($BIL) 

#  PAGES 

1  India  |  691 

9,000 

Netherlands  |  579 

1,640 

|  U.K.  1  2,124 

8,300 

Mexico  |  676 

1,600 

Australia  |  637 

7,750 

France  |  2,047 

1,300 

Japan  |  4,623 

7,200 

Belgium  |  352 

830 

U.S.  1 11,712 

5,100 

Russia  |  581 

700 

South  Korea  |  680 

4,760 

Sweden  |  346 

700 

Italy  1 1,678 

3,600 

Spain  1 1,040 

530 

Canada  |  978 

2,440 

Brazil  |  604 

500 

China  1 1,932 

2,000 

Turkey  |  303 

Germany  |  2,741 

1,700 

Switzerland  |  358 

- 

Sources:  World  Bank;  PricewaterhouseCoopers. 

who  left  office  in  1989  after  16  years,  has  experience  in  far  larger 
insolvencies  like  Adelphia,  Enron  and  Refco.  The  problem  here, 
says  the  complaint  against  Goldin  Associates:  His  lawyers  on  the 
380-plus  claims  in  the  bankruptcy  worked  on  an  hourly  basis 
plus  bonus  rather  than  a  fee  arrangement  tied  to  results.  Goldin, 
himself  not  a  defendant,  had  no  comment  on  the  lawsuit,  which 
alleges  gross  negligence  and  breaches  of  fiduciary  duty.  Plaintiff 
lawyer  Brent  B.  Barriere  says  bondholders  would  have  done  a  lot 
better  had  the  original  $3  million  seed  money  for  collection  been 
put  in  the  bank — and  no  attorneys  hired.        — Carrie  Coolidge 

Security  Clearance  for  Hannibal 

Amid  development  of  pricey  military  technology,  a  225-page  U.S. 
Army  field  manual  covers  use  of  pack  animals  for  training  and 
combat.  Passages  describe  mules  ("intelligent,"  not  stubborn), 
donkeys,  horses,  llamas,  camels  and  even  elephants.  The  illus- 
trated book,  put  together  at  Fort  Bragg,  includes  tables  of  proper 
rations  for  grain,  bedding  and  water;  tips  for  fording  streams;  and 
"battle  indoctrination"  hints.  The  creatures  are  "ideally  suited"  for 
"high  mountain  terrain,  deserts  and  dense  jungle  terrains."  The 
manual  is  not  marked  classified,  but  the  first  page  directs  users  to 
"destroy  by  any  method"  to  stop  disclosure.  — W.P.B. 

Twilight  Orezone? 

While  gold  prices  have  gone  up  only  6% 
since  mid-January,  shares  of  Ottawa  miner- 
als explorer  Orezone  Resources  have  risen 
61%  to  a  recent  $2.05,  making  for  a  $270 
million  market  cap  (all  U.S.  dollars).  The 
company  hasn't  mined  or  sold  any  minerals 
in  upward  of  a  decade.  Orezone  now  pokes 
primarily  around  Burkina  Faso  (formerly 
Upper  Volta),  where  gold  has  never  been 
commercially  mined.  Classifying  exploration 
expenses  as  an  asset  has  boosted  Orezone's 
book  value  by  72%.  Boss  Ronald  N.  Little 
says  that  a  buyout  rumor  is  lifting  the  stock 
A  fresh  Orezone  filing  concedes  that  in  its 
chosen  line  of  work  "most  companies  are 
unsuccessful."    — Matthew  Rand  and  W.P.B. 
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On  My  Mind  :  

Nicole  Gelinas,  Chartered  financial  analyst,  senior  fellow  at  the  Manhattan  Institute  and  contributing 

EDITOR  TO  THE  INSTITUTE'S  CITY  JOURNAL.  . 

Building  Bridges 

Conservatives  think  the  private  sector  will  mend  the  nation's  crumbling 

infrastructure.  They're  wrong. 


I  AM  A  CONSERVATIVE  WHO  THINKS 
that  conservatives  and  liberals  alike  have 
blown  it  on  one  of  the  nation's  most 
important  issues:  infrastructure  spend- 
ing. While  politicians  find  new  ways  to 
spend  money  on  Medicare  even  in  the 
face  of  a  looming  entitlement  crisis,  our 
nation's  roads,  bridges,  airports  and 
dams  are  crumbling.  Roads  and  bridges 
may  be  boring,  unsexy.  But  they  are  the 
backbone  of  tomorrow's  capitalist  econ- 
omy We  ignore  them  at  our  peril. 

Some  conservatives  may  reason  that 
if  there  were  really  a  problem,  the  pri- 
vate sector  would  step  in  and  fix  things 
in  pursuit  of  profit.  Isn't  that  how  it 
works  in  a  capitalist  society?  Indeed,  the 
private  sector  could  play  a  bigger  role. 
But  it  can't  replace  rational  public  plan- 
ning and  investment. 

We're  neglecting  physical  assets  pre- 
vious generations  bequeathed  to  us. 
One  glaring  example:  The  interstate 
highway  system,  the  backbone  of 
modern  America's  growth,  turned  50 
last  year.  On  the  coasts,  rush  hour  on 
these  freeways  consumes  the  entire  day 
and  much  of  the  night  because  traffic 
exceeds  the  decades-old  design.  We 
spend  only  60%  of  what's  needed  at  all 

levels  of  government  just  to  keep  our  roads  in  good  condition, 
according  to  the  American  Society  of  Civil  Engineers. 

In  mass  transit,  New  York  City  and  Chicago  are  taking  free 
rides  on  infrastructure  built  a  century  ago.  Many  subway  and  ele- 
vated lines  are  jam-packed,  hampering  growth  in  the  cities.  The 
Tappan  Zee  Bridge,  a  link  between  upstate  New  York  and  the  city, 
is  past  its  life  span  and  deteriorating.  Nationwide,  the  Army 
Corps  of  Engineers  estimates  that  120  flood-control  systems, 
including  levees  that  protect  California  and  the  East  Coast,  are 
vulnerable  to  erosion  and  failure. 

Government  squanders  opportunities  to  direct  funding 
streams  into  infrastructure.  Take  the  Chicago  Skyway.  In  2004 
Chicago  leased  the  already  tolled  road  to  a  private  consortium 
owned  by  Australia's  Macquarie  and  Spain's  Cintra  for  $1.8  bil- 
lion. To  recoup  their  investment,  the  companies  will  collect  tolls 


Private  roads  pose  a 

risk  for  investors 
because  they  compete 




for  99  years  while  maintaining  the  road. 

But  Chicago  didn't  use  the  wind- 
fall to  invest  in  infrastructure.  Instead, 
it's  helping  plug  a  budget  gap.  There  is 
a  frightening  risk  that  cities  and  states 
will  take  away  from  the  Skyway  deal 
the  notion  that  it's  okay  to  sell  off  the 
furniture  to  pay  for  dinner.  Taxpayers 
can  reap  billions  to  invest  in  new 
infrastructure  by  leasing  assets  to  the 
private  sector.  But  once  the  money  is 
gone,  it's  gone. 

Government  should  invite  private 
companies  to  take  on  certain  risks,  like 
completing  projects  on  time  and  on 
budget.  But  private  firms  shy  away 
from  what  is  known  as  traffic  risk. 
New  toll  roads  or  lanes  often  must 
compete  with  free  roads  nearby,  so  a 
private  builder  might  not  earn  enough 
to  pay  back  investors  within  a  specified 
period  of  time. 

In  Texas,  where  one  private  sector 
consortium  has  agreed  to  build  two 
roads,  a  veto-proof  majority  in  the  state 
legislature  has  proposed  a  moratorium 
on  such  deals,  citing  concerns  that  Texas 
may  be  giving  too  much  away,  including 
the  freedom  to  build  competing  roads 
should  future  traffic  conditions  warrant. 
Further,  on  one  of  the  roads,  the  company  agreed  to  take  the  risk 
because  the  state  is  signing  over  to  it  the  right  to  collect  tolls  on 
an  existing  portion  of  road.  In  most  cases  of  new  construction, 
even  in  economically  humming  regions,  the  private  sector  won'l 
take  full  risk;  state  governments  must  have  the  bonding  capacity 
to  issue  some  sort  of  minimum  revenue  guarantee  to  back  up 
private  sector  investors.  ■ 

It's  not  feasible  for  private  sector  companies  to  invest  in  othei 
assets  like  dams  without  some  form  of  government  planning  anc 
payment.  Without  public  enforcement,  dams  can't  really  be 
tolled;  it's  likely  that  too  many  free  riders  would  shirk  theii 
responsibility  to  pay  for  the  protection  they  afford. 

Every  year  that  we  defer  planning  and  funding  for  infrastruc- 
ture while  piling  on  promises  to  tomorrow's  retirees  we  lose  a  bi 
of  our  capacity  to  invest  in  the  future. 
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Dear  Ketel  One  DrinKer 
They  say  good  things  come 
to  those  who  hold  on  a 
minute,  where'd  this  glass  of 
Ketel  One  come  from? 


• 

■ 


Follow-Through 


Mixed  Drinks 

Two  years  ago  Brown -Forman  seemed 
poised  to  benefit  from  a  weakening  U.S.  dol- 
lar by  expanding  brands  like  Jack  Daniels 
and  Finlandia  overseas.  As  the  dollar  slid, 
the  Louisville,  Ky.  beverage 
makers  Class  B  stock  shot 
up  35%  to  $74  in  the  year 
following  our  story.  (The 
Brown  family,  at  the  helm 
for  137  years,  owns  70%  of 
Class  A  voting  shares,  which 
are  thinly  traded.)  But 
the  company's  re- 
cent purchase  of 
Mexico's  Grupo 
Industrial  Her- 
radura,  a  tequila 
maker,  for  $766 

Southern  comfort: 
George  Garvin 
Brown  IV. 


million,  soured  investors.  Shares  are  down 
to  a  recent  $64. 

Rumors  are  swirling  about  a  possible 
merger  with  rum  maker  Bacardi,  which 
already  distributes  Brown-Forman  bour- 
bon and  other  liquors  in  the  U.K.  Such  a 
deal  may  help  Brown  compete  with  Dia- 
geo  and  Pernod  Ricard,  the  two  largest 
spirits  companies.  It's  more  likely  that 
newly  named  37-year-old  board  chairman 
George  Garvin  Brown  IV,  the  steward  of 
the  Jack  Daniels  brand  in  Europe,  Africa 
and  Eurasia,  will  continue  his  clan's  inde- 
pendent streak  and  relish  the  greenbacks 
prolonged  misery. 

— Matthew  Swibel 

MAY  14,  2001 

Going  Home 
Again 

Immigrant  makes  good,  then 
goes  back  home  and  tries  to 


make  a  killing.  That's  been  the  story  of 
Thomas  Wu  since  our  piece  about  the 
enterprising  banker  who,  while  in  the  U.S., 
specialized  in  lending  to  Chinese  immi- 
grants with  no  credit  history  in  this  coun- 
try. Wu's  United  Commercial  Bank  has 
expanded  stateside,  from  29  California 
branches  six  years  ago  to  70  branches 
nationwide.  In  China  Wu  now  has  a  branch 
in  Hong  Kong,  and  in  March  he  paid  $205 
million  to  acquire  Shanghai's  Business 
Development  Bank  Shares  in  UCBH  Hold- 
ings have  climbed  from  a  split-adjusted  $7 
when  our  story  ran  to  $18. 

— Erika  Brown 

JULY  4,  2005 

Not  Nielsen 

Things  are  not  going  well  for  Frank  Mag- 
gio,  the  owner  of  fledgling  television 
research  firm  ErinMedia,  which  we  pro- 
filed two  years  ago.  At  the  time,  Maggio 
vowed  he  would  take  60%  of  dominant 


We  know  life  can  take  you  virtually  anywt  fl 


Iguazu  Falls  on  the  Argentina-Brazil  border. 


Inrated:  Frank  Maggio. 

flayer  Nielsen  Media  Research's  ratings 
Iiusiness  in  five  years.  ErinMedia,  he  said, 
Ij  ould  tap  second-by-second  viewer  data 
Irom  millions  of  digital  set-top  boxes.  But 
lince  our  story  Maggio  has  signed  no 
jleals  with  cable  operators  to  mine  exten- 
sive set-top  box  data,  and  in  February, 
liter  Nielsen  announced  plans  to  offer  a 
lew  set-top  box  data  service,  he  says  he 
piled  to  secure  $25  million  in  funding. 


Maggio  has  whittled  ErinMedia's  staff 
down  from  14  to  only  2  people.  He  blames 
Nielsen  for  the  setbacks  and  says  an 
antitrust  suit  ErinMedia  filed  against  its 
rival  in  2005  is  pending. 

— Allison  Fass 

OCTOBER  30,  2006 

Cold  Justice 

Last  year  we  described  how  Anchorage 
lawyer  Mark  Avery  had  gone  on  a  wild, 
militaristic  spending  spree  with  $52  mil- 
lion from  the  estate  of  a  wealthy  Bahamas 
widow  that  he  was  supposed  to  be  safe- 
guarding as  cotrustee.  Avery  bought  an 
air  charter  company,  a  Gulfstream  jet  and 
a  veritable  arsenal  of  collectibles,  includ- 
ing rocket  pod  launchers  and  1970s 
Czech  fighter  jets.  Now  the  jig  is  up  for 
Avery.  He  will  spend  at  least  14  years  in 
the  slammer  after  pleading  guilty  to 
money  laundering. 

— David  Armstrong 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  | 
FEBRUARY  18, 1922 

War  Woes  The  idealist  is  pre- 
destined to  disappointment,  disillusion- 
ment, and  occasional  drops  into  what 
seem  to  be  the  depths  of  despair. 
America  entered  the  war  as  an  idealist. 
We  fought  through  on  a  high  plane  of 
enthusiasm  and  lofty  purpose.  We  are 
now  meeting  disillusionment. 

15  YEARS  AGO  IN  FORBES  | 
MAY  11,  1992 

Citi's  Strengths  A  favorite  target 

of  the  short-sellers  last  year,  Citicorp 
stock  has  doubled  this  year  despite  still 
weak  earnings.  People  have  finally 
realized  that,  big  as  its  problems  are, 
Citi's  strengths  are  even  bigger.  On  the 
^international  scene  Citicorp  surpasses 
any  other  bank  in  terms  of  presence 
and  services. 


'erica.  More  countries  than  any  other  airline.  Every  day. 


Outfront 


TAXES 


The  Evader 
Next  Door 

If  Congress  really  wants  to  close  the  $345  billion 
tax  gap,  it  will  have  to  go  after  your  plumber,  your 
pool  man  and  your  contractor. 

By  Janet  Novack 


■  N  COLD  MONTHS  BRUCE  PIERMARINI 
I  produces  abstract  "new  new"  style 
I  acrylic  paintings  in  his  West  Brook- 
I  field,  Mass.  studio.  In  warm  ones  he 
Hi  builds  custom  pools.  Except  this  April 
he's  doing  30  days  in  the  federal  pen  for  fil- 
ing a  false  tax  return.  Piermarini,  54,  stud- 
ied art  at  the  prestigious  Maryland  Institute 
College  of  Art  and  learned  his  tax  technique, 
he  says,  from  his  preparer.  He  reported  cus- 
tomers' checks  but  not  their  cash  payments, 
which  shaved  his  receipts  by  12%  and  cut 
his  net  to  $50,000  or  so  a  year,  when  he 
earned  more  like  $150,000.  When  he  applied 
for  loans,  his  tax  pro  created  a  second  set 
of  1040s  showing  higher  income. 

His  case  is  unusual  in  that  fewer  than 
500  defendants  got  federal  jail  time  for  a 
pure  tax  crime  last  year.  But  his  tax  finagling 
wasn't.  The  Internal  Revenue  Service  esti- 
mates that  proprietors  who,  like  Piermarini, 
report  their  business  activity  on  a  Schedule 
C  or  CZ  of  their  1040s  fess  up  to  just  43% 
of  their  real  earnings. 

Six  years  ago  FORBES  detailed  how  the 
promotion  of  borderline  tax  shelters,  com- 
bined with  old  fashioned  tax  cheating,  was 
tearing  the  tax  system  apart.  Since  then  a  re- 


vived IRS  has  squashed  the  most  blatant 
cookie-cutter  shelters  that  KPMG,  Jenkens  & 
Gilchrist  and  others  used  to  create  phony 
losses  for  the  rich.  But  the  taxmen  have 
made  little  progress  on  the  bigger,  older, 
more  mundane  problem  of  do-it-yourself 
tax  evasion. 

Now  some  Washington  pols  are 
dreaming  of  raising  big  bucks  from  the 
$345  billion  "tax  gap,"  or  what  the  IRS  esti- 
mates business  and  individuals  owed  on 
legal  income  and  didn't  voluntarily  pony 
up  in  2001.  If  they're  serious — and  the 
Bush  Administration  has  already  proposed 
some  specific  crackdowns — they'll  have  to 
do  more  than  attack  exotic  offshore  shel- 
ters. They'll  have  to  go  after  your  pool  man, 
your  plumber  and  your  podiatrist  and  so 
change  the  behavior  of  millions  of  self- 
employed  and  small  business  folks. 

No  question  there's  lots  of  tax  money  to 
be  had  in  the  cash  economy.  After  conduct- 
ing research  audits  on  46,000  randomly  se- 
lected 2001  tax  returns,  the  IRS  estimated  that 
individuals  report  just  57%  of  the  business 
income  they  should.  That's  down  from  70% 
in  1988,  when  a  similar  study  was  last  done. 
The  nonreporting  in  2001  cost  the  Treasury 


$148  billion  in  individual  income  and  pay- 
roll (Social  Security  and  Medicare)  taxes — 
43%  of  the  tax  gap.  (Business  income  here  in- 
cludes earnings  from  rental  properties,  farms, 
partnerships  and  subchapter  S  corporations, 
as  well  as  sole  proprietorships.) 

"In  terms  of  the  tax  gap,  that's  where  the 
money  is,"  says  Joseph  Bankman,  a  profes- 
sor of  law  and  business  at  Stanford  who  was 
one  of  the  first  to  warn  that  corporate  tax  shel- 
ters were  spinning  out  of  control.  He  is  now 
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Artful  tax  dodger:  Bruce  Piermarini,  a  "new  new"  style  painter,  got  30  days  for  old,  old-style  tax  cheating. 


studying  unreported  income.  He  argues  the 
government  needs  to  get  tough  now  because 
honest  businesspeople  can't  compete.  "It's  an 
inefficient  way  to  run  an  economy'  he  says. 
"Everybody  is  cheating  like  mad  and  the  [pre- 
tax] rate  of  return  in  the  sector  goes  down." 

Still,  Bankman  admits,  enforcement 
may  not  be  popular.  "These  aren't  some 
easy-to-vilify  Silicon  Valley  entrepreneurs, 
i  They're  Ma  and  Pa  who  run  a  successful, 


or  a  not-so-successful,  restaurant." 

The  attitude  of  San  Francisco  remodeler 
Sam  Ho  Low,  48,  is  common  in  the  cash  econ- 
omy. Low  admitted  in  court  to  underreport- 
ing revenues  and  underpaying  his  income 
taxes  a  net  of  $74,000  over  four  years.  Some 
of  Low's  clients,  small  businessmen  themselves, 
asked  to  pay  in  cash  in  return  for  a  price  break, 
says  Low's  attorney,  John  Youngquist.  A  sym- 
pathetic probation  officer  noted,  in  recom- 


mending the  Chinese  immigrant  not  be  jailed, 
that  Low  believed  he  had  to  cut  tax  corners 
to  compete.  But  the  prosecutor  argued  that 
with  evasion  in  the  construction  industry 
"chronic,"  the  government  needed  to  send  a 
message.  Low  got  five  months. 

This  is  an  old  problem,  so  why  the  fuss 
now?  Partly,  it's  deficit  politics.  But  a  lot  of 
smart  tax  folks  worry  compliance  is  slipping 
further  and  not  just  because  of  a  decade  of 
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Where  the  Tax 

Individual  filers  report  less  than  half  their  true  earnings 
from  farms,  self-employment  and  rental  properties. 

CHEATING 
RATE 

DOLLARS 
LOST  ($BIL) 

Wages 

1% 

$10      <  j 

Interest 

4 

2  1 

Dividends 

4 

1 

Pensions 

4 

4 

Capital  gains 

12 

11 

Partnership,  S  corp.  estates 

18 

22  I 

Rents  and  royalties 

51 

13 

Sole  proprietor  income 

57 

68 

Farm  income 

72 

6 

Deductions 

5 

14 

Exemptions 

5 

4 

Credits 

26 

 a 

17 

Source:  Internal  Revenue  Service  2001  estimates. 

folks  have  the  opportunity, 
motive  or  means  to  hide 


low  audit  rates.  With  the  growth  of  self- 
employment  and  illegal  immigrant  labor,  and 
the  burgeoning  use  of  corporate  shells,  more 


income. 

Employees  report 
99%  of  their  wages  be- 
cause they  have  little 
choice,  since  the  IRS'  com- 
puters can  match  them  to 
the  W-2s  sent  in  by  em- 
ployers. But  this  year  21 
million  individual  taxpay- 
ers, nearly  1  in  6,  will  at- 
tach a  schedule  C  or  CZ. 
That's  up  from  14  million, 
or  one  in  eight,  in  1990. 

Moreover,  4. 1  million 
S  corporation  returns  will 
be  filed,  up  from  1.5  mil- 
lion in  1990.  S  corps  pay 
no  taxes  themselves  but 
pass  on  all  earnings  to 
their  owners.  (Half  have 
just  one  owner.)  These  corporate  shells  are 
now  easy  to  set  up,  thanks  to  the  Internet, 
and  easy  to  hide  behind,  thanks  to  states  like 


Nevada,  which  don't  collect  information  on 
ownership. 

When  a  business  pays  a  sole  proprietor- 
say,  a  laid-off  engineer  turned  consultant— 
$600  or  more  in  a  year,  it  is  supposed  to  get 
his  tax  identification  number  and  report  the 
payment  to  the  IRS.  But  under  current  law, 
if  that  consultant  forms  an  S  corp,  or  even 
just  tacks  "Inc."  after  his  name,  he  can  usu- 
ally avoid  a  1099  report. 

The  IRS  is  playing  catch-up  here.  In  2004 
it  audited  just  1  in  500  S-corp  returns.  Then 
it  got  hold  of  several  Nevada  incorporation 
mills'  client  lists  and  found  that  50%  to  90% 
of  their  customers  weren't  paying  what  they 
owed  It  is  now  so  worried  that  it  has  research 
audits  of  5,000  S  corps  under  way— the  first 
in  20  years.  Meanwhile,  it  doesn't  know  how 
many  S  corps  aren't  filing  any  returns  when 
they  should  be. 

Then  there's  the  growth  of  undocu- 
mented workers.  The  IRS  isn't  studying  this 
hot  topic.  But  North  Carolina  has.  Alan 
Felton,  the  tax  enforcement  chief  there, 
says  illegal  immigration  is  clearly  adding 


SLICK  MOVES 


Inside  Track 

How  Loral's  boss  got  a  sweet  deal  buying  stocks. 

By  Daniel  Fisher 


ARK  RACHESKY,  A  ONETIME 
protege  of  Carl  Icahn,  wears  two 
hats  these  days.  He's  vice  chair- 
man of  Loral  Space  &  Communications, 
the  satellite  company  that  he  helped  take 
out  of  bankruptcy  in  2005.  And  he's  presi- 
dent of  MHR  Fund  Management,  a  New 
York  fund  that  specializes  in  distressed 
assets.  Under  those  two  hats  lies  a  poten- 
tial sweetheart  deal  that  has  Loral  stock- 
holders screaming  foul. 

Last  October  Loral  said  it  would  sell 
MHR  $300  million  in  preferred  stock  con- 
vertible into  common  at  $30.15  a  share, 
then  a  12%  premium  to  the  market  price. 
For  its  troubles  MHR  also  would  get  a  $6.75 
million  "placement  fee."  Arm's-length 
transaction?  MHR  was  already  Loral's 
controlling    stockholder,    owning  a 


36%  equity  stake  worth  $353  million, 
which  it  disclosed. 

But  hedge  funds  that  own  18%  of 
Loral's  stock  say  in  a  lawsuit  filed  in 
Delaware  in  March  that  Rachesky  is 
mounting  a  "stealth  takeover"  without  pay- 
ing a  premium.  They  say  Loral  negotiated 
the  stock  sale  with  MHR  even  though  it 
didn't  need  the  money.  More  troubling, 
they  say,  is  the  timing.  Loral  knew  at  the 
time  of  the  preferred  stock  deal  that  it  was 
on  the  verge  of  announcing  a  potentially 
lucrative  $2.8  billion  acquisition  of  a  com- 
petitor, Telsat  Canada,  the  suit  says.  That 
deal  was  announced  Dec.  18.  Within  two 
months  of  the  Telsat  announcement  Loral's 
shares  had  climbed  44%  to  $50,  giving 
MHR  a  paper  profit  of  $200  million  on  its 
preferred. 
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to  unreported  income.  In  some  cases  the 
IRS  is  even  an  unwitting  enabler:  It  issues 
substitute  tax  ID  numbers  to  illegals,  who 
can't  get  Social  Security  numbers  but  are 
still  supposed  to  pay  taxes.  Some  do.  But 
North  Carolina  found  thousands  of  ille- 
gals in  the  state  had  gotten  IRS  numbers, 
used  them  to  earn  hundreds  of  millions  a 
year  as  independent  contractors  with  no 
withholding  and  then  never  filed  returns. 

The  illegals  aren't  the  only  ones  who  skirt 
taxes  on  their  labor.  In  February  federal  pros- 
ecutors charged  the  Florida  owners  of  a  com- 
pany that  had  maintenance  contracts  with 
Hard  Rock  Cafe,  Dave  &  Busters  and  other 
chains  with  immigration  and  tax  violations. 
The  owners  allegedly  paid  hundreds  of  ille- 
gals off  the  books,  avoiding  $19  million  in 
payroll  taxes  and  pocketing  $7  million  of  that 
j  as  unreported,  untaxed  profit.  They  avoided 
IRS  detection  by  making  payments  for  labor 
to  shell  corporations,  which  they  controlled 
and  which  never  filed  tax  returns.  (Immigra- 
tion authorities,  not  the  IRS,  got  suspicious.) 

What  would  it  take  to  narrow 


this  unreported  income  gap? 

IRS  Taxpayer  Advocate  Nina  Olson,  who 
labels  the  tax  gap  the  second-biggest  prob- 
lem— after  complexity — for  honest  taxpay- 
ers, is  lobbying  for  a  slow,  sustained  buildup 
in  IRS  funding  to  pay  for  both  increased  au- 
diting and  service.  She  is  urging  the  IRS  to 
clamp  down  on  hundreds  of  thousands  of 
now  unregulated  tax  preparers  and  to  revamp 
and  speed  up  collection  so  that  fewer  of  the 
self-employed  get  hopelessly  behind  on  their 
taxes.  (When  that  happens,  they  tend  to  fudge 
even  more  or  stop  filing  completely.) 

But  Olson,  IRS  Commissioner  Mark 
Everson  and  others  say  the  government  can't 
simply  audit  its  way  out  of  the  tax  gap.  To 
make  real  progress,  they  insist,  Congress  will 
have  to  impose  new  reporting  burdens  on 
law-abiding  businesses.  As  a  start,  in  Febru- 
ary President  Bush's  Treasury  Department 
proposed  a  package  of  16  tax-gap  closers  that 
includes  the  broadest  expansion  of  informa- 
tion reporting  requirements  in  two  decades. 
One  provision,  which  has  small  business  lob- 
byists howling,  would  require  any  business 


that  pays  $600  or  more  in  a  year  to  another 
business  to  report  the  payment  to  the  IRS. 

Other  measures  would  require  credit  card 
companies  to  tell  the  IRS  the  aggregate  an- 
nual sales  of  each  merchant;  force  middle- 
men brokers  (likely  including  Ebay)  to  report 
the  proceeds  for  any  sellers  doing  more  than 
100  transactions  in  a  year;  and  require 
stockbrokers  to  report  the  cost  basis  of  stocks 
their  customers  sell,  making  it  easier  for  the 
IRS  to  cross-check  capital  gains.  A  business 
would  also  have  to  verify  that  the  tax  ID  an 
independent  contractor  provides  is  valid. 

Beyond  that,  Chicago  tax  lawyer  Robert 
McKenzie,  who's  seen  his  share  of  tax  cheats, 
suggests  banks  be  required  to  report  the  ac- 
tivity in  all  business  accounts  to  the  IRS.  The 
IRS'  Olson  favors  requiring  more  tax  with- 
holding— she  points  approvingly  to  a  British 
requirement  that  construction  companies 
verify  with  the  government  that  a  subcon- 
tractor is  tax  compliant  and  withhold  taxes 
if  he's  not.  "We  could  get  tens  of  billions  more 
a  year,  but  wed  have  to  do  a  whole  lot  of  things 
differently,"  she  says.  F 


THE  JOY  OF  GIVING 


The  hedge  funds,  which  include  Black- 
Rock,  Highland  Capital  Partners  and  Mur- 
ray Capital  Management,  want  the  deal 
rescinded. 

Loral,  which  didn't  return  calls  seeking 
comment,  has  said  that  a  committee  of 
unnamed  directors,  independent  of  MHR, 
negotiated  the  deal.  How  independent?  Of 
Loral's  eight  directors,  five  work  for  Loral 
or  MHR  and  another  is  the  director  of  a 
company  MHR  controls. 

One  more  odd  beat  to  this  story:  The 
day  after  the  hedge  funds  sued,  a  settle- 
ment was  announced  for  a  similar  lawsuit 
filed  last  November  by  Faruqi  &  Faruqi,  a 
New  York  law  firm  that  specializes  in  such 
things.  If  New  York  Supreme  Court  Judge 
Charles  Ramos  approves  the  settlement, 
that  could  mean  the  dismissal  of  the 
Delaware  suit.  A  judge  in  one  state  must 
honor  the  decisions  of  other  courts  on 
identical  matters.  That  prospect  raised  the 
suspicions  of  Delaware  Chancery  Court 
Judge  Leo  Strine.  The  stock  sale  and 
quickie  settlement,  he  said  during  a  March 
hearing,  had  "all  the  characteristics  of 
some  sort  of  orchestrated  dance." 


Nonprofit  Noodge 


The  head  of  the  donor-  and  taxpayer-supported  Smithson- 
ian Institution  had  a  comp  package  that  brushed  up 
against  $1  million  in  2005.  His  expense  account  cov- 
ered chartered  private  jets,  flower  arrangements  and  catering 
tabs.  Congress  mostly  shrugged.  But  no-nonsense  Iowa  Senator 
Charles  Grassley — who  spent  the  1980s  checking  Pentagon   *ttjSPf  ^ 
purchase  orders  for  $1,800  toilet  seats— got  angry,  using  his 
position  as  senior  Republican  on  the  Senate  Finance  Committee.  - 
In  March  Grassley  froze  $17  million  in  expected  funding  increases 
to  the  museum;  within  days  Lawrence  Small,  the  Smithsonian  chief, 
was  out.  The  episode  crowned  Grassley's  long  run  as  the  Senate's 
philanthropy  cop.  FORBES  caught  up  with  the  Senator  last  week  to  see 
who  else  should  be  worried.  —David  Whelan 


How  did  an  Iowa  farmer  become  the  charity 
watchdog  in  Congress? 

It  started  after  Sept.  1 1  because  Iowans  were  reading 
about  the  charities  not  spending  their  money. 
Eventually  whistleblowers  came  to  me,  and  it 
snowballed. 

Why  did  you  go  after  the  Smithsonian? 

Because  there  was  so  much  wrongdoing.  If  you 
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Outfront 


PLOYS 


want  to  look  at  Mr.  Small  himself,  it 
wasn't  just  his  champagne  lifestyle,  it 
was  his  Dom  Perignon  lifestyle. 
[Small  calls  the  criticism  baseless.] 
You've  said  that  private  founda- 
tions should  be  more  accountable 
and  give  away  money  faster — or 
lose  their  tax  exemption. 
They  should  also  not  pay  unjustified 
salaries.  We  got  some  legislation  in  the 
pension  bill  last  year  with  penalties  for 
overcompensation  and  slow  payouts. 
Are  foundations  too  powerful? 
They  don't  want  people  to  know  they 
exist.  But  when  we  bring  up  tax  issues, 
they  surface.  Too  many  people  want 
to  do  their  personal  business  using 
their  foundations. 
What  do  you  have  against 
deductions  for  fractional  gifts? 
Giving  means  giving,  not  keeping.  A 
donated  painting  ought  to  be  valued 
when  it's  given,  and  you  ought  to  get 
the  tax  deduction  once — and  not 
keep  it  in  your  living  room. 
Oilman  T.  Boone  Pickens  gave  $165 
million  last  year  to  Oklahoma  State's 
athletic  department.  You  have  been 
critical  of  sports-related  college  gifts. 
There  should  be  a  tax  deduction  only 
if  there's  an  educational  purpose.  I'm 
not  sure  that  there's  one  when  money 
goes  to  a  football  player  or  a  skybox. 
What's  next  for  you? 
Nonprofit  hospitals.  They  make  deals 
with  insurance  companies  to  reduce 
rates,  but  if  you're  poor  they  charge 
you  the  going  rate  and  then  send  the 
bill  collectors  after  you  and  ruin 
your  life.  In  other  words,  if  they're 
charitable,  they  ought  to  do  some 
charity  work. 

Where  do  you  donate  your  money? 

About  75%  goes  to  Prairie  Lakes 
Church  in  Cedar  Falls  or  Woodlawn 
Baptist  Church  or  another  church 
where  my  son  goes  and  another 
where  my  wife  grew  up.  I  made  a 
decision  years  ago  to  give  the  other 
25%  to  lots  of  small  charities. 
The  biggest  are  probably  the  Boy 
Scouts  and  Girl  Scouts.  My  giving 
adds  up  to  at  least  10%,  as  my  faith 
requires.  F 


Other  People's  Money 

Don  McGhan  bet  $100  million  of  real  estate  deposits 
that  he  would  be  the  next  king  of  silicone  implants. 
The  bet  didn't  pay  off  |  By  Peter  C.  Beller 


DONALD  K.  MCGHAN  HAS  LONG 
tried  to  parlay  a  supporting  role 
in  the  invention  of  silicone  breast 
implants  into  a  successful  business.  Now 
73,  McGhan  has  founded  and  aban- 
doned a  string  of  unsuccessful  compa- 
nies, among  them  breastmaker  Inamed, 
which  booted  him  from  its  board  in  1998 
after  the  company  discovered  he  had 
misused  investor  funds. 

In  2004,  undeterred  by  investor  law- 
suits and  a  $50,000  civil  penalty  from  the 


Securities  &  Exchange  Commission, 
McGhan  went  looking  for  capital  to  get 
his  latest  project  off  the  ground,  a  Las 
Vegas  breast  implant  maker  called 
MediCor. 

McGhan  found  an  unlikely  source  of 
cash:  He  bought  Southwest  Exchange,  a 
Las  Vegas  outfit  that  holds  money  tem- 
porarily in  order  to  facilitate  real  estate 
transactions  known  as  Section  1031 
deals.  That  section  of  the  Internal  Rev- 
enue Code  allows  an  investor  to  defer 
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Legg  Mason,  we've  assembled  experienced  investment  firms  and  empowered  each  of  them 
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the  capital  gain  on  a  real  estate  sale  by 
swapping  it  for  a  similarly  valued  prop- 
erty. Facilitators  such  as  Southwest  sit  on 
the  customer's  cash  for  up  to  180  days 
while  the  customer  finds  a  new  property 
he  wants  to  swap  into  and  finds  a  buyer 
for  his  old  property. 

Facilitators  usually  hold  the  cash  or 
invest  it  in  safe  things  like  money  mar- 
kets. McGhan,  who  paid  $3  million  for 
the  small  company,  had  other  ideas. 

When  he  purchased  Southwest  in 
June  2004  it  had  $108  million  on  deposit 
but  needed  only  $30  million  at  any  given 
time  to  pay  for  exiting  clients'  purchases, 
according  to  a  state  lawsuit  filed  in  Feb- 
ruary in  Santa  Barbara,  Calif,  on  behalf 
of  Southwest's  clients.  McGhan  started 
moving  money  out  of  Southwest  the  day 
he  bought  it,  funneling  it  into  shell  com- 
panies he  owned  and  from  there  to 
MediCor.  The  game  ended  when  South- 
west closed  down  in  late  January. 

In  all,  McGhan  took  an  estimated 
$95  million  of  deposits  from  Southwest 
and  three  smaller  1031  facilitators  he 
bought  between  2004  and  2006.  Of  that, 
$68  million  went  to  MediCor,  which 
used  the  money  for  operating  expenses 
and  to  purchase  successful  manufactur- 
ers of  silicone  implants  in  France  and  on 


the  Isle  of  Man.  McGhan's  dream:  to  get 
federal  approval  to  reintroduce  silicone 
implants  to  the  U.S. 

Where  did  the  rest  of  the  $95  million 
go?  Bank  records  from  one  of  the  phan- 
tom companies  show  McGhan  spent  lav- 
ishly on  hotels,  limos,  restaurants  and  a 
private  jet.  He  dropped  $1,000  on  one 
meal  at  the  Bellagio  Prime  steak  house 

Angry  real  estate 
clients  say  McGhan 
tunneled  their 
money  into  his 
own  ventures  and 
personal  junkets. 


and  $3,000  each  at  London's  Dorchester 
hotel  and  the  Hotel  d'Europe  in  the 
south  of  France.  He  doled  out  hundreds 
of  thousands  to  his  business  partners  and 
family  members.  Some  money  allegedly 
went  into  the  Willow  Creek  Golf  Course 
in  Pahrump,  Nev. 

Lawyers  for  McGhan  characterize  the 
spending  as  an  "investment"  in  the  form 


Live  Free  or  Die 


Is  the  health  care  industry  overregulated?  A  study 
by  Duke  University  professor  Christopher 
Conover  found  the  industry  rife  with  rules 
that  cost  $169  billion  per  year,  or  $1,500  per 
family.  With  that  in  mind  the  Pacific 
Research  Institute,  a  California  free-market 
think  tank,  is  about  to  release  a  study  that 
looks  at  how  free  Americans  are  to  use 
health  resources  without  state  interference. 
The  institute  looked  at  how  much  states  regulated 
private 


insurers  and  health  care 
providers;  the  states  medical 
tort  environment;  and  state 
government  health  plans 
(primarily  Medicaid). 

— Kurt  Badenhausen 


BEST 

WORST 

1  Utah 

46  Maine 

2  Nebraska 

47  North  Carolina 

3  Delaware 

48  New  Jersey 

4  North  Dakota 

49  Vermont 

5  Alabama 

50  New  York 

of  bonds  that  just  weren't  paid  back. 
What  he  did  was  perfectly  legal,  says  his 
Vegas  lawyer,  Mark  Dzarnoski.  The 
lawyer  may  be  right:  Facilitators  like 
Southwest  are  totally  unregulated.  To 
register  in  Nevada  one  need  only  submit 
to  a  background  check  and  post  a 
$50,000  surety  bond — and  Nevada's  is 
believed  to  be  the  strictest  rule  in  the 
nation. 

McGhan's  ploy  worked  fine  as  long 
as  cash  came  in  from  newer  clients  as  fast 
as  it  was  needed  to  pay  off  older  ones. 
Indeed,  as  the  housing  market  soared 
Southwest's  deposits  grew  to  $215  mil- 
lion by  June  2005.  But  in  2006  new 
deposits  slowed  and  Southwest  started 
running  short  of  funds. 

It  wasn't  until  January  that  clients 
like  Marsha  Slotten  took  notice.  Slotten, 
a  commercial  real  estate  broker  and  for- 
mer social  worker,  had  $2.75  million  on 
deposit  with  Southwest,  proceeds  from 
the  sale  of  a  shopping  center.  She  was 
about  to  close  on  two  Walgreens  in 
Texas,  income-producing  properties  that 
would  allow  her  to  retire,  when  South- 
west stopped  returning  her  phone  calls. 
Soon  after,  an  angry  mob  of  clients  was 
milling  outside  Southwest's  office,  fol- 
lowed by  local  police  and  FBI  agents. 

About  130  of  McGhan's  clients,  who 
lost  between  $25,000  and  $22  million 
each,  are  suing.  They're  unlikely  to  get 
anything  back:  By  last  week  a  court- 
appointed  receiver  had  recovered  only 
$100,000  from  Southwest's  accounts. 

That  leaves  MediCor,  a  publicly 
traded  company  from  which  McGhan 
resigned  as  chairman  about  the  time 
Southwest  shut  down.  McGhan's  lawyers 
say  the  company  doesn't  have  the  cash  to 
repay  Southwest  clients  and  that  four 
hedge  funds  hold  senior  debt  that  might 
have  to  be  repaid  first.  MediCor,  which 
was  trading  at  13  cents  a  share  last  week, 
has  been  delisted  from  Nasdaq.  The  FBI 
and  the  Nevada  Securities  Division  are 
investigating. 

McGhan  wants  customers  to  get  at 
least  some  of  their  money  back,  says  his 
lawyer;  McGhan  developed  a  heart  prob- 
lem that  sent  him  to  the  hospital  after 
Southwest  shut  down.  He  declined  an 
interview.  F 
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CYBER  BiZ 


The  Sweet  Spot 


A  blog  network  aims  to  be  every  young  woman's 
best  friend — and  gives  advertisers  a  place  to  find 
them  |  By  Claire  Cain  Miller 


Sugar  Publishing  founders  Lisa  and  Brian  Sugar,  with  PopSugar,  the  celeb  blog's  virtual  mascot 


I  ISA  SUGAR  HAD  AN  INKLING  THAT 
her  online  celebrity  gossip  blog 
•^■PopSugar  was  on  the  right  track 
when  Banana  Republic  called  in  July  2006 
and  offered  to  buy  up  all  the  ads  for  a 
week— six  months  before  she  had  even 
{hired  an  ad  seller. 

Banana  Republic  wanted  access  to  Pop- 
Sugars  millions  of  readers,  most  of  whom  are 
college-educated  women  ages  18  to  44  mak- 
ing more  than  $60,000.  Before  Sugar  the  Web 
offered  few  places  for  companies  to  speak 
directly  to  that  spendy  demographic. 
Lisa,  30,  and  her  husband,  Brian,  32, 


started  the  blog  two  years  ago  in  San  Fran- 
cisco. Now  it's  grown  to  a  network  of  eight 
Sugar  blogs,  focusing,  in  its  breezy, 
chummy  style,  on  such  things  as  fashion 
(FabSugar),  fitness  (FitSugar)  and  humor 
(GiggleSugar).  An  online  hangout  called 
TeamSugar,  a  gossip  center  for  35,000 
women,  gives  readers  a  reason  to  spend 
more  time  on  the  network  and  connects 
them  to  Sugars  blogs. 

The  Sugars  represent  the  next  wave  of 
blogging.  Rather  than  a  single  blog  attract- 
ing a  smattering  of  Internet  ad  dollars, 
their  Sugar  Publishing  is  trying  to  build  a 


substantial  business  with  a  network  of 
blogs.  Like  a  print  magazine  publisher 
with  lots  of  titles,  they  can  survive  the 
demise  of  any  one  blog.  Gawker  Media  is 
the  best-known  blog  network,  with  13  top- 
ics ranging  from  politics  to  porn.  These 
blogworks  can  attract  retail  advertisers 
such  as  Gap,  Neiman  Marcus  and  Nike. 
And  the  Sugars  are  hitting  an  especially 
sweet  marketing  spot:  young  women.  The 
number  of  visitors  to  women's  sites  rose 
29%  over  the  past  year,  while  overall  Inter- 
net usage  rose  only  5%. 

Lisa  Sugar  started  PopSugar  as  a  hobby 
two  years  ago  after  a  friend  saw  her  taking 
notes  on  the  Oscars,  cross-referencing 
celebrity  and  fashion  magazines,  and  sug- 
gested she  turn  her  obsession  into  a  blog. 
When  Renee  Zellweger  married  Kenny 
Chesney  in  a  surprise  beach  wedding  that 
spring,  PopSugar  was  one  of  the  first  gos- 
sip sites  to  run  photos  (obtained  from  a 
photo  agency),  and  traffic  spiked.  Six 
months  later  a  million  people  a  month 
were  reading  it.  Lisa  quit  her  job  as  an 
advertising  media  planner  and,  last  April, 
she  and  Brian,  who  has  started  other  Sili- 
con Valley  enterprises,  formed  Sugar  Pub- 
lishing with  $250,000  of  their  own  money. 

They've  since  hired  30  writers  and  edi- 
tors and  quintupled  their  monthly  page 
views  to  26  million.  Revenue  appears  to  be 
$5  million  a  year  or  thereabouts;  they  plan 
to  be  profitable  by  year-end.  "Brian  and 
Lisa  have  a  fresh  take  on  a  stodgy  area," 
says  Michael  Moritz  of  venture  firm 
Sequoia  Capital,  which  chipped  in  a 
reported  $5  million  last  year. 

The  Sugars  aim  to  be  a  cooler,  younger 
iVillage,  the  women's  site  that  got  15  mil- 
lion unique  visitors  in  February  and  was 
bought  by  NBC  Universal  for  $600  million 
last  May.  Still,  the  Sugar  network,  which 
reported  3  million  unique  viewers  in  Feb- 
ruary (per  Google  Analytics),  has  a  lot  of 
catching  up  to  do.  Competition  in  the 
women's  segment  also  comes  from  Glam, 
DailyCandy  and  BellaOnline,  and  the 
Sugar  name  doesn't  guarantee  readers  to 
new  blogs.  Not  to  worry,  say  the  Sugars, 
who  want  to  launch  three  blogs  a  quarter. 
"Are  we  spreading  ourselves  too  thin? 
Maybe,"  Brian  Sugar  says.  "But  this  is  a 
fast-paced  environment."  F 
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Technology 


Light  Warfare 

Lasers  and  microwaves  are  engaging  with  the  enemy.  Missiles  could  become 
obsolete.  Raytheon,  the  world's  biggest  missilemaker,  sees  opportunity  either  way. 

By  Matthew  Swibel 


THE  CH-46  SEA  KNIGHT  WAS 
flying  over  Karma,  an  Iraqi 
insurgent  base  near  Falluja.  The 
transport  helicopter,  ferrying 
seven  U.S.  Marines,  banked 
suddenly  to  the  right.  Midway  through  the 
turn  a  missile  trailing  black  smoke 
smacked  into  its  side.  The  chopper  fell  in 
flames  to  the  ground,  killing  its  passengers. 

The  Feb.  7  crash,  videotaped  by  al 
Qaeda  in  Iraq,  was  one  of  five  deadly 
surface-to-air  missile  attacks  on  U.S.  air- 
craft in  Iraq  this  year.  Between  4,000  and 
5,000  infrared-guided  SAMs  are  available 
to  Iraqi  insurgents,  at  least  to  those  who 
have  $5,000  to  buy  one. 

The  countermove  the  Pentagon  has  on 
order  requires  affixing  under  each  chop- 
per a  50-pound  basketball-size  turret  that 
uses  a  low-power  laser  to  jam  and  deflect 
incoming  missiles.  The  problem  is  that  the 
turret  was  made  for  big  transport  planes. 
It  won't  fit  on  a  helicopter. 

Raytheon,  the  worlds  largest  missile- 
maker,  has  fashioned  a  quick-as-light  fix.  It 
is  removing  the  baseball -size  tips  from  its 
Sidewinder  heat-seeking  missiles  and  in- 
stalling a  low-power  laser  in  those  tips.  The 
new  microturret  fits  on  the  stub  wing  of  an 
Apache  and  other  helicopters,  tracking  and 
jamming  incoming  missiles  by  laser  beam. 


Raytheon  has  $13  million  in  contracts 
rom  the  Navy  and  the  Air  Force  for  this 
project.  The  tiny  turrets  weigh  only  10 
rounds  and  at  $40,000  apiece  are  one- 
enth  the  price  of  the  stuff  on  order  that 
von't  fit.  The  prototype  underwent  a  live 
demonstration  in  late  2006;  flight  tests  will 
ake  place  later  this  year. 

"A  good  defense  is  the  best  offense  in 
he  world,"  says  William  Swanson,  chief 
executive  of  Raytheon  in  Waltham,  Mass. 

Raytheon  dominates  the  worldwide 
nissile  business,  selling  sea-launched 
ground-striking  Tomahawks,  antitank 
avelins  and  air-to-air  Sidewinders  to  at 
east  40  countries.  Its  missile  business 
jrew  9%  last  year  to  $4.5  billion,  a  fifth  of 
Raytheon's  revenue  and  the  most  of  any 
)f  its  six  divisions. 

But  big,  expensive  projectiles  are 
ooking  a  little  useless  against  the  small, 
nobile  and  urban  threats  of  today.  Half  a 
nillion  shoulder-fired  missiles  are  loose 
round  the  world.  Hezbollah  and  23 
ther  stateless  terrorist  groups  keep  a 
tash  of  between  5,000  and  150,000,  esti- 
nates  the  Congressional  Research  Service, 
toadside  and  suicide  bombs  are  the  real 
courge  in  Iraq,  not  anything  we  can  land 
leavy  lumber  on. 

Thus,  lasers  are  reemerging  as  a  weapon 


of  choice.  Engineers  are  now  regularly  turn- 
ing out  megawatt  lasers,  a  billionfold  more 
potent  than  ones  made  20  years  ago.  Laser 
guiding  has  reduced  the  number  of  bombs 
required  to  destroy  a  target,  from  500  in 
Vietnam  to  15  in  the  first  Iraq  war  to  one 
in  the  current  conflict. 

Raytheon's  Quiet  Eyes  is  one  of  several 
examples  of  new  directed  energy  weaponry, 
a  munitions  class  that  includes  lasers,  high- 
powered  microwaves  and  particle  beams. 
Spending  on  surface-to-air  missile-zap- 
ping will  average  $830  million  a  year  over 
the  next  decade,  estimates  Teal  Group,  a 
defense  consultancy,  up  from  $450  million 
today  Directed  energy  technology  is  well- 
rooted  in  many  of  the  2,900  "threat  reduc- 
tion" research  programs  at  the  Los  Alamos 
National  Laboratory. 

"We  see  a  future  in  lower-cost  systems, 
and  Raytheon  has  both  a  head  start  and  a 
very  solid  production  base  already  with  its 
[Sidewinder]  missiles,"  says  David  Rock- 
well, a  senior  electronics  analyst  at  Teal. 
"It  could  be  a  big  deal  for  them." 

Lasers  are  still  living  down  their  sci-fi 
scoffers  and  the  disappointing  tests  of  the 
Ronald  Reagan-era  Star  Wars  program. 
Twenty  years  later  Defense  Secretary  Robert 
Gates  spends  maybe  $1  billion  a  year,  less 
than  1%  of  the  Pentagon  procurement  and 


Raytheon  wants  to  "invent 
itself  out  of  business"  by  using 
a  solid-state  fiber  laser  instead 
of  cannon  fire  to  detonate 
mortar  at  the  speed  of  light. 


research  purse,  on  directed  energy  weapons. 

Setbacks  still  abound.  The  Army's  Zeus, 
a  powerful  solid-state  laser  mounted  atop 
combat  trucks,  was  supposed  to  spot  and 
destroy  land  mines  from  a  safe  remove.  But 
many  land  mines  are  buried  below  where 
Zeus  can  see  them,  says  Philip  Coyle  of  the 
Center  for  Defense  Information  in  Wash- 
ington, D.C. 

After  20  years  and  $9. 1  billion,  Boeing's 
Airborne  Laser,  mounted  on  a  747  jet  and 
able  to  burn  the  skin  off  enemy  missiles, 
is  languishing  in  the  Missile  Defense 
Agency.  "Directed  energy  tends  to  get 
overpromised  as  a  transformative  tool," 
says  J.  Douglas  Beason,  author  of  The  E- 
Bomb.  "But  the  genie's  out  of  the  bottle." 

Raytheon  has  other  promising  pro- 
grams. Its  Orwellian-named  Active  Denial 
high-power  microwave  system  is  meant  to 
control  street  rioters  and  repel  foes  on  the 
run.  It  projects  a  nonlethal  invisible 
microwave  beam  from  a  rectangular  dish 
alop  a  Humvee.  The  beam  can  travel  550 
yards  but,  because  of  its  high  frequency, 
penetrates  the  target's  skin  only  1/64  of  an 
inch  deep.  It  spot-cooks  an  enemy  com- 
batant's skin  to  130  degrees  Fahrenheit  at 
more  than  fivefold  the  range  of  military- 
grade  Taser  guns  and  supposedly  does  not 
result  in  skin  cancer.  Raytheon  Chief 
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Swanson  tested  it  on  himself— he  says  it 
feels  like  touching  a  lightbulb— and  he 
periodically  checks  the  spot  on  his  hand 
where  he  got  beamed. 

Raytheon  began  developing  the  technol- 
ogy five  years  ago  under  a  $60  million  con- 
tract. If  tests  with  the  820th  Security  Forces 
Group  at  the  Air  Force  go  well,  Raytheon 
could  see  orders  worth  $25  million  in  2007. 

Last  year  the  Department  of  Home- 
land Security,  under  a  $4.1  million  con- 
tract, decided  to  assess  another  Raytheon 
microwave  weapon,  Vigilant  Eagle,  to 
protect  civil  and  military  aircraft  from 
shoulder-fired  missiles. 

Vigilant  Eagle  uses  a  set  of  sensors 
linked  to  a  billboard-size  array  of  anten- 
nas on  the  ground  that  blast  enemy  mis- 
siles with  enough  energy  to  disrupt  its 
circuits  and  drive  it  away  from  the  aircraft. 
In  tests  conducted  by  Raytheon  the 
energy  waves  were  able  to  deflect  success- 
fully and  didn't  interfere  with  air  traffic 
control  or  the  airplanes  radar  image. 

Yet  Homeland  Security  has  taken  the 
opposite  tack.  In  2005  the  agency  deter- 
mined airplane-mounted  infrared  systems 
would  work  best  and  awarded  BAE 
Systems  and  Northrop  Grumman 
$45  million  contracts  each  to  research  and 
develop  such  systems.  Another  $100  mil- 
lion round  of  testing  followed  in  2006.  But 
the  airlines  have  been  cool  to  the  idea 
because  of  the  weight  and  cost.  Outfitting 


all  commercial  aircraft  would  initially  cost 
$11  billion,  or  $1.6  million  per  plane, 
according  to  a  2005  Rand  Corp.  study. 

Vigilant  Eagle  would  cost  far  less:  $1 
billion  to  $2  billion  for  the  30  airports  that 
represent  70%  of  commercial  takeoffs  and 
landings,  Raytheon  executives  say.  Con- 
gress, looking  for  cheaper  alternatives, 
reopened  the  bidding  last  year  and  chose 
three  different  systems  for  further  assess- 
ment, including  Vigilant  Eagle. 

Raytheon  has  been  zapping  things 
since  its  research  labs  inadvertently  pro- 
duced the  first  microwave  oven  in  1958. 
Under  Swanson  the  company  has  gotten 
more  serious  about  directed  energy.  In 


2005  it  was  clear  the  Pentagon  was  search- 
ing for  weapons  of  lower  cost  and  greater 
convenience  that  came  without  a  legacy  of 
existing  equipment  and  personnel.  "When 
you  have  established  weapons  systems  like 
a  fighter  jet  or  a  submarine,  you  try  to 
make  it  better  and  better,"  explains  Mark 
Johnson,  chairman  of  Innosight,  a  Water- 
town,  Mass.  business  consulting  firm.  I 
"But  the  number  of  times  when  you  need 
these  tools  is  actually  very  limited." 

What  intrigued  Swanson  about 
directed  energy's  disruptive  potential  was 
that  he  didn't  need  to  score  a  home  run 
right  away.  The  Air  Force  maligned 
unmanned  drones  when  they  began 
reconnaissance  missions  in  1991.  But 
those  early  missions  helped  improve  the 
technology,  and  the  Air  Force  loves 
drones  now  that  they've  been  used  reliably 
for  surveillance  in  the  first  Iraq  war  and 
for  combat  in  Afghanistan.  In  2010 
annual  spending  on  drones  will  hit  $5  bil- 
lion, up  from  $300  million  in  1990, 
according  to  Amit  Dayal,  analyst  at  Rod- 
man &  Renshaw. 

"I  take  the  view  that  lasers  supplanting 
what  we  sell  now  is  not  threatening,  it's  an  op- 
portunity. And  with  a  disruptive  technology, 
good  can  be  good  enough,"  says  Swanson. 

That's  the  idea  behind  the  company's 
Laser  Area  Defense  System,  a  counter- mor- 
tar system  installed  in  Raytheon's  20mm  Pha- 
lanx antimissile  rotary  cannon.  The  current 
Phalanx,  which  can  compute  the  trajectory 
of  an  incoming  shell  and  fire  4,500  rounds 
per  minute,  was  good  for  $300  million  of  con- 
tracts last  year  from  the  U.S.  and  allies. 

Replace  the  ordnance  with  a  fiber-optic 
laser  and  you  can  destroy  60mm  mortar 
rounds  500  yards  away,  as  Raytheon 
demonstrated  last  June.  Four  engineers 
borrowed  mortars  from  the  Sandia 
Explosives  Lab  and  blew  them  up  with  a 
borrowed  20-kilowatt  off-the-shelf  laser 
from  the  Air  Force  Research  Laboratory  just 
hours  after  80-mile-an-hour  desert  winds 
whipped  through.  If  a  prototype  due  by 
December  2007  improves  the  laser  beam 
director,  it  could  get  deployed  alongside 
existing  Phalanx  systems  within  12  months. 

Not  to  worry,  says  Swanson:  "When  I 
look  at  directed  energy,  it's  clear  that  if 
someone  is  gonna  put  us  out  of  business, 
it  will  be  us."  F 
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Son  of  Wankel 

How  to  get  51mpg  from  an  engine  the 
size  of  a  Thanksgiving  turkey. 

By  Christopher  Steiner 


YOU  WANT  TO  SAVE  THE  EARTH, 
but  you're  not  ready  for  a  hybrid 
car.  The  four-cylinder  gasoline 
engine  in  the  new  Toyota 
Corolla  is  about  as  efficient  as 
it  gets,  producing  130hp  and  41  highway 
miles  per  gallon.  With  plastic  intake  mani- 
folds and  head-mounted  injectors,  it  weighs 
a  scant  234  pounds.  But  what  if  you  could 
get  the  same  horsepower  and  lOmpg  more 
from  an  engine  that  weighs  half  as  much  and 
could  fit  under  a  rear  seat  cushion?  This  is 
the  promise  of  the  rotary  engine,  a  century- 
old  technology  that  stalled  two  decades  ago 
but  may  rev  again. 

Conventional  four-stroke  engines 
produce  power  by  moving  a  piston  up 
and  down  using  rapid  explosions  of  fuel 
and  air  in  a  cylindrical  chamber.  A  rotary 
engine  has  no  pistons.  The  Wankel  engine 
in  the  Mazda  RX-8  houses  a  rapidly  spin- 
ning cam  that  is  shaped  to  compress  and 
combust  fuel  and  air  against  the  inside  of 
an  oval  chamber.  A  new  take  on  the 
rotary  comes  from  a  tiny  company  in 
Vancouver,  B.C.,  called  Reg  Technologies. 
Its  Radmax  engine  uses  two  wave-shaped 
cams  that  rotate  above  and  below  a  sta- 
tionary rotor.  The  cams'  curved  surfaces 
compress  fuel  and  release  exhaust  as  they 
spin,  generating  24  combustions  for  each 
crankshaft  revolution.  A  water-cooled 
Radmax  engine,  so  claims  Reg,  weighs  1 
pound  per  horsepower.  A  water-cooled 
Wankel  weighs  2  pounds  per  horsepower. 

Rotary  engines  for  years  suffered 
emissions  problems  that  were  caused  by 
leaky  seals  as  the  cam  rotated.  Reg  says 
the  Radmax's  design  eliminates  leaks. 
Testing  on  a  125hp  diesel  engine  is 
scheduled  to  begin  soon.  But  getting  the 
Radmax  to  market  may  be  a  challenge. 
The  company  has  a  dubious  aroma  to  it: 
past  ties  to  the  Jehovah's  Witnesses  and 


appearances  in  the  lists  of  stocks  hyped 
by  spammers.  The  25-year-old  Reg  still 
has  no  revenue  and  has  lost  $8  million 
since  it  began  work  on  its  rotary  20  years 
ago.  Its  volatile  shares,  traded  on  the 
Toronto  Stock  Exchange,  recently  sold 
for  43  cents. 

Reg  says  it's  been  approached  by  Rolls- 
Royce,  Honda  and  Boeing,  but  its  hopes 
currently  rest  with  the  U.S.  military,  which 
is  pursuing  the  idea  of  sticking  the  light- 
weight Radmax  into  aerial  drones.  F 


40 


parts 

A  conventional 
piston  engine  has 
40  moving  parts. 


The  Radmax's 
weight-to-power 
ratio  bests  existing 
engines  by  100%, 
ideal  for  ultralight 
drones. 


A  Radmax  engine 
has  only  12  moving 
parts  and  can  have 
up  to  24  combustions 
per  rotation. 
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MEETING  IS  EASIER  WHEN  YOU 


HAVE  DOCUMENTS  TO 
BRING  TO  A  MEETING. 
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The  Two-Way  Peephole 

Banks  and  brokers  are  getting  even  more  serious 
about  who  gets  onto  their  Web  sites. 

By  Chana  R.  Schoenberger 


E -TRADE  FINANCIAL  MADE  A 
generous  guarantee  to  its  4.5  mil- 
lion customers  last  year.  If  your 
account  is  hit  by  theft  or  fraud, 
E-Trade  will  make  you  whole  for 
the  loss,  even  if  someone  sneaked  in  using 
a  valid  user  name  and  password. 

That  could  become  an  expensive 
promise.  Online  fraud  cost  $13  billion  last 
year,  says  Javelin  Strategy  &  Research. 
New  federal  regulations  require  banks  to 
toughen  their  online  security.  E-Trade  and 
hundreds  of  firms  are  reinforcing  the  old 
name-and-password  rigmarole  with  high- 
tech-sounding barriers  such  as  passive 
risk  scoring,  which  tries  to  detect  unusual 
behavior. 

The  new  higher  security  levels  now 
work  in  both  directions,  with  you  and 
your  bank  proving  legitimacy  to  one 


another.  Phishing,  the  spammer  tactic  of 
duping  e-mail  recipients  into  logging  in  to 
a  phony  site  and  then  nabbing  their  per- 
sonal info,  has  everyone  confused.  Phish- 
ers  sent  out  a  billion  and  a  half  e-mails  last 
year,  up  19%  from  2005,  according  to 
Internet  security  firm  Symantec.  At  Zions 
Bank,  headquartered  in  Salt  Lake  City,  and 
at  Yahoo,  for  that  matter,  customers  know 
they're  safely  logged  in  after  they've  seen  a 
prearranged  picture  of,  say,  pansies  or 
Labrador  puppies. 

Compliance  with  the  new  rules  has 
spurred  a  business  boomlet  for  authenti- 
cation tech  firms.  RSA  Security,  VeriSign 
and  Entrust  are  all  briskly  selling  software 
to  banks  for  about  $1  per  Web  user.  Banks 
spent  up  to  $150  million  last  year  on  con- 
sumer authentication  and  online  protec- 
tion, and  RSA  expects  this  amount  to  grow 


by  50%  this  year  and  next.  RSA  boughi 
smaller  competitors  Cyota  (for  $145  mil- 
lion in  2005)  and  PassMark  (for  $44  mil- 
lion last  year)  before  selling  itself  to  EMC 
for  $2.1  billion  last  year. 

Microsoft's  new  Vista  operating  system 
comes  with  a  program  called  CardSpace 
that  plugs  personal  data  into  secure,  digita 
ID  "cards"  that  reside  on  a  PC  and  prove  it? 
owner's  identity.  (Microsoft's  much  revilec 
Passport  scheme  stored  the  data  on 
Microsoft's  own  servers.)  Wachovia  is  test 
ing  the  system,  and  CardSpace  will  be  in 
an  upcoming  release  of  Corillian's  online 
banking  software,  which  runs  a  quarter  ol 
U.S.  bank  user  accounts.  Symantec's  Nor 
ton  Confidential,  already  on  the  market 
protects  against  phishing  sites  and  key 
stroke-logging  software  and  manages  youi 
identity  online. 

E-Trade  has  added  software  that  can 
spot  a  phony  customer  after  he's  inside 
The  system  watches  and  compares  youi 
behavior  with  a  database  of  fraud  patterns 
A  first-time  effort  to  wire  funds  to  Kyr- 
gyzstan  might  send  risk  scores  flying 
prompting  a  call  from  a  service  managei 
or  a  text  message  to  confirm  the  trade 
Credit  card  companies  do  this  all  the  time 
"We  have  the  ability  to  intervene  at  the 
next  refresh  page,"  says  Gregory  Framke 
E-Trade's  chief  information  officer. 

When  you  log  in  to  ING  Direct,  its 
fraud-detection  system  silently  takes 
your  computer's  fingerprint,  examining 
40  attributes  such  as  operating  system 
browser  plug-ins  and  display  settings,  and 
compares  them  against  an  encrypted  list  ol 
machines  you've  registered  in  advance.  II 
your  password  is  correct  but  your  finger- 
print doesn't  match  and  you  can't  answer 
two  advanced  questions,  you'll  be  asked  to 
phone  customer  service.  If  you  pass,  you 
see  a  prearranged  picture  of,  say,  a  dog,  so 
you  know  the  bank  site  is  real.  Theoreti 
cally,  however,  a  thief  could  sign  up  for  an 
account,  download  the  image  of  pansie 
and  use  it  to  set  up  his  own  phishing  site 
mimicking  a  bank  site. 

At  Zions  all  online  customers  are 
required  to  pick  an  enhanced  authentica- 
tion image.  Says  Lee  Carter,  president  of 
online  banking  at  Zions:  "We  haven't  had 
any  losses  since  we  put  this  in  place." 
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*1tospital  safety 


Special  Surgery 

One  hospital  faces  up  to  the  rampant  disorganization  that's  killing  us 


By  Matthew  Herper 


Fiye-week-old  Patience  Burnett  and  her  mom,  Sabr 


ATIENCE  BURNETT  WAS 
born  in  late  February 
with  a  hole  in  her  left 
diaphragm  that  stunted 
her  lungs.  Her  stomach 
and  intestines  were  in 
such  a  delicate  state  that 


just  a  touch  could  send  her  vital  signs 
awry.  Her  mother,  Sabrina,  wasn't  allowed 
to  hold  Patience  until  she  was  10  days  old, 
and  then  only  once  a  day. 

Cincinnati  Children's  Hospital  Med- 
ical Center,  where  Patience  is  still  fighting 
for  her  life,  sees  a  dozen  cases  a  year  of  this 


rare  defect,  called  a  congenital  diaphrag- 
matic hernia.  Half  of  infants  born  with  it 
die  in  the  hospital.  But  at  Cincinnati 
Children's  the  great  majority  go  home. 
Patience  likely  will,  too. 

Cincinnati  Children's  is  a  rare  case  in 
the  U.S.  health  care  system  of  what  happens 
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when  factory-style  opera- 
tions management  con- 
quers the  improvisational 
and  often  sloppy  delivery 
of  care  in  hospitals.  Some 
100,000  patients  die  each 
year  because  of  medical 
errors,  and  100,000  get 
infections  while  in  the 
hospital. 

Over  the  past  six  years 
Cincinnati  Children's  has 
cut  down  on  common 
errors,  forgotten  medi- 
cines and  wasted  efforts 
that  squander  resources 
and  hurt  patients.  Dis- 
charge delays  and  infec- 
tions immediately  following  surgeries  are 
both  half  as  frequent  as  they  used  to  be. 
Deadly  infections  from  ventilators  are 
down  90%.  At  the  same  time  admissions 
are  up  30%,  the  size  of  the  staff  has 
increased  50%  and  revenue  has  doubled  to 
$1  billion. 


"We're  able  to  take  better  care  of  more 
kids  who  are  more  sick  than  ever  before, 
without  stretching  the  limits  of  our  capac- 
ity' says  lames  M.  Anderson,  65,  the  hos- 
pital's chief  executive.  If  this  hospital,  already 
rated  the  eighth-best  children's  hospital  in 
the  country  by  U.S.  News  &  World  Report, 


Hospital  Chief  Jim  Anderson,  a  lawyer, 
started  a  push  for  better  quality  control. 

can  make  such  strides,  there  may  be  hop< 
for  a  fix  to  the  wasteful  and  broken  care  pro 
vided  to  grown-ups,  too. 

In  Patience  Burnett's  case,  the  break 
through  was  organizational.  Three  week) 
after  she  was  born,  surgeons  at  Cincinnati 
Children's  patched  the  hole  in  he 
diaphragm  with  Gore-Tex.  Patience  ha 
needed  a  ventilator  to  breathe  since  birth 
This  lifesaving  machine  is  itself  a  threat 
because  bacteria  can  grow  in  the  tube 
that  bring  air  to  the  baby's  lungs.  Inten 
sive-care  nurses  at  Cincinnati  Children 
used  to  watch  helplessly  as  60  kids  a  yea) 
developed  this  deadly  infection. 

Cincinnati  saw  only  seven  infection 
last  year.  Why?  Simple  stuff  like  using 
smaller  toothbrush  to  cleanse  the  moutl 
or  leaving  masks  on  to  avoid  contamina 
tion.  Another  task  force  has  focused  on 
the  dozen  cases  a  year  of  Patience's  con 
genital  defect.  They  learned  to  turn  down 


linporf/iig 


VENTILATOR 
PNEUMONIA 
Goal:  Prevent  infections. 

Heated  tubes  prevent 
water  from  collecting. 

Cleanse  children's  mouths 

Beds  are  set  at  an  incline, 

Reduced  by  56  cases,  saving 
an  estimated  $560,000. 


the  pressure  on  the  ventilator,  to  adminis- 
ter drugs  to  open  blood  vessels  and  to  wait 
to  perform  surgery,  something  most  hos- 
pitals rush. 

Many  of  the  changes  at  Cincinnati 
Children's  are  as  rudimentary  as  these, 
focusing  attention  on  the  rote  tasks  that 
give  rise  to  pernicious  but  unconscious 
mistakes,  like  bad  room  layouts  that  could 
cause  doctors  to  trip  up  as  they  reach  for  a 
scalpel  or  antibiotic. 

The  pharmacy  was  a  paragon  of  wasted 
effort.  An  analysis  found  that  prescriptions 


traveled  2,100  feet  before 
they  were  ready  for  delivery. 
A  curved  shelf  was  flattened 
against  the  wall  to  let  more 
pharmacists  work  side  by 
side.  That  and  other  changes 
cut  the  distance  a  pharma- 
cist walked  to  800  feet  and 
the  23-hour  turnaround 
time  for  nonurgent  bedside 
medicines  to  5  hours.  That, 
in  turn,  reduced  by  half  the 
number  of  medicines  tossed  out  because 
patients  were  discharged. 

The  quality  push  began 
in  earnest  when  Anderson,  a 
Cincinnati  lawyer  and  trustee 
of  the  hospital,  took  over  in 
1996.  Two  decades  earlier 
Anderson  had  run  a  midwest- 
ern  valve  manufacturer  and 
sold  it  to  the  compulsively 
efficient  Emerson  Electric  Co. 
He  never  forgot  his  experi- 


i 

l 

i 
i 

I 

1 
I 

\ 
I 
J 

% 
\ 


wring  every  bit  of  waste  out  of  people  and 
procedures. 

Early  on  Anderson  assembled  advisory 
panels  of  insiders,  like  Robin  Cotton,  a 
British  ear,  nose  and  throat  surgeon 
renowned  for  his  ability  to  repair  kids' 
windpipes.  Anderson  got  rid  of  mediocre 
performers  in  data  processing,  accounting 
and  personnel.  But  he  soon  realized  he 
needed  to  confront  the  powerful  doctors 
who  don't  like  to  admit  to  mistakes  or  that 
those  mistakes  cost  lives. 

He  put  a  pediatrician,  Uma  Kotagal,  in 


DURING  SURGERY 
Goal:  Reduce  surgery 
infections. 

Give  IV  antibiotics 

before  surgery. 

Pause  before  surgery. 

Reduced  number  of 
infections  by  33  cases. 

$900,000  in  treatment 
costs  saved. 


ence  there  of  being  forced  to    ^  ^ 
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THE  PHARMACY 
Goal:  Reduce  wasted 
effort. 


■ 


Reduced  distance  each 
prescription  traveled 
by  1,300  feet. 

Decreased  time  to  deliver 
medicines  from  23  hours  to 
5  hours. 

Cut  wasted  medicines  by  half. 


charge  of  quality  in  2001.  She  started 
pilot  programs  in  cystic  fibrosis  and 
bronchiolitis  to  see  if  doctors  would  fol- 
low stricter  medical  guidelines.  The 
number  of  kids  with  CF  who  got  flu 
shots,  a  basic  step  toward  preventing 
related  respiratory  problems,  jumped 
from  36%  to  86%.  Kotagal  developed 
checklists  for  parents  to  make  them  part 
of  their  children's  care  and  to  speed  up 
their  discharge.  In  2002  these  early  steps 
led  to  a  $2  million  grant  from  the  Robert 
Wood  Johnson  Foundation. 


To  fight  surgical  infec- 
tions, often  caused  by  har- 
ried doctors  forgetting  to 
administer  preoperative 
antibiotics,  the  hospital  ini- 
tiated a  pre-op  pause,  like 
the  one  for  pilots  before  a 
takeoff:  Everyone  stops 
for  30  seconds  to  make 
sure  all  safety  steps  have 
been  taken.  Nurses  were 
encouraged  to  speak  up  if 
doctors  were  skipping  the  drugs.  Particu- 
larly resistant  surgeons,  Kotagal 
says,  were  taken  out  for  coffee 
by  their  bosses  and  given  a 
stern  talking-to. 

Anderson  called  in  Eugene 
Litvak,  a  57-year-old  Boston 
University  operations  manage- 
ment expert  who'd  studied 
telecommunications  in  his 
native  Russia.  At  Boston  Med- 
ical Center  he  helped  cut  the 
number  of  rescheduled  surger- 


ies from  700  to  7  in  less  than  a  year.  At 
St.  John's  Hospital  in  Springfield,  Mo.  he 
increased  the  number  of  surgeries  by  a 
third  without  adding  a  single  bed. 

The  biggest  source  of  hospital  waste, 
Litvak  argues,  is  volatility.  One  day  lots 
of  rooms  are  empty,  the  next  they're 
clogged.  These  swings  have  nothing  to  do 
with  sudden  infectious  outbreaks.  Instead 
they  are  caused  by  the  unpredictable  way 
surgeons  schedule  their  surgeries.  "It  is 
easier  for  practically  every  hospital  to  pre- 
dict when  somebody  will  break  their  leg 


THE  CHECKLIST 
Goal:  Get  patients 
home  faster. 

List  criteria  for  when 
patients  can  go  home. 

Explain  steps  of 
treatment. 

65%  of  patients  go 
home  without  delay,  up 
from  35%. 


P 


■ 


Importing  w/fS^ 


o  a 

□  a  d  □  a 
aa  □  a o 

□  □□on 


han  when  someone  will 
chedule  surgery,"  says 
itvak.  "God  doesn't  make 
eople  sicker  on  Tuesday 
nan  Wednesday.  We  do." 

Litvak  changed  how  the 
urgeons  organized  their 
ves.  Previously  urgent 
ases  like  a  broken  bone  or 
n  inflamed  appendix  were 
queezed  in  between  sur- 
eries  that  had  been  sched- 
uled for  months.  Surgeons 
nded  up  padding  the  time 
f  their  operating  room 
ots  so  they  didn't  wind  up 
ehind  if  a  compound  frac- 
ire  repair  went  too  long.  Litvak  set  aside 
operating  rooms  just  for  urgent  cases, 
aving  18  open  for  scheduled  procedures. 
JH  additional  room  was  set  aside  for  pro- 
edures  that  needed  to  be  done  within  a 
reek.  These  were  the  operations  that  were 
lost  often  crammed  in  at  the  end  of  the 
ay,  forcing  a  surgeon  and  nurses  to  work 


late  into  the  night. 

Litvak's  work  also  led  to  the  creation 
of  a  "surgeon  of  the  week,"  who  would 
clear  his  calendar  solely  to  handle  urgent 
appendectomies  and  bone-setting.  Before 
urgent  surgeries  were  squeezed  in  by 
whichever  on-call  surgeon  had  a  break 
in  the  action.  Frederick  Ryckman,  direc- 


Uma  Kotagal  once  cared  for  sick  babies. 
Now  she  helps  other  doctors  avoid  mistakes. 

tor  of  liver  transplant  surgery  at  Cincin- 
nati Children's,  was  in  charge  of  getting 
his  colleagues  on  board.  At  first  it  was  a 
difficult  task.  Five  of  the  ten  surgeons  in 
his  group  thought  that  this  new  sched- 
uling idea  would  only  make  their  lives 
worse. 

During  the  45  days  they  tried  it  they 
went  home  on  time  and  were  able  to  do 
more  surgeries.  Once  their  colleagues  in 
orthopedic  surgery  saw  the  plan  in 
action,  they  bought  extra  equipment  so 
that  they,  too,  could  set  aside  some 
operating  rooms  and  set  up  a  surgeon- 
of-the-week  program. 

Patience  is  still  in  the  hospital  and 
still  attached  to  a  ventilator.  Her  mother 
is  very  grateful  for  all  the  meticulous 
steps  she  sees  being  taken  to  make  sure 
her  daughter  doesn't  catch  a  scary  germ. 
"It's  a  huge  benefit  to  me  as  a  mom.  I 
think  it's  made  a  big  difference."  F 


1 


•  Group  all  your  packages  as  one. 

•  Breeze  through  customs. 

•  Bypass  distribution  centers. 

And  use  your  supply  chain  to  your 
competitive  advantage.  With  UPS 
Trade  Direct"  importing  is  simple. 


fmd  out  nor* 


WHAT  CAN  BROWN  DO  FOR  YOU?® 


STRATEGIES 





Doing  Well, 
Doing  Good 

Good  Capital  is  pioneering  a  new  approach 
to  feel-good  investing:  private  equity. 

By  Victoria  Murphy  Barret 


CLASSIC  AMERICAN  PHILAN- 
thropy  has  the  ruthless  business- 
man— Carnegie,  Rockefeller 
Ford — squeezing  every  lasl 
penny  from  the  marketplace 
and  then  throwing  the  money  back  via  a 
foundation.  Nowadays  the  division  of  laboi 
between  making  profits  and  giving  them 
away  is  not  necessarily  so  sharp:  Avarice  and 
altruism  can  be  married  in  a  single  invest- 
ment portfolio. 

Witness  the  growth,  over  the  past  sev- 
eral decades,  of  "socially  responsible* 
mutual  funds.  Then  there  is  the  idea  of  z 
for-profit  charity,  represented  by  the 
novel  Google  philanthropy,  Google.org 
It  invests  in  good  causes  but  sometime; 
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asks  the  recipients  to  return  the  capital 
for  use  in  other  causes. 

And  now  we  have  the  newest  blend  of 
greed  and  generosity:  the  high-minded 
i  private  equity  fund.  A  forerunner  in  this 
sector  is  Good  Capital,  in  formation  for 
the  past  year.  The  firm,  which  operates 
out  of  a  dingy  three-room  office  in  San 
Francisco's  gritty  Mission  District,  has 
raised  one-third  of  the  $30  million  it 
wants  to  have  on  hand  by  December. 

This  group's  founders  have  back- 
grounds in  do-good  endeavors,  although 
none  has  been  a  money  manager.  Timothy 
Freundlich,  39,  for  the  past  ten  years  has 
done  strategy  work  for  the  Calvert  Foun- 
dation, the  nonprofit  arm  of  socially 


responsible  mutual  fund  giant  Calvert 
Group.  Joy  Anderson,  40,  heads  the  non- 
profit consultancy  Criterion  Ventures  in 
Connecticut.  Kevin  Jones,  56,  a  Silicon 
Valley  entrepreneur,  sold  his  Net  Market 
Makers  for  $30  million  in  early  2000  to 
then  thriving  Web  data  tracker  Jupiter 
Media  Metrix,  now  ComScore  Networks. 
After  that  sale  Jones  led  a  project  in 
Mozambique,  where  volunteers  and 
malaria  experts  spent  four  months  dis- 
tributing mosquito  nets  and  educating 
mothers'  groups  about  the  disease. 

Jones  is  in  charge  of  evangelizing 
Good  Capital's  idea.  "Our  goal  is  to  create 
a  totally  new  capital  market,"  he  says. 

Good  Capital  is  structured  much  like 

_  _  ...  ,  your  typical  private  equity 
Tim  Freundlich     '     ,  T 

and  Kevin  fund-  11  re1mres  a  imm- 

Jones  raise  mum  capital  commitment, 

capital  for  in  this  case  $250,000.  The 

high-minded  jjfe  Gf  me  fund  is  seven 

businesses  and  smaU  distributions 

nonprofits.  , 

will  likely  begin  in  the 

fifth  year.  Fees  are  rich:  2.85%  annually  and 
20%  of  any  profits.  The  justification,  per 
Jones,  is  that  Good  Capital  has  to  analyze 
social  benefits  as  well  as  business  prospects. 
Like  some  venture  capitalists,  it  will  do  lots 
of  hand-holding  for  the  businesses  in 
which  it  invests. 

Mark  Van  Ness,  who  cofounded 
Orange  County  commercial  real  estate 
giant  Sperry  Van  Ness,  put  $250,000  into 
Good  Capital  through  his  charitable 
foundation.  "I  don't  expect  high  returns 
here,  but  I  will  be  disappointed  if  I  don't 
get  my  money  back,"  says  Van  Ness. 

Half  the  organizations  Good  Capital 
invests  in  will  be  nonprofits,  and  they 
can't  dole  out  any  equity  because  they 
have  no  equity.  But  they  can  pay  interest. 
Jones  aims  to  get  gross  annual  interest  of 
10%  on  loans  to  nonprofits.  Interest  will 
be  tied  to  revenue  growth,  so  that  a  non- 
profit could  forgo  payments  until  it 
reaches  a  preset  revenue  goal. 

"This  is  patient  capital,"  says  Jones. 
Risky  capital,  too.  Good  Capital  won't 
have  any  claim  on  assets  if  its  investments 
go  awry.  "If  we  blow  up,  we  really  blow 
up,"  he  admits.  Also,  tax  regulators  might 
not  appreciate  that  Good  Capital's 
investors  get  a  nice  break  up  front.  Chari- 
ties don't  pay  taxes  on  income  so  long  as  it 


is  related  to  good  deeds.  This  is  intended 
to  benefit  the  charity,  not  outside  investors. 
Jones  says  the  tax  break  still  is  benefiting 
the  charity's  mission,  as  are  the  funds  from 
Good  Capital. 

For  the  most  part,  however,  Good 
Capital  won't  have  any  tax  advantage  over 
conventional  investors.  If,  for  example, 
Kraft  Foods  finances  a  sausage  factory 
entirely  with  bonds,  the  sausage  operating 
profits  escape  corporate  taxation  because 
interest  payments  are  deductible  in  com- 
puting corporate  taxable  income.  And  if 
the  bonds  are  held  by  Princeton  Univer- 
sity, the  return  escapes  taxation  at  the 
holder  level,  too,  since  Princeton  is  a  tax- 
exempt  entity  Meanwhile,  if  Princeton 
buys  a  sausage  factory  outright  (with  no 
debt),  it  gets  no  advantage  over  Kraft. 
That's  because  charities  owe  corporate 
income  tax  on  business  profits  unrelated 
to  their  charitable  mission. 

Taxable  investors  in  Good  Capital 
(individuals,  for  example)  will  pay  income 
tax  at  their  usual  rates  on  any  distributions 
from  the  fund:  15%  on  capital  gains,  35% 
on  interest.  A  charity  investing  through 
Good  Capital  gets  a  free  ride. 

For-profit  investment  candidates 
include  firms  that  employ  troubled  youth 
and  fair  trade  vendors,  which  are  com- 
modity producers  that  profess  to  pay 
good  wages  in  the  developing  world  (for 
example,  to  cattle  ranchers  and  coffee 
growers).  These  portfolio  companies  need 
to  spend  a  sizable  chunk  of  their  energy 
on  doing  good.  "Because  we're  the  first  to 
try  this,  we're  picking  from  the  best," 
argues  Jones. 

One  possible  investee  is  RealBenefits, 
a  firm  in  Boston  that  makes  software  to 
match  low-income  individuals  with 
government  benefits.  This  nonprofit 
company  gives  away  a  third  of  its  soft- 
ware to  charities  and  sells  the  remaining 
copies  at  $42,000  to  hospitals  looking  for 
ways  to  boost  Medicare  and  Medicaid 
reimbursements.  RealBenefits  is  not  yet 
in  the  black.  A  Good  Capital  loan  would 
go  toward  hiring  more  salespeople  and 
support  staff. 

Good  Capital  will  begin  doing  deals 
this  summer.  Says  Jones:  "We  can't  afford 
to  blow  up.  This  is  an  investment,  and  it 
has  to  act  like  an  investment."  F 
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EITS  ARE  THE  LATEST  AMERI- 
can  export  to  the  British  Isles. 
And,  as  with  rock  'n'  roll  and 
blue  jeans,  the  Brits  have  rushed 
i  out  to  buy.  Most  of  the  real 
estate  companies  that  have  converted  to 
real  estate  investment  trusts  have  seen 
their  stock  take  off. 

Eight  large  U.K.  property  companies 
converted  on  New  Year's  Day,  when  the 
new  corporate  genre  became  legal,  and 
four  are  slated  to  convert  later  in  2007. 
Pre-REIT,  all  of  them  were  long  publicly 
traded.  The  table  (see  p.  60)  shows  the  best 
six  of  the  January  conversions.  The  allure 
of  REIT  conversion  is  that  their  dividends 
will  fatten.  That's  because  REITs  must  pay 
90%  of  earnings  in  dividends,  a  task  made 
easier  since  the  conversion  lets  them  end 
the  double-taxing  of  their  incomes.  As  in 
the  U.S.,  REITs  over  there  are  exempt  from 
corporate  tax. 

Just  what  you  need  for  your  portfo- 
lio? Maybe.  Diversification — whether 
across  oceans  or  across  asset  classes — is 
a  good  thing.  But  there's  a  little  problem 
with  British  REITs  that  suggests  you 
should  acquire  only  a  modest  dose  of 
these  at  the  moment.  The  problem  is 
that  the  shares  have  gotten  rather  expen- 
sive. It's  a  problem  that  the  category 
shares  with  U.S.  REITs  (see  Jim  Grant's 
acerbic  column,  p.  114). 

The  high  price  undoes  the  main  sell- 
ing point  of  REIT  conversion,  which  is  that 
dividends  will  get  bigger  now  that  the  cor- 
porate tax  burden  is  eliminated.  The  price 
run-up,  combined  with  the  tax  change, 
leaves  the  average  British  REIT  yielding  a 
not  very  lush  3%.  To  be  sure,  your  divi- 
dend should  go  up  along  with  rents,  if 
rents  continue  rising.  The  payout  will  also 
go  up  in  dollar  terms  if  the  pound  contin- 
ues to  appreciate  against  the  dollar,  as  it 
has  in  the  past  decade. 

A  higher  price  also  brings  with  it  a 
higher  risk  of  capital  loss.  Look  at  the  U.S. 
side,  where  the  Bloomberg  REIT  Index,  on 
a  tear  for  three  years,  is  now  off  9%  from 
its  early  February  high. 

REIT  earnings  multiples  on  both  sides 
of  the  Atlantic  are  high.  The  U.K.  trusts  on 
our  list  average  a  price  of  30  times  pro- 
jected 2008  earnings.  We  got  the  earnings 


Redcoat  Real  Estate 

The  U.K.  has  joined  the  REIT  revolution. 
Buy  sparingly  By  Stephane  Fitch 


Hammersons 
John  Richards1 , 
at  the  former 
London  Stock 
Exchange, 
which  his  REIT 
is  refurbishing 
for  office  use. 
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Architects  who  will 
retire  in  201Q: 

With  a  home 
on  the  coast: 

And  a  granddaughter 
named  Chloe: 

Who  will  grow  up  to 
be  a  marine  biologist: 
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forecasts  from  IBES.  Our  earnings  figure 
for  the  British  companies  is  what  they  call 
"adjusted  earnings."  This  is  comparable  to 
what  U.S.  REITs  call  their  "funds  from 
operations."  In  both  cases  you  are  looking 
at  rental  income  less  operating  expenses 
and  interest  costs,  and  in  both  cases  the 
number  excludes  profits  from  the  sale  of 
properties. 

Be  careful  in  making  cross-Atlantic 
comparisons,  since  there  are  accounting 
differences.  Here,  the  accountants  subtract 
a  paper  charge  for  depreciation  to  arrive  at 
net  income;  for  the  FFO  calculation  you 
add  this  depreciation  back,  a  reasonable 
practice  given  that  most  buildings  do  not 
depreciate  in  value.  Over  there,  the 
accountants  add  to  earnings  a  paper  gain 
for  supposed  appreciation  in  the  proper- 
ties, a  practice  that  in  the  U.S.  would  get 
them  space  in  the  cell  next  to  Bernie 


square  footage  is  now  being  erected. 
Compare  that  with  Boston  Properties,  one 
of  the  few  U.S.  REITs  that  builds  its  own, 
with  just  2%  of  its  holdings  under  con- 
struction. If  Hammerson  can  profitably 
maintain  its  expansion  spree,  it  might  be 
worth  its  stiff  multiple,  42  times  next 
year's  projection  for  adjusted  earnings. 

By  another  gauge,  though,  U.K.  REITs 
aren't  as  pricey  as  you'd  think:  the  stock 
price  versus  net  asset  value,  which  is  the 
worth  of  a  property  portfolio  after  debt 
is  taken  out.  In  London  a  REIT  publishes 
a  NAV  based  on  a  recent  appraisal.  But 
just  like  here,  you're  better  off  with  a 
number  from  an  analyst,  who'll  apply 
some  intelligent  guesswork. 

Many  REITs  in  America  trade  at  a 
small  premium  to  NAV,  while  most  of 
their  British  counterparts  are  at  a  dis- 
count. By  this  score  Hammerson  is 


London 


These  entities,  which  just  converted  to  REIT  status,  mostly  trade  at  a  discount  to 
their  net  asset  values,  meaning  they  may  not  be  as  pricey  as  they  look  in  P/E  terms. 

COMPANY/SECTOR 

PRICE 

1-YEAR 
RECENT  CHANGE 

PREMIUM 
YIELD1       P/E2    TO  NAV3 

BRITISH  LAND/office,  mall 

$30.32  24% 

2.1%       29  -7% 
 —  1 

BRIXTON/warehouse 

10.09  -2 

3.1         29  -8 

HAMMERSON/office,  mall 

34.20  39 

1.6         42  13 

LAND  SECURITIES/office,  mall 

42.12  10 

3.0         26  -4 

LIBERTY  INTERNATIONAL/mall 

24.37  6 

2.6         30  -10 

SLOUGH  ESTATES/warehouse 

15.38  18 

3.2         24  1 

Prices  as  of  Mar.  27. 1Based  on  estimate  of  dividends  in  coming  year.  2Current  price  divided  by  projected 
2008  net  income  plus  depreciation  minus  nonrecurring  gains.  Value  of  properties,  minus  debt,  based  on 
brokerage  analyst  estimates.  Sources:  Lehman  Brothers;  FT  Interactive  Data  via  FactSet  Research  Systems. 
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Ebbers'.  The  British  adjusted  earnings 
have  this  paper  gain  taken  out. 

The  other  important  difference  is  that 
British  REITs  tend  to  be  active  developers. 
Yankee  REIT  managers  prefer  to  buy  exist- 
ing buildings  with  proved  records.  In 
Britain,  where  corporate  ownership  of  real 
estate  is  less  pervasive,  REITs  have  a  more 
entrepreneurial  mind-set.  They  construct 
spanking  new  structures  that  will  com- 
mand high-end  rents.  Existing  buildings 
often  are  full  of  tenants  enjoying  cheap 
leases  signed  years  ago. 

Consider  Hammerson,  a  newly  con- 
verted REIT  that  owns  3.7  million  square 
feet  of  prime  office  space.  A  fifth  of  its 


acceptably  priced,  at  a  13%  premium  to 
net  assets,  but  Great  Portland  Estates,  at  a 
36%  premium,  is  overvalued. 

LaSalle  Investment  Management  port- 
folio manager  Ernst- Jan  de  Leeuw,  who 
picks  stocks  for  the  Chicago  firm's  institu- 
tional clients,  enjoyed  a  57%  return  last 
year  on  British  real  estate  shares.  Yet  he's 
not  getting  out.  "We  are  relatively  opti- 
mistic," says  De  Leeuw. 

REIT  property  ownership  is  concen- 
trated in  London,  and  the  town  is  boom- 
ing. That's  particularly  true  of  office  space 
for  financial  service  operators.  Whether 
because  of  leeriness  about  the  US'  strin- 
gent Sarbanes-Oxley  rules  or  because  of 


Britain's  stronger  ties  to  thriving 
economies  in  eastern  Europe  and  the  Far 
East,  London's  exchanges  now  are  more 
popular  than  New  York's. 

Asking  rents,  up  25%  last  year,  are 
$120  per  square  foot  for  prime  space  in 
the  City  of  London,  the  financial  district. 
In  the  West  End,  nearer  to  the  best  shop- 
ping and  entertainment,  office  rents  are  as 
high  as  $200  a  foot— twice  the  cost  of 
comparable  space  in  New  York. 

Commercial  brokerage  Cushman  & 
Wakefield  reports  ample  demand  for 
space  this  year  and  says  rents  are  likely 
to  keep  rising  at  double-digit  rates. 
Investors  eager  to  own  that  growth  pay 
at  least  25  times  what  the  buildings 
throw  off  in  net  rent.  Some  office  prop- 
erties have  sold  for  $3,000  per  square 
foot,  three  times  Manhattan's  going  rate. 

One  cheery  beneficiary  of  the  trend 
is  John  Richards,  51,  who  runs  Hammer- 
son. The  REIT's  gross  assets  (before  sub- 
tracting debt  from  the  market  value) 
amount  to  $13  billion.  Richards  took 
criticism  in  2003-04  by  reducing  the 
company's  exposure  to  shopping  malls, 
when  consumer  spending  had  begun  to 
rise,  and  loading  up  on  central  London 
office  buildings,  whose  rents  then  were 
soft.  He  had  to  scramble  to  find  tenants. 
Not  anymore. 

As  we  see  with  Hammerson,  a  key 
difference  between  U.K.  REITs  and  their 
U.S.  counterparts  is  that  the  Brits  mix  a 
bunch  of  different  property  types  in 
their  portfolios.  British  cities,  and  cer- 
tainly London,  are  densely  populated, 
meaning  that  they  have  a  lot  of  mixed- 
use  properties,  such  as  offices  and  retail 
in  one  building.  Few  U.S. -style  office 
parks  exist  where  a  pure-play  office 
landlord  can  thrive.  Hammerson  has 
proved  itself  adept  at  managing  differ- 
ent types  of  properties. 

Time  was,  REITs  were  found  only  in 
the  U.S.  Then  Australia,  Belgium,  the 
Netherlands  and  several  Asian  nations 
followed.  The  French  permitted  REITs  in 
2003;  Germany  will  shortly.  For  Ameri- 
can real  estate  buffs,  the  beauty  of  U.K 
REITs  is  they  get  overseas  diversity,  plus 
the  comfort  of  dealing  in  English  with 
investor-relations  folks  and  financia 
documents.  F 
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Golden  Fleece 

Ajamu  and  Talibah  Al-Rafiq  fled  the  corporate  grind  to  make  a  living  off 
cashmere  goats.  Their  former  life  looks  cushy  by  comparison. 

By  Susan  Adams 


ON  A  STRETCH  OF  280  ROLLING 
acres  in  Mokelumne  Hill, 
Calif.  Ajamu  Al-Rafiq  races 
toward  one  of  his  400  cash- 
mere goats.  The  curled  horns 
of  a  buck  are  caught  in  a  black  oak.  Butting 
and  shaking,  the  animal,  covered  with 


shaggy  black  wool,  looks  as  if  he  is  either 
going  to  rip  the  tree  from  the  ground  or 
sacrifice  a  piece  of  his  head.  Just  as  Al-Rafiq 
arrives,  the  goat  twists  free  and  wanders  off 
to  join  his  herd. 

Raising  cashmere  goats  in  the  U.S.  is  a 
challenge,  given  how  much  cheap  fiber  is 


available  from  China.    Getting  their 
But  time,  tenacity  and  a   9oat:  Ajamu  and 
few  fierce  llamas  have   Talibah  A|-Rafi"- 

rescued  California  Cashmere,  the  com- 
pany Al-Rafiq,  63,  runs  with  his  wife, 
Talibah,  56.  It  appears  to  be  the  only  one 
of  500  cashmere-producing  goat  ranches 
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Entrepreneurs  

in  the  country  to  eke  out  more  than  a 
meager  profit.  This  debt-free  operation 
netted  the  couple  $157,000  pretax  on 
revenue  of  $475,000  last  year.  That's 
enough  to  allow  the  Al-Rafiqs  to  live  off 
their  goats  in  a  beautiful  spot  made 
famous  by  Mark  Twain's  1865  short 
story,  "The  Celebrated  Jumping  Frog  of 
Calaveras  County." 

The  Al-Rafiqs  bought  their  first  15 
goats  with  $30,000  in  1990  when  they 
were  looking  for  an  interesting  venture 
that  would  eventually  let  them  quit  their 
day  jobs  and  live  on  10  acres  they 
owned  160  miles  northeast  of  San  Fran- 
cisco. At  the  time  Ajamu  was  a  freelance 
software  engineer  for  Hewlett-Packard, 
IBM  and  other  companies;  Talibah  was  a 
project  manager  at  the  life  insurance 


her  herd  in  2004.)  That  revenue  didn't 
even  cover  the  hay  the  Al-Rafiqs  had  to 
buy  for  their  herd  in  winter. 

As  the  Al-Rafiqs'  goats  bore  kids, 
their  herd  expanded,  and  they  bought 
more  land.  Where  did  they  get  the 
money?  From  real  estate  profits.  They 
owned  rental  houses  in  and  around  San 
Francisco  and  cleaned  up  in  the  real 
estate  boom.  In  1992  they  started  selling 
their  animals,  known  for  the  quality  of 
their  cashmere,  as  breeding  stock  for  as 
much  as  $1,000  each.  They  created  a 
database  that  tracks  five  bloodlines  and 
monitors  the  genetic  characteristics  of 
each  goat  and  the  wool  it  produces, 
enabling  them  to  command  more  than 
the  $100  to  $300  most  ranchers  charge 
per  goat.  "I  can  see  by  looking  at  my  herd 


as  they  could  operate  the  machine  they 
offered  to  process  other  ranchers'  wool  for 
between  $15  and  $40  per  pound.  "We  had 
a  backlog  of  six  months  when  we  first 
started,"  says  Talibah. 

By  2000  the  couple  was  about  to  move 
into  the  black  when  mountain  lions  killed 
six  of  their  goats.  Because  the  lions  struck 
just  after  kidding  season  in  spring,  some 
baby  goats  were  left  without  mothers.  Six 
didn't  make  it.  The  Al-Rafiqs  paid  $1,200  for 
two  enormous  dogs— half  Great  Pyrenees, 
half  Akbash — bred  to  ward  off  mountain 
lions.  They  also  bought  three  llamas,  for 
$700  each,  to  protect  their  herd  from  wild 
dogs  and  coyotes. 

Until  2004  the  Al-Rafiqs  depended  pri- 
marily on  breeding-stock  sales  and  process- 
ing and  selling  yarn  and  fiber  for  revenue. 


'Who  would  invest  in  a  goat 
business?  We  knew  nothing 
about  goats!" 


subsidiary  of  Blue  Shield  of  California 
in  San  Francisco. 

The  idea  of  raising  cashmere  goats 
came  to  the  Al-Rafiqs,  who  had  also  con- 
sidered growing  grapes  for  wine  and 
raising  miniature  horses,  after  Ajamu 
heard  a  promotion  for  a  National  Public 
Radio  spot  about  the  subject.  He  admits 
now  it  sounds  crazy — "Who  would  invest 
in  a  goat  business?  We  knew  nothing 
about  goats!"— but  this  couple,  who  grew 
up  in  the  South,  doesn't  balk  at  change. 
In  1984  they  ditched  the  names  on  their 
birth  certificates  (which  they  refuse  to 
disclose)  and  picked  new  ones.  Ajamu 
suggests  the  Yoruba  word  for  "persist- 
ence," Talibah  "student"  and  Al-Rafiq 
"rightly  guided." 

Initially  the  Al-Rafiqs  sold  raw  fleece. 
For  a  year's  work  revenue  from  their  goats 
came  to  just  $300.  The  buyer  was  Ann 
Dooling,  their  goat  source  and  one  of  the 
first  American  cashmere  goat  ranchers. 
(Dooling  says  that  over  15  years  she  lost 
$400,000  on  her  goat  operation.  She  sold 


which  goats  are  from  the  Al-Rafiqs,"  says 
rancher  Mary  Prantil  of  Colfax,  Calif. 
"They're  just  woollier." 

For  a  few  years  breeding  goats  and 
selling  raw  fiber  was  a  break-even  enter- 
prise for  the  Al-Rafiqs,  who  supported  the 
operation  by  keeping  their  day  jobs.  In 
1996  Talibah  quit  her  job  and  the  couple 
decided  to  bring  in  more  money  by  start- 
ing a  dehairing  operation  and  selling 
processed  wool,  which  goes  for  up  to  $320 
a  pound.  That  means  separating  the 
unwanted  coarse  outer  hair  of  the  goats 
from  the  valuable  ultrafine  cashmere 
underfleece,  which  measures  just  12  to  18 
microns  in  width  (one  sheep  wool  fiber  is 
more  like  25  microns  wide). 

The  Al-Rafiqs  flew  to  Shandong 
Province  in  eastern  China  and  spent 
$150,000  buying  a  dehairing  machine 
from  Qingdao  Textile  Machinery  Works. 
They  paid  a  Chinese  engineer  and  a  trans- 
lator to  spend  three  months  teaching 
them  how  to  use  the  contraption,  which  is 
the  size  of  a  sport  utility  vehicle.  As  soon 


So  fine: 
A  scarf  made 
with  cashmere 
from  the 
Al-Rafiqs' 
goat  herd. 


Then  they  moved  far 
ther  downstream, 
investing  in  four 
knitting  machines 
at  $3,000  each  in 
order  to  produce 
cashmere  hats, 
scarves,  sweaters  and 
throws  in  white,  brown 
and  black.  They  supple- 
ment their  own  supply  of  finished  wool  with 
cashmere  from  China.  Prices  for  their  gar- 
ments range  from  $65  for  a  hat  to  $650  for 
a  custom-knit  sweater.  California  Cashmere 
sold  400  knitwear  items  last  year  from  its 
ranch  and  its  Web  site,  for  $95,000  in  rev- 
enue. Sales  of  yarn,  fleece  and  knitwear  now 
represent  60%  of  its  revenue,  goat  sales  a 
third.  The  Al-Rafiqs  plan  to  double  the  size 
of  their  herd,  to  1,000  goats,  by  2010. 

Ajamu  gave  up  software  consulting  two 
years  ago.  Now  he's  busy  building  fences. 
"I  enjoyed  sitting  in  air-conditioning,  typing 
programs,"  says  Ajamu,  "but  I  wasn't  as  ful- 
filled as  I  am  out  here  with  my  goats."  F 
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Networks  

A  NEW  SERIES  ON  HOW  COMMUNICATION  AND  COMMUNITIES  ARE  SHAPING  US 


Nice  to  Meet  You 

Meetup.com  helps  people  with  common  hobbies  and  quirks  find  real-world  pals. 
Now  it  wants  to  introduce  them  to  marketers. 

By  Chana  R.  Schoenberger 


A GROUP  OF  110  SCUBA 
divers  met  in  a  Manhattan 
bar  at  7  p.m.  on  a  recent 
Thursday.  The  divers,  part 
of  a  group  of  684  scuba 
lovers  in  and  near  New  York  City  who 
congregate  intermittently,  swapped  stories 
about  diving  trips  and  looked  at  pictures 
of  sea  horses  taken  by  nature  photogra- 
pher Amos  Nachoum.  That  same  evening, 
across  town  in  Google's  office,  seven 
techies  sat  around  a  conference  table  and 
yukked  it  up  over  tales  of  using  Linux 
open-source  software  to  do  cool  things 
like  creating  a  homemade  TV  recorder. 
These  groups  were  only  2  of  as  many 


as  400  gatherings  that  evening  in  Man- 
hattan   that    were    facilitated  by 
Meetup.com.  The  company  helps  kindred 
spirits — Scrabble  buffs, 
atheists,  origami  lovers — 
around  the  world  con- 
nect online  and  plan 
real-world  restaurant 
meals,  bike  rides  and 
such.  It  has  3  million 
registered  members 
who  belong  to  one  or 
more  of  its  24,000 
groups,  some  with  as 
few  as  three  mem- 
bers, others  with  sev- 
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eral  thousand.  "We're  in  the  support- 
group  business,"  says  Scott  Heiferman, 
cofounder  and  chief  executive  of  the  pri- 
vately held  New  York  firm. 

Now  Meetup  is  looking 
for  some  assistance.  The 
five-year-old  company, 
which  became  known  after 
Howard  Dean  used  its  site  to 
mobilize  Democrats  and 
raise  money  for  his  2004 
presidential  campaign,  is 
starting  to  court  marketers 

Hooking  up:  Meetup's  Scott 
Heiferman  (top)  and  knitting 
group  member  Allena  Ruszkiewicz 


interested  in  paying  to  sponsor  certain 
Meetup  groups.  After  snubbing  marketers 
for  two  years,  Meetup  last  month  began 
approaching  car  companies,  financial 
services  firms  and  packaged-goods  mak- 
ers about  sponsoring  groups  that  might  be 
interested  in  the  products  these  compa- 
nies sell.  Meetup  plans  to  talk  to  marketers 
with  brands  that  already  have  a  fan  base 
on  Meetup  in  groups  such  as  the  Linux 
lovers,  Toronto's  Toyota  Prius  &  Hybrid 
Meetup  Group  and  Mayfair  Games'  board 
game  Settlers  of  Catan,  with  fans  in  sev- 
eral cities.  It  also  plans  to  offer  marketers 
access,  with  the  organizer's  approval,  to 
hobby  groups  like  the  Houston 
Cruiser  Bike  Meetup  Group  (67 
members)  and  New  York  Beer  Pong 
(41  members). 

Meetup  is  even  taking  the  next 
step  toward  commercialism  by  offer- 
ing to  help  companies  with  popular 
1 1  products  find  passionate  fans  by  set- 
||ting  up  brand-focused  Meetup  groups. 
II  Douglas  Atkin,  a  former  ad  guy  who 
lljoined  Meetup  as  chief  marketing  offi- 
Ircer  last  January,  cites  General  Motors' 
IjjSaturn  as  one  likely  candidate  for  a 
[jjcompany-created  Meetup.  "Brands 
Bean  insert  themselves  when  it's  most 
jlrelevant,"  says  Atkin,  who  in  2004 
■wrote  a  book  called  The  Culting  of 
HBrands.  "If  you're  a  dog- food  brand,  it's 
llgood  to  go  to  those  people  while  they 
j|are  talking  about  and  playing  with  dogs." 

Marketers  like  the  idea  of  face-to-face 
llaccess  to  potential  customers.  Already, 
Jflntuit  offers  free  downloadable  tips  for 
|]20,000  small-business  Meetup  members 
in  375  groups.  Hearst's  Redbook  magazine 
sponsors   20  walking-related  events 
(through  Meetup.  Investor's  Business  Daily 
hosts  300  groups  for  investors.  Heiferman, 
34,  won't  say  what  he's  charging:  "We  want 
to  make  it  affordable  enough  for  the  local 
dog  walker,  but  we  want  big  marketers  to 
spend  millions  of  dollars  annually  on  this 
if  it  proves  out." 

This  year  the  company  plans  to  intro- 
duce software  to  help  potential  sponsors 
I  find  groups  that  want  patronage,  much 
||the  way  Google  links  advertisers  to  rele- 
Ijvant  sites.  In  2006  ads  from  Google's 
I  AdSense  network  started  appearing  on 
|  (Meetup  pages  so  that,  for  example,  vegans 


■ 


get  a  link  to  someone  selling 
animal-free  marshmallows.  Those  ads 
will  represent  10%  of  Meetup's  revenue 
this  year. 

For  years  marketers  have  approached 
Heiferman  about  buying  access  to  his 
powwows,  which  members  organize  on  its 


By  the  Numbers 


Meeting  Up 

Because  technology  cuts  down  on  face  time, 
many  people  crave  real-world  connections. 

Number  of  people  in 
New  York's  largest  Meetup  group,  Lower 
Manhattan  Democracy  for  America. 


Number  of  Meetup  groups  for 
Harley-Davidson  enthusiasts. 


Percentage  of  Meetup  gather- 
ings held  at  a  Starbucks. 

Source:  Meetup.com 


Web  site  using  message  boards  and  other 
online  tools.  Until  recently  Heiferman  was 
so  squeamish  about  accepting  page  adver- 
tising— much  less  giving  marketers  access 
to  the  groups — that  many  Meetup  mem- 
bers believe  it  is  a  nonprofit  enterprise. 

The  company,  whose  investors  include 
Sen.  Bill  Bradley  and  Ebay  founder  Pierre 
M.  Omidyar,  pulled  in  $5.5  million  last 
year,  but  it  didn't  make  any  money.  Heifer- 
man says  it  almost  broke  even  in  the  first 
quarter  of  this  year.  Hiring  a  bunch  of 
employees  in  part  to  help  it  woo  mar- 
keters will  keep  it  from  turning  a  profit 
this  year,  he  says.  The  pressure  is  on:  Since 
it  started,  competitors,  including  Zanby 
and  Eventful,  have  come  on  the  scene. 
Last  year  six  investors,  including  Ebay  and 
Allen  &  Co.,  paid  Meetup  a  reported  $5 
million  for  a  10%  stake. 

In  a  test  Heiferman  agreed  a  year  ago 


to  let  Clorox  sponsor  15  stay-at-home 
mom  Meetups  around  the  country.  The 
company  gave  the  moms  a  gift  bag 
filled  with  Clorox  products.  He  says  he 
was  surprised  by  their  enthusiasm. 
"We  said  'Do  you  want  this  package  of 
free  stuff?'  The  Meetups  said  to  us 
'Hell,  yeah!'" 

Initially,  the  company  tried  to  collect 
fees  from  restaurants  and  other  venues 
that  hosted  groups.  That  backfired  when 
group  organizers  complained  about  lim- 
ited meeting  times  and  spaces,  and  restau- 
rants griped  that  those  who  gathered  were 
more  interested  in  gabbing  than  spending 
money.  In  2003  Heiferman  tried  to 
make  money  selling  annual  member- 
ships for  $36.  That  also  bombed.  Two 
years  ago  the  company  started  charg- 
ing $19  a  month  to  groups  who  use 
the  Web  site  to  organize  meetings  .  At 
the  time  it  was  reported  that  these  fees 
would  help  Meetup  make  money  by 
the  end  of  2005.  That  didn't  happen. 
This  latest  move  may  rile  some 
—  Meetup  members.  It's  unlikely  that  a 
group  of  "freegans,"  consumption 
haters  who  meet  to  retrieve  usable 

  items  from  dumpsters  in  New  York, 

will  embrace  Meetup's  new  plan. 
Groups  that  don't  want  exposure  to 
marketing  won't  get  it,  Heiferman  says. 

Other  members  say  they  wel- 
come corporate  patrons.  Debra 
Shields,  a  33-year-old  Boeing  account 
executive  in  Denver  who  belongs  to  three 


Meetup  groups  for  folks  who  are 
interested  in  Brazil,  says  she  hopes  sup- 
port from  marketers  could  help  her 
group  support  causes,  like  conservation 
in  the  Amazon.  "Sponsorship  that  could 
ensure  better  events — that  would  be 
great,"  says  she.  F 
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AUL  SAG  AN  HAS  RIDDEN  HARD  OVER  THE  WILDEST 
I  extremes  of  the  Internet  economy.  In  1999  he 
stumbled  into  a  $700  million  fortune — on  paper — 
v    by  joining  a  brilliantly  conceived  startup  called 
Akamai,  which  provided  superfast  digi- 
tal delivery  services  to  dozens  of  new  Web 
sites.  Then  Sagan  watched  as  the  dot-com 
boom  blew  up.  Akamai's  Web  site  customers  went  bust, 
and  Akamai  plunged  toward  bankruptcy.  Shareholders 
filed  ten  lawsuits,  alleging  a  stock  swindle.  And  then  came 


Packet  Man: 
Akamai  Chief 
Paul  Sagan  says 
the  Internet  will 
swallow  more 
major  industries. 


the  worst  blow  of  all:  Daniel  Lewin,  the  brilliant  young  founder  at 
the  heart  of  the  company,  was  killed  by  terrorists. 

Akamai  (from  the  Hawaiian  word  for  "clever")  seemed  destined 
to  become  another  casualty  of  the  dot-com  calamity.  But  six  years 
later  it  has  made  an  audacious  comeback 

It  powers  the  video  wave  now  sweeping  over  the 
World  Wide  Web.  Major  League  Baseball  games,  sit- 
coms from  NBC,  movie  downloads  from  Starz  and  more 
zip  across  the  Internet  via  20,000  superfast  servers  that 
Akamai  has  deployed  in  71  countries.  The  company's 
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The 


hternet 

Akamai  survived  dot-com  destruction 

and  the  murder  of  its  founder. 
It  still  pursues  his  dream:  a  private, 
ever-expanding  Internet  to 
deliver  anything  digital — fast! 


video  offerings  are  multiplying:  Its  servers  "broadcast"  live  games 
for  the  National  Hockey  League  in  high  definition. 

Most  of  the  big  online  sites  on  the  planet  use  Akamai  to 
deliver  all  sorts  of  digital  goods  faster  than  the  regular  Net  can 
handle:  Yahoo,  iTunes,  Microsoft,  MySpace.  Akamai  parks  data 
locally  to  cut  microseconds  from  the  travel  time  each  packet 
takes  to  get  to  where  it  needs  to  be. 

Hardly  anyone  notices.  On  a  typical  day  one  in  five  Web 
pages  worldwide  comes  via  an  Akamai  computer.  The  only  clues 
for  Web  surfers  that  a  page  was  akamade  is  the  wait  they  didn't 


endure  and  the  error  messages  that  didn't  occur.  "The  Internet  is 
getting  bigger  and  bigger,  but  it's  not  getting  better  and  better," 
Sagan  says.  "That's  our  job." 

Akamai's  central  role  in  speeding  up  the  Internet  has  paid 
off:  Revenue  has  doubled  in  two  years,  to  $429  million  last  year; 
earnings  are  up  66%  in  the  same  period,  to  $57  million.  Akamai 
stock,  though  distant  from  the  $345  zenith  it  hit  in  the  dot-com 
craze,  is  up  almost  a  hundredfold  from  the  bottom.  It  was  at  56 
cents  in  late  2002,  and  lately  it  has  cleared  the  $50  mark. 

Yet  Paul  Sagan,  48,  says  that  what  Akamai  has  done  is  noth- 
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Akamai 


ing  compared  with  what  the  company  will  pull  off  in  the  next  few 
years.  Akamai's  chief  since  mid-2005,  he  helieves  this  star-crossed 
company  has  arrived  at  a  magical  moment  in  tech  history,  able  to 
at  least  double  its  capacity  every  year  and  in  the  process  disrupt 
vast  swathes  of  the  global  economy.  Sagan  believes  Akamai  has 
figured  out  superior  ways  to  deliver  anything  digital:  basketball 
games,  phone  calls,  software,  feature  films,  anything. 

The  giant  incumbents  in  cable,  telecom  and  direct  satellite 
now  push  a  triple  play  of  services  to  consumers:  TV, 
phone  and  Web  access.  To  Akamai  all  those  products 
are  just  different  flavors  of  the  same  thing:  digital 
packets.  The  Net  will  threaten  these  behemoths  of  the 
old  guard. 

"Anyone  who  relies  on  the  fact  that  they  own  a 
scarce  distribution  network  is  going  to  face  ten  years 
of  turmoil,"  Sagan  says.  If  people  want  to  get  their  TV 
shows  over  the  Internet,  the  incumbents  won't  be  able 
to  stop  them  (Viacom's  new  legal  assault  on  Google's 
YouTube  notwithstanding).  He  foresees  an  era  of 
"emancipated  consumers"  who  can  get  whatever  con- 
tent they  want,  whenever  they  choose.  "They'll  go  right 
around  the  cable  companies  if  they  want."  Sagan  adds: 
"This  was  Danny's  vision,  and  we  are  building  it." 


"A  lot  of  it 
when  you  get 
down  to  it, 
was  showing 
that  Danmrs 
dream  could 

be  made  a 
reality. 


"Danny"  is  Daniel  Lewin,  Akamai's  founder,  an  MI  T-trained 
mathematician  who  conceived  the  algorithms  and  concepts  that 
would  form  the  business.  On  Sept.  11,  2001  Lewin,  Akamai's 
chief  technology  officer,  boarded  the  American  Airlines  flight 
from  Boston  to  Los  Angeles,  on  his  way  to  a  business  meeting 
Lewin  settled  into  seat  9B  in  business  class.  One  row  ahead  of 
him,  on  the  other  side  of  the  aisle,  sat  Mohamed  Atta. 

A  pair  of  hijackers  got  up  from  their  seats  in  the  second  row 
and  forced  their  way  into  the 
cockpit.  They  were  followed  by 
Atta,  the  only  trained  pilot  in  the 
group.  No  one  knows  for  certain 
what  happened  next,  but  accord- 
ing to  the  9/11  Commission, 
Lewin — a  former  commando  in 
the  Israeli  army — likely  tried  to 
fight  four  hijackers  singlehand- 
edly,  unaware  of  a  fifth,  seated 
directly  behind  him. 

Flight  attendant  Betty  Ong 
radioed  the  news  of  Lewin's  battle 
to  stunned  co-workers  on  the 
ground:  "Somebody's  stabbed  in 
business  class."  Half  an  hour  later, 
at  8:46  a.m.,  the  Boeing  767 
slammed  into  the  North  Tower  of 
the  World  Trade  Center.  Daniel 
Lewin  left  a  wife  and  two  young 
sons.  He  was  3 1 . 
Paul  Sagan,  like  the  rest  of  Akamai's  devastated 
employees,  was  left  to  question  whether  Danny 
Lewin's  company  had  any  chance  of  surviving  his 
murder.  Akamai  had  $101  million  in  cash,  enough 
to  last  just  over  a  year.  Its  stock,  down  99%,  was  in 
danger  of  being  delisted  from  Nasdaq.  Lewin's 
vision  of  Akamai  remaking  the  Internet  suddenly 
seemed  more  like  hubris  than  genius.  "People  told 
us  what  we  were  doing  was  both  crazy  and  impossi- 
ble," Sagan  says.  "It  was  a  horribly  dark  period." 

Yet  through  it  all  Sagan  and  others  stubbornly 
clung  to  their  belief  in  "the  Big  Idea" — Danny's  idea. 

By  design,  the  Internet's  power  stems  from  its 
simple  rules  and  communal  nature.  A  network  of 
networks,  it  uses  a  common  language  to  let  all 
"nodes" — computers  of  all  kinds  and  designs  and 
sizes — link  to  the  whole,  giving  each  one  equal  access. 
There  is  no  central  control  or  imposed  hierarchy. 

It  is  an  abiding  concept  in  communications, 
made  famous  by  theorist  Robert  Metcalfe,  that  the 
value  of  a  network  increases  with  the  square  of  the 
number  of  people  hooked 
into  it.  That  makes  theoretical 
sense;  the  number  of  pairs  you 
can  make  among  N  players  is 
just  about  N2.  The  theory, 


prove 
him  right." 


Akamai  founder 
Daniel  Lewin: 
"Danny  was  the 
most  competitive 
person  I  ever  met." 
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Thoughtful,  through  and  through. 


The  Accord  Sedan 


Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  From  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine,'  every  detail  is  deeply  contemplated. 

'24  city/34  hwy  mpg  for  AT.  2d  city/34  hwy  for  MT.  honda.com  1-800-33-1  londa 

Based  on  20(17  KPA  mileage  estimates,  t  se  for  comparison  purposes  only.  Actual  mileage  mas  vary  EX-1 . 4-cyL  model  shown.  ©2(K)f>  American  Honda  Motor  Co.,  Inc. 
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though,  doesn't  take  account  of  traffic  jams.  New  Internet  users 
add  value  to  the  network  only  if  they  can  connect  to  one 
another,  says  Sagan.  Akamai's  big  idea  is  that  by  rewriting  the 
Internet's  basic  rules— making  some  computers  smarter  and 
more  equal  than  others— it  can  let  the  Net  grow  infinitely  large 
without  breaking  down. 

Danny  Lewin  first  happened  upon  the  crazy  idea  of  build- 
ing a  smarter  Internet  in  1996,  just  after  he  arrived  at  MIT.  He 
was  born  in  Denver  and  had  grown  up  and  gone  to  college  in 
Israel.  At  MIT  he  was  working  with  Frank  T.  (Tom)  Leighton,  a 
professor  of  mathematics  who  harbored  a  curiosity  about  how 
the  Internet  worked.  Lewin,  the  mentally  tough  ex-commando, 
was  hyperintense;  his  mentor,  Leighton,  laid- 
back  and  cordial. 

Lewin  and  Leighton  hashed  out  a  basic  idea: 
Connect  computers  to  the  far  reaches  of  the  Net, 
then  program  them  to  communicate  with  one 
another  to  spot  better  routes  for  getting  e-mails, 
Web  pages  and  other  packets  to  where  they 
needed  to  go. 

Leighton,  the  head  of  the  Algorithms  Group 
at  MIT's  Computer  Science  &  Artificial  Intelli- 
gence Laboratory,  helped  Lewin  concoct  ways  to 
more  efficiently  deliver  digital  bits  to  their  desti- 
nations. One  obvious  way  was  to  make  lots  of 
copies  of  popular  information  and  store  them 
around  the  world.  That  way,  when  a  user 
requested  a  popular  picture,  it  could  come  from 
a  computer  across  town  instead  of  from  one  on 
the  other  side  of  the  globe.  It  was  an  old  idea- 
distributed  storage  was  a  feature  of  networks 
since  the  1980s— but  Lewin  devised  a  way  to  do 
it  far  more  efficiently. 

Together  Lewin  and  Leighton  came  up  with 
lots  of  tricks  to  fix  problems  the  designers  of  the 
original  Internet  never  foresaw.  They  tackled  problems  like 
"flash  crowds"  (which  can  overwhelm  computers  storing  a  Web 
page  or  videoclip  that  suddenly  is  popular  around  the  world) 
and  the  "fat  file  paradox":  Why  does  data  traveling  at  the  speed  of 
light  often  take  such  a  long  time  to  make  it  across  the  country? 

Eventually  they  refined  a  business  idea:  a  service  that  essen- 
tially would  be  the  FedEx  of  the  Internet.  People  could  always  trust 
the  public  Net  to  deliver  their  information  cheaply.  But  others 
might  be  willing  to  pay  Akamai  a  premium  to  deliver  their  content 
faster  and  more  reliably. 

The  two  men  set  up  a  "model  Internet"  in  an  MIT  lab.  They 
linked  various  computers  and  labeled  them  as  different  cities.  To 
test  their  software  they  unplugged  the  wires  connecting  a  pair  of 
"cities"  to  simulate  the  traffic  jams  that  occasionally  bog  down 
the  Internet.  Lewin  tested  his  theories  on  the  mini-network  and 
tinkered  continually  with  the  formulas  underlying  it.  He  came  to 
believe  that  their  system  could  keep  increasing  the  speed  of  the 
Internet  forever. 

Lewin,  on  a  lark,  parlayed  their  idea  into  a  business  plan  and 
entered  it  in  a  contest  at  MIT's  Sloan  School  of  Management. 


They  tied  for  fourth  place.  (Their  prize:  $100.)  Then  Lewin  and 
Leighton  got  serious  about  building  a  real  business,  and  in  1998 
the  duo  at  MIT  attracted  interest  from  a  Boston  venture  firm, 
Battery  Ventures. 

The  VCs,  flummoxed  by  the  mind-bending  math  behind 
the  company,  sent  over  an  unpaid  consultant  to  evaluate  the 
academics'  unusual  idea:  Enter  Paul  Sagan.  He  hit  it  off  with  the 
two  computer  scientists  and  proved  just  the  right  fit  for  the 
fledgling  firm. 

Lewin  was  prone  to  confrontation,  often  shouting  to  make 
his  point.  "Danny  was  the  most  competitive  person  I  ever  met," 
says  Sagan.  "He  loved  to  yell  and  loved  to  argue."  Sagan,  by 


At  the 
very  least 
Akamai  can 

double 
capacity 
every 
year,  says 
Leighton, 
and  it  can 
keep  up 
that  pace 


IKfZ 


r1 — V? 


f  r:  *■ 


72      FORBES      APRIL  23,  2007 


contrast,  is  a  born  manager  and  consensus  builder.  At  age  1 1 
he  decided  he  wanted  his  family  to  take  a  vacation  traveling 
cross-country  and  persuaded  his  parents  to  let  him  single- 
handedly  design  and  organize  the  entire  trip,  his  father,  Bruce 
Sagan,  recalls. 

The  young  Paul  reminded  his  father  of  another  Sagan,  Carl, 
the  famous  astronomer  and  Pauls  second  cousin,  "If  you  think 
about  Carl's  ability  to  organize  material  and  to  see  the  variations 
and  possibilities,  you're  describing  Paul.  He  has  a  tremendous 
capacity  to  see  down  the  line  and  understand  where  we  are 
going,"  the  father  says. 

Paul  Sagan's  first  love  had  been  journalism,  not  technology 


ft 
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Doing  the  math: 
Akamai  chief 
scientist  and  MIT 
prof  Tom 
Leighton  keeps 
making  the  Web 
smarter. 


His  dad  owns  the  Hyde  Park  Herald,  a  weekly  in  Chicago.  Young 
Paul  finagled  a  job  working  for  a  TV  news  department  in  high 
school;  by  1987,  at  age  28,  he  was  running  news  at  the  CBS  flag- 
ship station  in  New  York  City.  In  1991  Sagan  jumped  to  Time 
Warner,  where  he  worked  on  some  of  the  earliest  Internet  ven- 
tures. He  helped  launch  Time  Warner's  Road  Runner  cable 
modem  service,  the  first  Web  site  for  Time  Inc.'s  publications 
and  the  company's  ill-fated  effort  to  offer  interactive  TV  in 
Orlando,  Fla. 

"Paul  is  the  best  manager  I've  ever  worked  with,"  says  Walter 
Isaacson,  Sagan's  old  boss  at  Time  Warner.  "And  unlike  a  lot  of 
CEOs,  there's  just  not  one  ounce  of  jerk  in  him." 

After  Sagan  was  dis- 
patched to  check  out  Aka- 
mai in  1998,  he  encouraged 
Battery  Ventures  to  invest; 
the  firm  put  up  $4  million 
for  17%  of  the  startup.  Then 
Sagan  himself  signed  on,  as 
employee  number  15,  becoming  chief  operat- 
ing officer.  George  Conrades,  an  IBM  veteran, 
joined  as  chief  executive. 

At  the  time  Akamai's  main  customers  were 
free-spending  dot-coms  that  wanted  Akamai  to 
make  their  Web  pages  load  more  quickly.  On 
the  strength  of  those  customers  and  Lewin's 
gauzy  vision  of  building  a  smarter,  infinitely  ex- 
pandable Internet,  Akamai  offered  shares  to  the 
public  in  October  1999,  in  the  heat  of  the  dot- 
com frenzy.  Akamai's  investment  bankers  kept 
hiking  the  initial  offering  price,  from  $1 1  to  $15 
to  $18  and  finally  $26,  but  it  hardly  mattered. 
The  stock  climbed  458%  on  its  first  day,  giv- 
ing it  a  market  value  of  $13  billion.  This  for  a 
company  that  had  reported  a  grand  total  of  $1.3 
million  in  revenue.  The  stock  doubled  again  in 
the  next  two  months. 

Lewin  and  Leighton  became  multibillion- 
aires  on  paper.  Sagan's  2.2%  of  the  firm  was 
worth  $700  million.  "We  were  arrogant," 
recalls  sales  chief  Robert  Hughes.  "When  you 
have  one  of  the  four  best-performing  IPOs  in 
history,  you  get  a  little  bit  arrogant." 

Then  came  the  dot-com  implosion.  Cus- 
tomers with  names  like  IshopHere.com  and 
WinWin.com  started  going  out  of  business. 
Conrades  recalls  wondering  whether  Akamai 
would  have  any  customers  left:  "You  would 
look  at  the  customer  list  and  say:  'What  the 
hell  are  we  doing?'" 

With  startups  going  broke  by  the  hun- 
dreds, Sagan  realized  Danny's  grand  vision 
sounded  to  the  world  like  all  the  other  dot- 
com blather.  At  best  Akamai  looked  like  the 
folly  of  academic  theorists  who  were  not  as 
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clever  as  they  thought.  At  worst  it  looked  like  a  stock 
swindle  built  on  a  mountain  of  mathematical  nonsense. 
The  ten  investor  lawsuits  accused  the  company  of 
defrauding  the  public  during  its  wildly  profitable  public 
offering,  as  well  as  of  other  misdeeds. 

In  the  week  following  Lewin's  death,  Sagan  spoke 
frequently  with  Conrades  and  Leighton;  with  Lewin, 
they  always  had  run  Akamai  by  committee,  says  Mar- 
tin Coyne,  a  board  member.  "They  were  and  are 
inseparable." 

With  Danny  dead,  they  considered  giving  up. 
The  trio  began  to  ask  one  another  hard  questions. 
Their  current  customers  were  disappearing:  Could 
they  be  replaced?  After  some  debate  each  of  the 
three  agreed  they  could. 

"Look  around  the  room,"  Conrades  said.  "Do  you 
believe  we  have  good  people?"  That  one  was  easy.  Then 
Conrades  asked  the  most  important  question:  "Do  you 
still  believe  in  the  Big  Idea?"  Danny's  now  ridiculed 
vision  of  building  an  infinitely  powerful  Internet — 
could  they  make  it  real?  Conrades,  Sagan  and  Leighton 
looked  one  another  in  the  eye.  Despite  the  trauma  and 
turmoil  that  Akamai  had  endured,  they  still  believed. 

And  there  was  this:  "We  had  to  do  it  for  Danny," 
Sagan  says. 

Conrades  and  Sagan  set  plans  to  hunker  down  until 
bigger  companies  could  replace  the  doomed  dot-coms 
as  customers  and  develop  an  addiction  to  the  speed 
that  Akamai  provided.  They  laid  off  800  of  Akamai's 
1,300  employees  and  cut  their  own  pay  to  $20,000  a 
year.  They  made  engineers  do  double  duty  as  salesmen. 

The  company  slashed  operating  costs  from  $2.6  bil- 
lion in  2001  to  $327  million  in  2002.  Even  so,  Akamai 
posted  a  loss  from  operations  in  2002  of  $182  million 
on  revenue  of  $145  million. 

By  2003  things  began  to  turn  around.  Lots  of  real 
companies  were  interested  in  getting  their  data  sent 
over  the  Internet  faster  and  more  reliably.  The  online 
speed  needs  of  many  older  customers  grew  rapidly: 
At  Apple's  iTunes  music  store,  an  Akamai  client, 
users  have  downloaded  2  billion  songs.  Akamai 
started  landing  a  wide  range  of  new  customers  that 
could  be  counted  on  to  pay  their  bills:  the  Canadian 
Broadcasting  Corp.,  the  U.S.  Navy,  Airbus. 

Akamai's  salesmen  recrafted  their  pitch,  telling  established 
companies  how  much  they  could  make  with  faster  Web  sites. 
Akamai  started  landing  industrial  companies  who  were  selling 
more  online.  SKF  Group,  which  sells  ball  bearings  in  Asia,  used 
Akamai  to  speed  the  time  their  product's  sales  pages  loaded,  the 
better  to  entice  impatient  purchasing  managers  to  use  the  site. 
In  the  next  month  SKF  s  Asian  traffic  jumped  30%,  a  number 
Akamai  touts  in  its  sales  pitch  to  customers. 

By  2005  the  company  was  solidly  back  in  the  black,  posting 
a  profit  of  $14  million  in  the  first  quarter.  Conrades  took  that 
as  his  cue  to  step  down.  T  he  board  asked  Sagan  take  his  place 


A  More  Clever  Internet 


Akamai  is  founded  on  the  notion  that  the  Internet's  basic  rules  are  too 
dumb  for  the  modern  age  and  need  improving.  The  company's 
algorithm  writers  constantly  suss  out  new  ways  to  get 
digital  data  where  it's  going  in  a  hurry. 

Flash  Crowds 


BEFORE:  A  video  of  a  cute  tiger  cub 
is  loaded  onto  a  computer  in  India. 
Word  of  the  video  spreads  virally 
around  the  world.  Requests  to  see  it 
swamp  the  computer  in  India. 
AFTER:  Akamai's  computers  deduce 
where  copies  will  be  wanted,  make 
copies  of  the  video  and  store  it  around 
the  globe.  The  more  popular  it  becomes, 
the  more  copies  Akamai  makes. 


Fat  File  Paradox 


BEFORE:  A  user  in  L.A.  requests  a 
movie  from  New  York.  Under  the 
Internet's  archaic  rules,  after  sending 
128,000  bits  of  data  the  computer 
in  NYC  must  wait  for  a  confirma- 
tion it  all  got  to  L.A.  (In  the  old 
days  that  rule  kept  the  Web  from 
getting  clogged  with  misdirected 
bits.)  Now,  an  hourlong,  billion-bit 
movie  might  require  8,000  back-and- 
forth  acknowledgments.  Even  though  the  data 
travel  most  of  the  way  at  the  speed  of  light,  this 
can  still  add  a  delay  of  half  an  hour.  AFTER;  Akamai  sends  the  movie 
between  two  of  its  own  servers,  ignoring  old  Internet  rules  and  zipping 
across  the  country  in  seconds.  The  movie  travels  only  the  last  few  miles 
on  the  public  Internet. 


Line  Cuts 


EFORE:  When  a  tsunami  snapped 
undersea  cables  in  Asia  recently,  regular 
Internet  traffic  stacked  up.  For  a  week 
25%  of  packets  sent  to  Asia  were 
lost.  AFTER.  Akamai's  complex 
algorithms  deduce  optimal  routes, 
learning  which  paths  to  avoid.  Even 
after  the  tsunami,  fewer  than  1  %  of 
packets  sent  via  Akamai  failed  to 
reach  their  destinations  in  Asia. 


as  chief  executive.  Sagan,  ever  humble, 
declined.  "I  thought  there  had  to  be  somebody 
better,"  he  says.  "I  spent  a  long  time  trying  to  convince  them." 
Leighton,  Conrades,  Coyne  and  others  insist  Sagan's  demurral 
was  sincere.  Says  Leighton,  Akamai's  chief  scientist:  "It's  not 
always  the  case  that  the  best  person  for  the  job  is  the  one  who 
wants  it  most." 

Sagan  relented  and  took  the  job  in  April  2005,  getting  a  raise 
to  $400,000  for  the  year  and  a  grant  of  500,000  options  at  an  exer- 
cise price  of  $13.33.  (Current  value:  $18  million.)  Sagan  honed  in 
on  the  most  promising  markets,  where  customers  would  be  most 
likely  to  pay  Akamai  for  delivering  their  bits. 
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In  patients  with  multiple  risk 
factors  for  heart  disease, 

L  i  p  i  tor 

reduces  risk  of 

heart  attack 

"36% 


If  you  have  risk  factors  such  as  family 
history,  high  blood  pressure,  age,  low 
HDL  ('good'  cholesterol)  or  smoking. 


*That  means  in  a  large  clinical  study, 
3%  of  patients  taking  a  sugar  pill  or 
placebo  had  a  heart  attack  compared 
to  2%  of  patients  taking  Lipitor. 
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IMPORTANT  INFORMATION:  LIPITOR  is  a  prescription  drug.  It  is  used  in  patients  with  multiple  risk  factors 
for  heart  disease  such  as  family  history,  high  blood  pressure,  age,  low  HDL  ('good'  cholesterol)  or  smoking  to 
reduce  the  risk  of  heart  attack,  stroke  and  certain  kinds  of  heart  surgeries.  When  diet  and  exercise  alone  are 
not  enough,  LIPITOR  is  used  along  with  a  low-fat  diet  and  exercise  to  lower  cholesterol. 

LIPITOR  is  not  for  everyone.  It  is  not  for  those  with  liver  problems.  And  it  is  not  for  women  who  are  nursing, 
pregnant  or  may  become  pregnant.  If  you  take  LIPITOR,  tell  your  doctor  if  you  feel  any  new  muscle  pain  or 
weakness.  This  could  be  a  sign  of  rare  but  serious  muscle  side  effects.  Tell  your  doctor  about  all  medications 
you  take.  This  may  help  avoid  serious  drug  interactions.  Your  doctor  should  do  blood  tests  to  check  your  liver 
function  before  and  during  treatment  and  may  adjust  your  dose.  The  most  common  side  effects  are  gas, 
constipation,  stomach  pain  and  heartburn.  They  tend  to  be  mild  and  often  go  away. 

Please  see  additional  important  information  on  next  page. 

When  diet  and  exercise  alone  are  not  enough,  adding  LIPITOR  can  help.  LIPITOR  is  one  of  many  cholesterol- 
lowering  treatment  options  that  you  and  your  doctor  can  consider. 

Ask  your  doctor.  Call  1-888-LIPITOR  (1-888-547-4867).  Or  find  us  on  the  web  at  www.lipitor.com 


Uninsured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help,  no  matter  your  age  or  income.  |^|pf,j| 

You  may  even  qualify  for  free  Pfizer  medicines.  Call  1  -866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com.  Answers 
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LOWERING  YOUR 
HIGH  CHOLESTEROL 

High  cholesterol  is  more  than  just  a  number,  it's  a  risk 
factor  that  should  not  be  ignored.  If  your  doctor  said 
you  have  high  cholesterol,  you  may  be  at  an  increased 
risk  for  heart  attack.  But  the  good  news  is,  you  can 
take  steps  to  lower  your  cholesterol. 

With  the  help  of  your  doctor  and  a  cholesterol-lowering 
medicine  like  LIPITOR.  along  with  diet  and  exercise, 
you  could  be  on  your  way  to  lowering  your  cholesterol. 

Ready  to  start  eating  right  and  exercising  more?  Talk  to 
your  doctor  and  visit  the  American  Heart  Association 
at  www.americanheart.oiu. 

.  > 

WHO  IS  LIPITOR  FOR?  ' 

Who  can  take  LIPITOR: 

•  People  who  cannot  lower  their  cholesterol  enough 
with  diet  and  exercise 

•  Adults  and  children  over  10 

Who  should  NOT  take  LIPITOR: 

•  Women  who  are  pregnant,  may  be  pregnant,  or  may 
become  pregnant.  LIPITOR  may  harm  your  unborn 
baby.  If  you  become  pregnant,  stop  LIPITOR  and 
call  your  doctor  right  away. 

•  Women  who  are  breast-feeding.  LIPITOR  can  pass 
into  your  breast  milk  and  may  harm  your  baby. 

•  People  with  liver  problems 

•  People  allergic  to  anything  in  LIPITOR 


BEFORE  YOU  START  LIPITOR 

Tell  your  doctor: 

•  About  all  medications  you  take,  including 
prescriptions,  over-the-counter  medications, 
vitamins,  and  herbal  supplements 

•  If  you  have  muscle  aches  or  weakness 

•  If  you  drink  more  than  2  alcoholic  drinks  a  day 

•  If  you  have  diabetes  or  kidney  problems 

•  If  you  have  a  thyroid  problem 


ABOUT  LIPITOR 

LIPITOR  is  a  prescription  medicine.  Along  with  diet 
and  exercise,  it  lowers  "bad"  cholesterol  in  your  blood. 
It  can  also  raise  "good"  cholesterol  (HDL-C). 

LIPITOR  can  lower  the  risk  of  heart  attack  or  stroke  in 
patients  who  have  risk  factors  for  heart  disease  such  as: 

•  age,  smoking,  high  blood  pressure,  low  HDL-C. 
heart  disease  in  the  family,  or 

•  diabetes  with  risk  factor  such  as  eye 
problems,  kidney  problems,  smoking,  or 
high  blood  pressure 
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POSSIBLE  SIDE  EFFECTS 
OF  LIPITOR 

Serious  side  effects  in  a  small  number  of  people: 

•  Muscle  problems  that  can  lead  to  kidney  problems, 
including  kidney  failure.  Your  chance  for  muscle 
problems  is  higher  if  you  take  certain  other  medicines 
with  LIPITOR. 

•  Liver  problems.  Your  doctor  may  do  blood  tests 
to  check  your  liver  before  you  start  LIPITOR  and 
while  you  are  taking  it. 

Symptoms  of  muscle  or  liver  problems  include: 
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Besides  video,  he  made  delivering  software  applications  a  top 
priority.  The  idea  of  storing  software  on  the  Internet  is  an  old 
one.  That  way,  software  can  be  easily  accessed  from  anywhere. 
But  the  concept  has  floundered  on  problems  of  reliability,  secu- 
rity and  speedy  access.  Sagan  figures  Akamai  is  perfectly  posi- 
tioned to  solve  all  three  problems,  making  a  software  application 
stored  on  Akamai  servers  act  just  like  the  application  on  a  PC's 
own  hard  drive. 

Under  Sagan's  leadership  Akamai's  invisible  network  has  con- 
tinued to  encroach  on  more  of  the  traditional,  overtrafficked 
Internet.  In  2006  its  computers  tripled  the  volume  of  data  they 
delivered  the  year  before.  That  growth  is  at  least  twice  the  rise  in 
Internet  traffic  overall. 

Akamai  engineers  in  Cambridge,  Mass.  are  constantly 
preparing  newer,  faster  servers  the  size  of  pizza  boxes — cheap 
off-the-shelf  machines  embedded  with  special  Akamai  DNA — 
and  deploying  them  to  the  farthest  edges  of  the  network.  Dozens 
of  colleges  in  the  U.S.  have  an  Akamai  server  sitting  on  campus. 

Every  few  months  the  algorithm  writers  in  Cambridge  inject 
better  software  into  the  global  network  to  make  it  shrewder  at 
picking  routes  for  Internet  traffic.  Last  year  the  software  wizards 
added  100,000  lines  of  code  to  the  600,000  in  each  server.  That 
upgrade  doubled  the  network's  ability  to  deliver  bits. 

Tom  Leighton  insists  the  Akamai  grid  can  continue  to  double 
capacity,  annually  and  easily — at  the  least.  By  adding  more  servers, 
making  existing  servers  faster  and  upgrading  software  the  com- 
pany could  boost  capacity  500%  a  year  or  more  if  it  needed  to,  he 
avers.  Which  is  precisely  what  Daniel  Lewin 
i  had  in  mind  when  Akamai  began. 

In  the  video  age,  too  much  is  not  enough. 
Akamai's  global  network  now  delivers  300  bil- 
lion bits  a  second  to  computers  around  the 
world.  That  is  enough  to  handle  the  constant 
barrage  of  Yahoo  e-mails,  iTunes  downloads 
and  YouTube- style  videoclips.  But  now  imag- 
ine that  someone  uses  the  Net  to  broadcast  a 
TV  show  that  gets  a  single  Nielsen  point  (1% 
of  the  nation's  110  million  TV  households). 
The  delivery  would  need  a  trillion  bits,  a  ter- 
abit, per  second.  CSI  would  need  14  terabits. 
To  deliver  the  same  show  in  high  def  would 
require  100  terabits.  That's  300  times  Aka- 
mai's current  output. 

That  mismatch  will  ensure  the  near-term 
future  of  giant  incumbents  in  cable,  telecom 
and  direct  satellite,  with  their  dedicated  net- 
works expressly  designed  to  carry  video.  But  a 
decade  out  the  Internet  could  catch  up  with  a 
vengeance.  Its  power  and  smarts  and  band- 
width will  continue  to  expand,  and  viewing 
habits  will  fragment  further,  eroding  the  notion 
of  millions  of  people  viewing  a  single  program 
at  the  same  time.  The  old  delivery  systems 
could  be  relegated  to  utilities,  mindlessly  ferry- 
ing data  packets  from  one  node  to  the  next. 


"The 
Internet  is 
getting 
bigger  and 
.  t  bigger, 
but  it's  not 


better  and 

better," 
Sagan  says. 


Ultimately,  the  biggest  threat  to  Akamai  may  come  not  from 
the  billion-dollar  behemoths  that  its  technology  aims  to  replace 
but  from  tiny  startups  that  seek  to  replace  Akamai. 

Peer-to-peer  networks  use  the  millions  of  PCs  worldwide  to 
create  a  significantly  dumber  but  much  larger  version  of  Aka- 
mai's global  distribution  network.  The  creators  of  Skype,  the 
Internet  phone  service  that  Ebay  bought  for  $2.6  billion  a  year 
and  a  half  ago,  just  announced  a  new  P2P  service  called  Joost 
that  promises  to  deliver  broadcast-quality  video  over  the  Inter- 
net, free  of  charge. 

When  one  newcomer,  MediaZone,  started  a  Web  site  to  send 
prime-time  shows  from  China  to  Chinese  expats  living  abroad,  it 
signed  on  with  Akamai.  But  it  soon  found  that  it  could  save  more 
money  by  using  peer-to-peer  nets  to  deliver  its  bits.  The  more 
users  it  got,  the  more  bandwidth  it  could  save.  "With  250  users, 
we  use  85%  less  bandwidth,  meaning  we  save  85%  of  the  cost. 
With  25,000,  we  save  99%,"  says  Graham  Golder,  the  vice  presi- 
dent of  engineering  at  MediaZone  (see  FORBES,  Mar.  26). 

Other  "content  delivery  networks,"  with  names  like  Lime- 
Light  Networks,  Sawis  and  Mirror  Image  Internet,  have  popped 
up.  Many  are  cut-rate  versions  of  Akamai,  offering  access  to  a 
much  smaller  global  network  in  exchange  for  slightly  less  money. 

Level  3,  one  of  the  biggest  owners  of  fiber-optic  cables, 
recently  bought  part  of  Sawis'  network  business,  making  it  per- 
haps Akamai's  closest  rival.  Level  3  is  looking  into  combining 
Sawis'  servers  with  the  power  of  P2P  networks  similar  to  Joost. 
Many  customers  will  prefer  a  hybrid  network  that  steers  traffic 
away  from  more  expensive  Akamai-style  net- 
works whenever  possible,  in  Level  3's  view. 

Sagan  points  to  the  fact  that  Akamai  has 
continued  to  grow  faster  than  the  Internet  as 
a  whole  as  proof  that  there  will  be  bits  aplenty 
to  keep  all  these  networks  busy.  He  sees  Aka- 
mai's global  network  as  more  reliable,  smarter 
and  more  secure  than  P2P  networks  that 
make  use  of  consumers'  home  PCs.  "People 
aren't  just  looking  to  the  cheapest  bits.  If  they 
are,  they  aren't  buying  anything  from  me," 
says  Sagan. 

The  vast  array  of  companies  delivering  all 
sorts  of  bits  has  led  to  concerns  in  some  quar- 
ters regarding  the  Net's  ability  to  avoid  a 
worldwide  breakdown.  "The  unrelenting 
growth  in  Internet  traffic  during  2007  may 
overwhelm  some  of  the  Internet's  backbones," 
according  to  a  recent  report  by  Deloitte 
Touche  Tohmatsu.  "The  Internet  is  often 
regarded  as  an  infinite  resource.  Unfortu- 
nately, this  is  not  the  case." 

Oh  yes  it  is,  Paul  Sagan  counters.  He  says  he 
often  spends  his  weekend  pondering  whether 
Akamai  has  lived  up  to  the  goals  Danny  Lewin 
set  for  it.  His  conclusion:  "Beyond  a  doubt  we 
have  proven  that  Danny  was  right.  I  sleep  very 
well  thinking  that."  F 
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IfllBWM         Spokane,  Washingt- 


on 


square  foot.  He  says,  "There  was  no  way  we 
could  have  afforded  5  acres  in  Houston. 
Now  I  don't  have  to  look  at  my  neighbors 
AC  or  see  him  in  his  underwear." 

Addison  Pemberton,  53,  left  southern 
California  ten  years  ago.  "I  got  tired  of 
insane  Diego,"  says  he.  President  of  Scani- 
valve  Corp.,  a  maker  of  electronic  valves 


Mary  Lou  and 
Anthony 
Bonanzino.  He 
could  double  his 
salary  in  San 
Diego,  he  says, 
but  he'd  have  to 
live  in  a  garage. 


lower  costs.  Nor  is  it  only  small-fry  who 
are  thriving.  Since  2002  Kaiser  Aluminum 
has  doubled  its  workforce,  to  800. 

Washington  and  Texas  are  the  only 
states  that  added  more  than  1 0,000  manu- 
facturing jobs  in  2006.  Since  2003  Spokane 
County  has  added  a  net  1,400  manufac- 
turing jobs.  Strong  growth  in  jobs  and 


Greater  Spokane,  a  nonprofit  economic 
development  outfit.  "I  hope  we  have  more 
to  offer  than  that." 

They  do.  The  city,  18  miles  from  Idaho, 
on  the  western  edge  of  the  Rockies,  offers 
hiking,  fishing,  skiing  and  boating  on  75 
lakes.  At  2,500  feet  above  sea  level  it  has 
260  days  of  sunshine  and  enjoys  a  climate 
not  as  dry  as  Salt  Lake's  or  Denver's  but  not 
as  wet  as  Seattle's. 

Five  years  ago  the  economy  began  to 
surge.  Washington  State  has  no  personal 
income  tax,  no  corporate  income  tax  (cor- 
porations pay  on  gross  receipts  only)  and 
relatively  low  property  and  sales  taxes. 


"About  half  the  adult  population  doesn't  even  know  who 

Bing  Crosby  was.  I  hope  we  have  more  to  offer  than  that." 


that  monitor  the  pressure  of  airflow  on  air- 
craft and  jet  engines,  he  figures  that  relocat- 
ing slashed  his  operating  costs  15%.  "Right 
before  I  left  San  Diego,"  he  says,  "the  city 
assessed  us  SI 00  per  parking  space  to  pay 
for  mass  transit.  I  said,  'That's  it."'  Pember- 
ton employs  60;  Scanivalve  has  annual 
revenue  of  $6  million.  For  fun  he  restores 
antique  airplanes  (see  box,  opposite). 

Spokane  is  a  growth  town.  Owners  of 
small,  high-tech  manufacturing  outfits  are 
coming  here  for  a  better  quality  of  life  and 


personal  income  has  catapulted  Spokane 
to  number  20  on  our  list  of  the  Best  Places 
for  Business  and  Careers,  up  from  number 
114  in  2006. 

This  isn't  Seattle.  There  are  few  preten- 
tious restaurants  and  no  views  of  Puget 
Sound.  You  won't  find  a  direct  flight  to  the 
East  Coast.  On  the  culture  front  one  of  the 
city's  claims  to  fame  is  being  the  birthplace 
of  Bing  Crosby.  "About  half  the  adult  pop- 
ulation doesn't  even  know  who  Crosby 
was,"  grouses  Gary  Mallon,  a  manager  with 


Electricity  from  hydroelectric  dams  on  the 
Columbia  and  Spokane  rivers  is  50% 
cheaper  than  in  California. 

"If  I  wanted  to  double  my  salary  I 
could  move  to  the  coast,"  says  Anthony  D. 
Bonanzino,  54,  who  runs  a  drug  company, 
"but  I'd  have  to  live  in  a  garage."  He  esti- 
mates his  4,000-square-foot,  three-bed- 
room ranch  would  cost  SI. 5  million  in 
southern  California.  Living  in  Spokane 
gives  him  easy  access  to  a  golf  course  and 
enough  time  to  teach  communications  at 
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Gonzaga  University  (Bing's  alma  mater). 
On  sunny  days  he  rides  his  red  748  Ducati, 
which  can  do  150mph. 

In  1999,  when  Bayer  AG  decided  to  sell 
its  slow-growing  allergy  unit,  Bonanzino 
put  together  investors,  bought  it,  renamed 
|  it  HollisterStier  Laboratories  and  expanded 
into  injectable  vaccines  like  BioThrax,  an 
[  anthrax  vaccine.  Injectable  drugs  are  a  $  1 .3 
billion  market  growing  17%  annually.  To 
cut  costs,  drug  companies  are  using  con- 
tract manufacturers  like  HollisterStier, 
l  whose  sales  have  grown  20%  annually  for 
the  past  four  years.  In  2006  they  topped 
I  $60  million.  The  company  employs  450, 
up  from  240  in  2003. 

Unemployment  stands  at  5%.  A  recent 
i  Manpower  survey  found  that  53%  of  em- 
ployers were  planning  to  add  workers.  The 
$33,000  average  wage  is  $8,000  below  the 
Statewide  average.  Just  5%  of  the  private- 
hector  workforce  is  unionized. 

Spokane's  hydroelectric,  aluminum 
jind  aircraft  industries  date  back  to  WWII, 
i,vhen  the  federal  government  put  an  air 
i?ase  here,  east  of  the  Cascades,  to  make  it 
|;afe  from  Japanese  attack.  During  the  war 
I  wo  federally  owned  aluminum  plants 
i  stamped  out  sheet  metal  for  B-29  bombers 
I  ind  Curtiss  Helldiver  fighters.  After  the 
Ijvar  the  War  Assets  Administration  sold 
ts  Trentwood  Rolling  Mill  and  nearby 


New  condos  being  built  above  Spokane  Falls 
(top)  are  part  of  an  ongoing  renaissance  of 
once-depressed  downtown.  Developers  plan 
2,850  new  units — triple  the  current  number. 

smelter  to  Kaiser  for  $36  million. 

Trentwood,  with  60  acres  under  one 
roof,  is  being  upgraded  to  produce  aero- 
space-grade aluminum  in  sheets  8  inches 
thick.  The  thick  sheets  save  aircraftmakers 
from  having  to  rivet  thin  sheets  together. 
Production  is  sold  out  through  201 1. 

Triumph  Composite  Systems,  a  division 
of  Triumph  Group  in  Wayne,  Pa.,  makes  floor- 
ing and  ductwork  for  Boeings  787  Dream- 


liner.  TCS  President  MaryLou  Thomas  says 
production  will  expand  to  include  parts  for 
lighter  jets.  The  company  plans  to  have  500 
employees  by  year's  end,  up  from  337  in  2003. 
Thomas,  a  single  mom,  moved  here  from 
Seattle  in  1986.  "I  decided  this  was  the  place 
to  raise  my  kids.  They  have  great  schools." 

Downtown  Spokane,  dowdy  and  de- 
pressed for  years,  is  coming  back.  A  $115 
million  mall,  anchored  by  Nordstrom  and 
Macy's  department  stores,  has  been  the  cat- 
alyst. The  historic  283-room  Davenport 
Hotel,  closed  since  1985,  reopened  in  2002 
after  a  $45  million  restoration.  The  hotel 
completed  a  $40  million,  328-room  tower 
addition  in  January.  Spokane's  art  deco 
movie  palace  has  been  rescued  by  private 
donors  who  contributed  half  the  $3 1  mil- 
lion restoration  cost.  (State  and  local  gov- 
ernment kicked  in  the  rest.)  It  will  become 
home  to  Spokane's  symphony.  Developers 
plan  2,850  new  housing  units  downtown, 
triple  the  current  number.  F 

Additional  reporting  by  Emily  Schmall. 


Addison  Pemberton's  hobby  takes 
up  a  lot  of  space — two  hangars, 
one  stocked  with  enough  draw- 
ings, cockpit  instruments,  photos, 
tools  and  archival  material  to  start 
an  aviation  museum,  the  other 
with  a  kitchen,  TV,  sofa  and  dining 
room  table.  "My  wife  makes  dinner 
while  I  work  on  airplanes,"  he  says. 

Pemberton  has  restored  1 8 
propeller  aircraft,  of  which  he's 
sold  13.  Currently  on  view  are  a 
fully  restored  Boeing  Stearman 
biplane  used  to  train  aviators  dur- 
ing World  War  II,  a  six-seat  single 
engine  Cessna  185  Skywagon  and 
a  busted-up  1966  Helio  Courier 
with  a  mysterious  past. 

"The  Helio  was  a  favorite  of  the  CIA  because  it  has  a  minimum  speed  of  28mph 
and  could  be  landed  just  about  anywhere,"  he  says.  The  one  he's  working  on  was 
impounded  by  the  U.S.  government  in  1 978  and  flown  back  from  Jonestown,  Guyana 
after  the  plane's  then  owner,  cult  leader  Jim  Jones,  led  a  mass  suicide. 

Pemberton  is  now  rebuilding  a  Boeing  40C,  a  mail  carrier  of  the  1 930s  that 
seated  five.  It  was  found  crashed  in  the  Cascades.  Pemberton  traded  a  few  spare 
parts  to  get  the  plane,  but  he  has  spent  $100,000  on  its  restoration  so  far.  —M.T. 


I  ■■■■■■■ 


APRIL  23,  2007       FORBES  81 


Rome,  Georgia 


Hail,  Rome!  

What's  the  drawing  international  manufacturers 

to  remote  Rome,  Ga.?  Taxes  are  just  part  of  the  picture.  By  Matthew  Swibel 


■  OR  AKIRA  KYUJI,  MOVING 
I    '  '  '  to  Rome,  Ga.,  at  the  fool  of 
the  Appalachian  Moun- 
I  tains,  75  miles  northwest  of 

Atlanta,  was  an  easy  deci- 
sion. As  one  of  the  Suzuki 
Manufacturing  of  America 
executives  charged  with  picking  a  spot  for 
an  all-terrain-vehicle  factory,  Kyuji 
received  invites  from  the  welcoming  com- 
mittees of  many  different  states  and 
municipalities.  They  wanted  the  several 


hundred  jobs  that  would  be  attached. 

The  hospitality  committee  from 
Rome's  chamber  of  commerce  didn't  dan- 
gle the  most  lucrative  tax  breaks,  but  it 
provided  something  that  Kyuji  considered 
far  more  valuable.  Part  of  Rome's  pitch  was 
that  instructors  from  Rome's  Coosa  Valley 
Technical  College  would  fly  to  Tokyo, 
video  cameras  in  hand,  to  film  Suzuki's 
assembly  lines,  paint  shops  and  welding 
departments.  Using  that  footage,  the 
instructors  would  then  create  a  160-hour- 


Most  of  Rome's  new 
factories  fly  foreign 
flags.  At  left,  Pirelli. 
Executives  from 
overseas  can  live  in 
antebellum-style 
mansions  and 
send  their  kids  to 
Darlington  School 
(above,  left),  whose 
student  body  draws 
from  16  countries. 
Below,  right 
Berry  College. 


long  "certified  manufacturing  specialist" 
program  tailored  to  Suzuki's  specifications. 

"We  were  in  a  hurry  to  enter  the  U.S. 
market,"  says  Kyuji.  "But  it  was  very 
important  to  hire  local  people  and  train 
them  the  Suzuki  way." 

Suzuki  hired  its  first  60  production 
workers  (24  of  them  with  the  Coosa  Val- 
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ley  certification)  in  2002  and  another  100 
last  year.  Production  is  running  at  300  all- 
terrain  vehicles  a  day,  with  a  0.2%  manu- 
facturing-defect rate  and,  so  far,  no 
injuries. 

Today  a  third  of  Suzukis  360  workers 
in  Georgia  have  completed  work  in 
I  courses  from  robotics  to  accounting  at 
one  of  Rome's  four  colleges.  Suzuki  is 
helping  design  an  electronics  curriculum 
for  juniors  and  seniors  at  the  public  high 
school.  With  this  training,  it  is  hoped,  an 
18-year-old  can  skip  college  and  graduate 
right  into  a  $40,000-a-year  job  as  an 
advanced  electronics  specialist. 

Within  the  past  four  years  Japanese 
auto-parts  maker  F&P  (a  supplier  to 
Honda)  and  Pirelli  Tire  North  America 
have  benefited  from  customized  worker 
l  training  provided  by  Coosa  Valley  Tech. 


"[Coosa  Valley]  modeled  their  courses  on 
a  visit  to  our  facility  in  England  and  based 
a  training  program  on  what  they  saw 
there,"  explains  Gaetano  Mannino,  presi- 
dent and  chief  executive  of  Pirelli  Tire 
North  America.  "You  could  say  it  was  tai- 
lored like  an  Italian  suit." 

This  ability  to  customize  its  workforce 
has  kept  Rome,  a  small  but  growing  city  of 
35,600,  economically  thriving  even  as 
'   Georgia  loses  textile  jobs  to  countries  with 
cheap  labor.  Across  the  state  last  year, 


according  to  Plant  Closing  News,  31  facto- 
ries were  shuttered.  Yet  since  2001  ten  for- 
eign manufacturers  from  Austria,  Italy, 
Japan,  South  Korea  and  Switzerland  have 
invested  a  combined  $309  million  in  fac- 
tories in  Rome,  creating  1,007  nonunion 
jobs.  At  4.1%,  Rome's  unemployment  is  a 
point  below  the  national  average. 

Taxes  matter,  and  Floyd  County,  of 
which  Rome  is  the  seat,  hands  out  freebies 
(property  taxes  are  eliminated  on  factory 
inventory  and  reduced  by  up  to  60%  for  a 
time  on  the  land  and  building).  But  cul- 
ture matters,  too.  On  March  3 1  the  Rome 
Symphony  Orchestra  played  Mozart's  Sin- 
fonia  Concertante  in  E-flat  Major.  Shorter 
College,  near  downtown,  is  home  to 
numerous  winners  and  finalists  of  the 
Metropolitan  Opera  National  Council 
Auditions.  There's  an  Atlanta  Braves  farm 


club  team  in  a  $15  million  stadium.  On 
Broad  Street,  the  La  Scala  restaurant 
boasts  a  425-bottle  wine  cellar.  A  few 
storefronts  down  are  a  tobacconist  with 
walk-in  humidor  and  a  boutique  hotel 
with  lofts. 

Children  of  foreign  executives  attend 
Darlington,  a  102-year-old  day  and  board- 
ing school  located  on  a  500-acre  campus 
to  the  south  of  Rome.  Its  student  body  is 
drawn  from  16  countries.  Tuition  is  only 
$13,700  for  day  students. 


Nestled  on  seven  hills  just  like  its  Ital- 
ian namesake,  Rome  was  incorporated  in 
1834  by  settlers  at  the  junction  where  the 
Etowah  and  Oostanaula  rivers  meet  to 
form  the  Coosa  River.  It  became  a  busy 
port  for  the  cotton  industry,  until  the 
Union  Army  burned  all  but  a  pair  of  hos- 
pitals. Medicine  retains  a  strong  presence 
here:  The  city  is  home  to  two  hospitals 
and  the  Harbin  Clinic,  whose  125  doctors 
draw  patients  from  1 1  counties. 

Today  the  majority  of  Rome's  newer 
factories  fly  foreign  flags.  They  pay  pretty 
well.  A  machinist  who  maintains  robots 
can  make  $70,000.  Striving  to  win  more 
converts  like  Mannino  and  Kyuji,  Rome 
aims  to  improve  its  workforce,  for  exam- 
ple, by  getting  some  of  the  45%  of  Rome 
high  school  students  who  won't  attend 
four-year  colleges  to  pursue  hands-on 


experience  at  a  new  Charter  Career  Acad- 
emy set  to  open  next  fall.  Public  schools 
Superintendent  Kelly  Henson  is  letting 
employers  mold  the  curriculum  and  is 
enlisting  Coosa  Valley  Technical  College 
to  provide  career  counselors  and,  perhaps, 
dual  degrees.  Sounds  a  lot  like  the  appren- 
ticeships that  are  fairly  common  in 
Europe  and  Japan  but  still  rare  in  the  U.S.  | 
Says  Henson:  "We're  letting  the  companies 
pick  the  menu.  We  want  to  produce  a 
highly  skilled  workforce."  F 
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Largest  Metro  Areas 

North  Carolina,  home  to  5  metros  in  our  top  25,  is  the  dear  Winner 
in  our  ranking  of  best  places  to  do  business  or  start  a  career. 
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!h  Rises  Again 

Riding  strong  job  growth  and  low  business  costs, 

the  Southeast  outshines  the  competition^ ^  Kurt_Badenhausen_ 


i  HE  NEWS  ON  THE  ECONOMY  IN  RECENT  MONTHS  HAS  BEEN 
uninspiring.  The  subprime  lending  mess  threatens  to  accelerate  the 
housing  slowdown.  Gas  prices  are  at  their  highest  in  eight  months. 
Gross  domestic  product  growth  this  year  is  expected  to  be  less  than 
3%  for  the  first  time  since  2003.  But  one  part  of  the  country  consis- 
tently manages  to  produce  strong  economic  growth  and  still  keep 
costs  down.  For  the  second  straight  year  the  Southeast  placed  5  met- 
res in  the  Top  10  of  our  Best  Places  for  Business  and  Careers.  While 
most  economies  in  the  West  have  also  outperformed  their  peers  in  the  Northeast  and 
Midwest  over  the  past  four  years,  living  costs  there  have  risen  dramatically.  Housing 
prices  in  Phoenix,  spurred  in  part  by  easy  lending,  are  up  57%  in  the  past  two  years, 
knocking  it  off  our  Top  10. 

For  this  year's  ranking  we  relied  on  economic  research  firm  Economy.com 
(owned  by  Moody's)  for  its  indexes  on  business  and  living  costs.  It  also  supplied 
five-year  historical  figures  on  job  and  income  growth,  as  well  as  migration 
trends.  Other  data  used  in  the  rankings  came  courtesy  of  Portland,  Ore.  researcher 
Bertrand  Sperling.  He  considered  the  education  of  the  workforce  in  each 
metro  area,  as  well  as  such  quality-of-life  issues  as  crime  rates  and  cultural 
opportunities. 

For  more  details  on  the  200  largest  metro  areas  and  a  ranking  of  179  smaller 
ones,  visit  www.forbes.com/bestplaces. 


JJialeigh, 


N.C. 


POPULATION:  978,000 
JOB  GROWTH1:  2% 
INCOME  GROWTH1: 1.6% 
BIG  EMPLOYERS:  IBM,  North  Carolina  State 
University,  WakeMed  Health  &  Hospitals, 
GlaxoSmithkline,  SAS  Institute. 


After  three  years  as  runner-up,  Raleigh 
grabs  the  top  spot  on  our  list  for  the 
first  time.  Raleigh's  economy  has 
expanded  6%  annually  over  the  past  three 
years.  Helping  to  fuel  growth  are  business 
costs  13%  below  the  national  average 
and  a  labor  force  where  38%  have 
a  college  degree — the  twelfth  highest 
in  the  country. 

1  Five-year  annualized  figures  throughout. 
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Provo,  Utah 


POPULATION:  465,000 

JOB  GROWTH:  2.7% 

INCOME  GROWTH:  3.3% 

BIG  EMPLOYERS:  Brigham  Young 

University,  Utah  Valley  State  College,  IHC 

Health  Care  Services,  Novell,  Convergys. 


Job  growth  in  Provo  has  increased  4.8% 
a  year  the  past  three  years,  one  of  the 
fastest  rates  in  the  country.  Micron  Tech- 
nology and  Intel  have  a  flash  memory 
joint  venture  in  the  area  that  started  pro- 
duction in  January.  Its  expected  to  create 
1,850  jobs,  with  a  total  investment  of  as 
much  as  $3  billion. 
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Boisejdaho 


POPULATION:  560,000 
JOB  GROWTH:  2.7% 
INCOME  GROWTH:  2.9% 
BIG  EMPLOYERS:  Micron  Technology, 
St.  Luke's  Health  System,  DirecTV,  Hewlett- 
Packard,  J.R.  Simplot. 


,  Micron  Technology  has  ranked  in  the 
.  top  six  for  patents  issued  in  the  U.S. 
each  year  since  2001,  despite  having  an 
employee  count  of  less  than  half  that  of 
any  other  top  patent  recipient.  The 
unemployment  offices  do  not  see  much 
action  in  Boise,  with  its  minuscule  2.9% 
rate  in  2006. 
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Pes  Moines,  Iowa 


POPULATION:  531,000 

JOB  GROWTH:  1.3% 

INCOME  GROWTH:  3.2% 

BIG  EMPLOYERS:  Principal  Financial  Group, 

Wells  Fargo,  Iowa  Health-Des  Moines, 

Mercy  Medical  Center,  Hy-Vee. 

Des  Moines'  financial  services 
sector  employs  45,000,  or  15%  of 
the  workforce— two  and  a  half  times 
the  U.S.  average.  Even  with  these 
high-paying  jobs,  overall  business 
costs  are  still  9%  below  the 
national  average. 


KnoxvilleJenrL 


POPULATION:  662,000 

JOB  GROWTH:  1.6% 

INCOME  GROWTH:  2.6% 

BIG  EMPLOYERS:  U.S.  Department  of 

Energy,  Covenant  Health,  University  of 

Tennessee,  Wal-Mart  Stores,  St.  Mary's 

Health  System. 


The  area  is  home  to  1 1  colleges 
that  spit  out  8,000  graduates  a  year. 
Last  year  food-service  distributor 
Sysco  announced  plans  to  invest 
$40  million  and  hire  300  people 
for  a  new  complex.  One  draw: 
business  costs  that  are  14%  below 
the  national  average. 
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buquerque,  N.M. 


POPULATION:  81 3,000 

JOB  GROWTH:  1.4% 

INCOME  GROWTH:  2.8% 

BIG  EMPLOYERS:  University  of  New 

Mexico,  Kirtland  Air  Force  Base,  Sandia 

National  Labs,  Presbyterian  Healthcare 

Services,  Intel. 


Slower  household-income  growth  helped 
knock  New  Mexico's  largest  city  from  its 
perch  as  our  top-ranked  place.  Intel 
announced  this  year  that  it  would  invest 
$1  billion  in  its  Rio  Rancho  site,  which  is 
part  of  the  Albuquerque  metro  area. 
People  are  heading  to  Albuquerque  to 
escape  pricey  southern  California. 
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DurhamJSLC 


POPULATION:  462,000 

JOB  GROWTH:  0.4% 

INCOME  GROWTH:  2.6% 

BIG  EMPLOYERS:  Duke  University  and 

Medical  Center,  IBM,  GlaxoSmithkline, 

Nortel  Networks,  Lenovo  Group. 


Almost  one-third  of  the  workforce  is 
involved  in  health-related  industries, 
befitting  Durham's  moniker  as  the 
City  of  Medicine.  Its  population  is 
one  of  the  most  educated,  with  41% 
having  a  college  degree,  compared  with 
23%  for  the  typical  U.S.  metro. 
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yetteviJle^Ark^ 

POPULATION:  41 7,000 

JOB  GROWTH:  3.8% 

INCOME  GROWTH:  2.9% 

BIG  EMPLOYERS:  Wal-Mart  Stores,  J.B.  Hunt 

Transport  Services,  University  of  Arkansas, 

Tyson  Foods,  McKee  Foods. 

With  the  eighth-fastest  job  growth  in  the 
country,  people  are  flocking  to  the 
Fayetteville  metro  area.  Population  has 
increased  3.1%  a  year  since  2001,  three 
times  the  U.S.  average.  Business  costs 
clock  in  at  1 5%  below  the  national  aver- 
age, thanks  largely  to  very  low  office  rents 
and  energy  costs. 


NashviJ 


POPULATION:  1,438,000 

JOB  GROWTH:  1 .6% 

INCOME  GROWTH:  2.7% 

BIG  EMPLOYERS:  Vanderbilt  University  and 

Medical  Center,  HCA,  Nissan  Motor, 

Saint  Thomas  Health  Services,  Bridgestone 

Americas. 

Downside:  Housing  prices  in  Nashville 
rose  7%  in  2006.  But  that's  for  a  good 
reason:  a  wave  of  recent  corporate 
relocations,  most  notably  Nissans  North 
American  headquarters.  Nashville's  gross 
metro  product  has  increased  faster  than 
the  national  economy  in  each  of  the  past 
six  years. 
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Olympia,  Wash. 


POPULATION:  233,000 

JOB  GROWTH:  2.6% 

INCOME  GROWTH:  3.9% 

BIG  EMPLOYERS:  Providence  St.  Peter 

Hospital,  Safeway,  South  Puget  Sound 

Community  College,  Group  Health 

Cooperative,  Red  Wind  Casino. 


Olympia  is  the  smallest  area  on  our  list  of 
200  metros.  As  the  capital  of  Washington 
it  has  38%  of  its  jobs  in  government, 
which  brings  stability  to  the  economy.  Its 
median  house  price  of  $232,000  is  only 
59%  that  of  Puget  Sound  neighbor  Seattle. 
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Booby  Prize 

Santa  Cruz  has  no  growth. 

But  that's  cool.  As  for  recovering 
from  that  1989  earthquake, 
we're  working  on  it,  okay? 
By  Helen  Coster_ 


6URF,  IN  SANTA  CRUZ,  IS  THE  ONLY  THING  THAT'S  UP. 
On  a  hot  Sunday  afternoon  in  March  bikini-clad 
undergrads  from  the  University  of  California  strolling 
along  Pacific  Avenue  seem  to  draw  inspiration  from 
their  school's  mascot,  the  banana  slug.  With  no  sign 
jof  urgency,  they  meander  among  homeless  panhandlers,  past 
j stores  like  hemp-peddler  Avatar  Imports  and  Mama  Chola's 
Pagan  Pantry. 

Volkswagen  vans  clog  parking  lots  near  the  beach  as  their 
owners,  paunchy  middle-aged  surfers,  gaze  out  over  the  crash- 
ing waves.  For  many  years  parking  meters  held  no  fear  for 
Cruzians  because  a  clown,  wearing  rainbow-striped  pants,  a  wig 
and  a  big  red  nose  would  drop  coins,  gratis,  into  meters  about  to 
|;xpire.  It  was  his  fey  form  of  civil  disobedience. 

This  kind  of  whimsical,  lethargic  atmosphere  has  cemented 
I  he  image  of  Santa  Cruz  (pop.  250,000)  as  a  bohemian  Utopia  by 
If  he  sea.  But  the  same  qualities  that  make  it  a  haven  for  beach  bums 
|  ind  students  make  it  a  frustration  for  anybody  trying  to  do 
It  business.  The  city's  five-year  average  job  growth,  -0.9%,  ranks 
I  lumber  190  among  FORBES'  200  cities.  Santa  Cruz  has  300  days 
jl)f  sun  a  year,  and  its  setting  is  supremely  beautiful.  But  if  this  is 
[paradise,  how  come  no  one  is  coming  here  to  work? 

The  cost  of  living  is  41%  higher  than  the  U.S.  average. 
I  'During  peak  commuting  hours,  traffic  into  and  out  of  Silicon 
I  j /alley— 30  miles  away — can  be  bumper- to-bumper.  Politically 
i|oo,  gridlock  plagues  the  place. 


Santa  Cruz's  citizenry  is  a  squabbling,  self-canceling  mix  of 
rich  Silicon  Valley  executives  like  Netflix  boss  Reed  Hastings, 
service  workers  from  restaurants  and  hotels,  and  15,000  navel- 
contemplating  university  students.  (Courses  in  the  UC  catalog 
include  "Bob  Dylan  as  Poet"  and  "Politics  of  Obesity.")  Everyone 
is  an  activist.  Petitions  are  forever  being  drawn  up,  fists  raised 
and  shaken.  To  get  to  the  barricades  here,  you  have  to  take  a 
number. 

Pot  smoking  they've  managed  to  agree  on:  They're  for  it.  A 
ballot  initiative  instructing  Santa  Cruz  police  to  make  adult 
marijuana  arrests  their  lowest  priority  passed  in  November  by 
60%.  They  also  agree  on  development.  They're  opposed  to  it. 

The  community's  history  of  blocking  construction  goes 
back  to  1974,  when  environmentalists  stopped  a  plan  to  build 
a  hotel  and  convention  center.  This  victory  led  to  the  creation 
of  a  park  that  now  costs  $250,000  a  year  to  maintain. 

In  1999  the  city  council  tried,  unsuccessfully,  to  ban  a 
Borders  bookstore  by  requiring  a  special  permit  for  ground- 
floor  stores  of  more  than  16,000  square  feet.  Two  years  later 
Outback  Steakhouse  tried  to  open  next  to  a  clothing-optional 
retreat  house  and  meditation  center.  Permission  was  denied.  In 

2004  protesters  prevented  Home  Depot  and  Lowe's  from  mov- 
ing into  vacant  factory  space  on  the  western  edge  of  town.  In 

2005  petitioners  crushed  plans  for  a  new  hotel  and  conference 
center  on  the  site  of  an  aging  hotel. 

In  1989  the  Loma  Prieta  earthquake  devastated  Santa 
Cruz's  downtown.  Seventeen  years  later  reconstruction  still 
isn't  finished  on  one  15,000-square-foot  parcel.  As  part  of  an 
effort  to  attract  richer  tourists,  the  city  has  tried  for  13  years 
to  convert  a  group  of  crumbling  buildings  near  the  city's 
boardwalk  into  an  upscale  hotel.  Opponents  have  kept  the 
project  stalled  by  arguing  that  the  building  would  compro- 
mise their  views. 

Santa  Cruz's  biggest  problem  is  space.  There  isn't  any.  Of 
700  acres  zoned  for  commercial  and  industrial  use,  only  one 
substantial  site  (20  acres)  is  unbuilt.  "If  someone  wanted  to 
grow  here  into  a  major  campus — like  a  Microsoft  or  a 
Google — we  couldn't  accommodate  them,  because  there's  not 
enough  room,"  says  Ceil  Cirillo,  director  of  economic  develop- 
ment for  the  city.  Over  the  past  decade  companies  including 
Texas  Instruments,  Lipton,  Wrigley  and  Raytek  have  closed 
manufacturing  plants  on  the  outskirts  of  town.  Some  of  that 
same  space  has  since  been  taken  over  by  UC,  Santa  Cruz,  which 
pays  no  property  taxes. 

In  lieu  of  manufacturing,  the  city  wants  to  expand  tourism 
and  to  create  a  "research-and-design"  sector  composed  of 
young  professionals  drawn  to  the  area  for  its  beauty.  They 
would  work  in  fields  like  computer  gaming,  graphic  design 
and  architecture  (provided,  of  course,  they  didn't  design  any- 
thing too  big). 

The  most  successful  could  afford  to  buy  homes  (the  median 
price  is  $700,000).  The  less  so  would  have  to  move  along  to 
somewhere  less  paradisaic.  Says  Chamber  of  Commerce 
Executive  Director  William  Tysseling:  "People  will  suffer  a  lot  to 
live  here."  There's  your  next  Chamber  of  Commerce  slogan.  F 
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By  Susan  Burnell 


Corporate 

RELOCATION 


Winning  Strategies  for  Executive 


aunching  a  business  expansion  or  relocation 
effort  can  be  a  challenging  task  for  even  the  most  seasoned 
executive.  It's  often  a  project  undertaken  on  top  of  other 
management  responsibilities,  so  it's  essential  to  start  with  a 
good  game  plan.  Full-time  relocation  expert  Robert  Ady  offers 
insights  and  strategies  for  keeping  a  move  or  expansion  on  track. 


Vir 


ampton  Roads 


TheD 


or  Innovative  and  Imaginative  Business 


Four  hundred  years  ago,  a  group  of  brave,  adventurous 
souls  embarked  on  a  voyage  of  untold  magnitude, 
setting  sail  for  a  new  world  seeking  a  land  to  plant 
businesses  and  reap  profits  from  the  resources  they 
i  to  find.  The  expedition  and  subsequent  colony  of 
stown,  with  its  successes  and  failures,  has 
ubtedly  helped  shape  not  only  the  commerce  of  this 
n  but  the  world. 

m  consider  where  to  move  or  expand  your  business  or 
any  operations,  you  needn't  look  further  than  Hampton 
s,  a  region  rich  in  natural  and  human  resources  capable  of 


HAMPTON  ROADS 

"All  great  regions  have  been  great  pqrt 
regions,  and  Hampton  Roads  is  well  QfVffc 
way  in  challenging  the  supremacy  of  the 
portggWtew  York."  t 

—  Senior  Irvine  Fellow,  Joel  Kotkin.  in 
his  address  to  the  300-plus  Hjinapton 
Roads  Economic  DevelopmenrAlliance 
investors.  Feb.  1,2007 

To  help  you  in  your  exploration  of  the 
great  port  region  of  Virginia's  Hampton 
Roads,  the  Hampton  Roads  Economic 
Development  Alliance  will: 

•  Provide  a  dedicated  manager  for 
your  project 

•  Work  confidentially  and 
without  charge 

•  Guide  and  support  you  through 
the  planning  process 

•  Coordinate  visits  highlighting 
15  localities 

•  Help  identify  appropriate  sites 

•  Advise  you  on  financial  incentives 

•  Serve  as  your  liaison  with  the 
State  of  Virginia  Economic 
Development  Partnership 

•  Become  your  one-stop  source  for 
information  and  cost  comparisons 

•  Connect  you  with  regional  business 
leaders  and  experts  for  banking, 
legal  and  other  services  associated 
with  business  expansion 
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LINING  UP  THE  SUCCESS  FACTORS 

Before  the  first  flight  is  booked  to  check  out  a  prospective  new  location,  you 
company's  reasons  for  moving  or  expanding  must  be  addressed.  You  should  have 
clear  understanding  of  your  company's  strategic  plan  before  you  can  begin  to  pt 
together  a  relocation  plan. 

You  should  be  asking  questions  like  these: 

•  What  is  the  move  or  expansion  expected  to  accomplish? 

•  What  are  the  key  opportunities  your  company  seeks? 

•  Are  you  looking  to  improve  customer  service,  reduce  operating  costs,  becom 
more  competitive  or  achieve  other  specific  goals? 

•  What  constitutes  relocation  success  and  what  constitutes  failure? 

It's  essential  to  continue  the  advance  planning  by  listing,  then  prioritizinj 
characteristics  of  a  desirable  new  site.  A  team  approach  works  best  for  this  stej 
Depending  on  the  scope  of  the  relocation  or  expansion,  a  team  may  include  the  chi< 
executive  officer,  chief  financial  officer,  administration  vice  president,  divisio 
presidents,  manufacturing,  engineering,  real  estate  group  and  other  key  player 
Involving  human  resources  is  extremely  important,  and  each  group  should  list  th 
characteristics  they  would  like  to  have  in  a  new  site. 

One  group  may  want  a  location  with  a  highly  skilled  workforce,  another  ma 
seek  an  abundance  of  minimum  wage  workers.  Some  may  prefer  to  be  within  1 
minutes  of  an  international  airport,  while  others  think  an  outstanding  quality  c 
life  is  a  must.  Once  all  the  ideal  characteristics  are  stated,  the  group  should  alig 
the  list  with  the  strategic  plan.  That  will  help  guide  decisions  about  which  sii 
characteristics  are  critically  important,  which  are  moderately  important  and  whic 
are  not  important. 

Realize  there's  no  Utopia,  and  there  will  be  trade-offs.  But  this  process  can  keep  or 
strong  team  member  from  dictating  a  location  based  on  factors  that  cater  to  his  or  lit 
own  interests,  rather  than  the  needs  of  the  whole  project.  Get  consensus  up  fron 
otherwise  it  will  be  very  difficult  to  make  a  final  decision. 

CORPORATE  RELOCATION  TRENDS 

One  of  the  recent  trends  in  corporate  headquarter  relocations  has  to  do  wil 
changes  in  corporate  governance.  As  boards  of  directors  restructure  and  bring  in  moi 
outside  directors,  they  start  to  question  the  very  core  of  a  company's  existenc 
including  the  location  of  its  headquarters.  Moving  may  no  longer  be  unthinkabl 
Rather,  it  may  be  essential  for  a  company's  survival. 

The  most  active  relocations  are  distribution  centers.  Supply  chain  managemei 
has  become  a  very  sophisticated  discipline  because  there's  a  greater  need  for  companii 
to  move  products  from  a  production  point  outside  the  U.S.  and  get  them  to  the 
customers  throughout  the  country. 

The  biggest  reason  for  a  manufacturifig  location  change  is  the  shift  froi 
traditional  plants  to  the  facilities  of  tomorrow.  The  assembly  line  model  no  longer  fi 
newer,  modular  assembly  processes.  Ten  years  ago,  a  typical  manufacturing  relocatio 
might  have  been  a  $10  million  to  $20  million  project  with  200  employees.  No\ 
a  manufacturing  project  may  be  a  $40  million  to  $60  million  deal  with  only  7 
to  100  employees. 
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FORBES.COM  PUT  US 
AT  THE  TOP  OF  THEIR 
LIST.  PERHAPS  YOU 
SHOULD  DO  THE  SAME. 
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For  a  prime  location ,  contact 
Virginia  Economic  Development 
Partnership  at  804-545-5700  or 
e-mail  to i n'f eu^YesV'irc, in ta:. org . ' 
Y  E  S  V  I  R  G'l  N  i  A  .  XJ  R  G 


ADVERTISEMENT  4 


SIZING  UP  FUTURE  NEEDS 

The  key  to  smooth  future  growth  is  considering  project  specifics  for  the  initial 
jMan  and  the  ultimate  configuration  according  to  your  company's  strategic  plan. 
|3eing  in  synch  with  your  plan  and  market  projections  will  tell  you  how  many  people 
/ou  may  need  to  house  in  a  few  years,  ensuring  an  adequate  initial  investment. 

Electrical  power  is  another  major  consideration.  Some  planners  dismiss  this 
equirement  if  they're  not  building  a  manufacturing  plant,  but  offices  require 
ibundant,  reliable  electrical  power.  Some  companies  neglect  putting  this  on  their 
adar  screen  at  the  beginning,  only  to  realize  they  can't  get  the  electrical  power  they 
leed  when  their  business  grows. 

.OCATION  RESEARCH  GETS  EASIER 

The  next  step  in  the  process  is  location  research.  Today,  gathering  information 
bout  prospective  new  locations  is  easier,  thanks  to  the  Web  sites  of  states  and 
ommunities  seeking  to  attract  businesses.  The  U.S.  Census  Bureau  and  the  U.S. 
pepartment  of  Labor,  Bureau  of  Labor  Statistics,  have  vast  databases  of  information 
n  population  trends,  age  trends,  unemployment  rates,  education  levels  and  other 
i  emographic  data,  all  available  online. 

Site  selection  is  a  process  of  elimination,  and  looking  at  background  data  for  a 
lariety  of  locations  will  allow  you  to  evaluate  communities  systematically  and  select 
liose  with  the  greatest  advantages  and  fewest  disadvantages.  Approach  the  process 
j'ith  an  open  mind,  and  assess  how  communities  and  states  fit  the  specific  criteria 
lour  team  has  established. 

riMETO  VISIT 

|  Only  when  the  background  work  is  done  and  the  list  of  suitable  communities 
Barrowed  should  the  community  visit  step  take  place.  A  visit  to  the  top  finalists  will 
■ve  you  a  firsthand  impression  of  the  physical  environment  as  well  as  the  image  of 
Hie  community.  Employees  will  take  a  critical  look  at  the  community  before 
freeing  to  move  there,  so  look  at  it  through  their  eyes.  The  positives  and  negatives 
■  fa  community's  overall  image  are  important  to  consider,  since  that  image  will  be 
linked  with  the  company  once  it  locates  there. 

S  he  art  of  negotiating  incentives 

If  Even  if  your  relocation  project  isn't  on  the  scale  of  a  major  corporation,  you  can 
|lill  negotiate  incentives.  In  actuality,  few  relocations  involving  major  corporate 
:adquarters  occur  each  year.  For  every  one  of  those  major  projects,  there  are  500 
nailer  announcements  that  are  still  of  major  value  to  a  community.  A  project  that 
ings  in  75  to  100  people  is  normal,  and  the  right  community  will  welcome  a 
'oject  of  that  size  —  especially  if  it  is  a  good  match  —  bringing  desirable  jobs. 

3  There  are  several  levels  of  negotiations: 

•  Set  up  a  competitive  situation  between  top  prospects.  Each  community  should 
know  there  is  another  dynamic  finalist  —  this  provides  tremendous  leverage. 

•  Allow  sufficient  time  to  negotiate  incentives.  Any  time  you  short-change 
the  negotiation  process,  you  are  going  to  lose.  Depending  on  the  level  of 
incentives  you  seek,  you  should  allow  a  minimum  of  a  month  to  get 

i    through  this  stage. 
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Know  what  the  as-of-right  incentives  are.  These  are  the  incentives  offered  to 
every  company,  as  part  of  local  policy  or  legislation. 

Identify  and  ask  about  special  incentives  geared  specifically  to  the  needs  of 
your  company.  For  example,  you  may  be  looking  at  one  site  with  all  utilities, 
but  it's  in  a  state  without  tax  abatements,  while  the  other  site  has  no  utilities, 
but  its  state  offers  tax  abatements.  You  can  then  negotiate  with  each  location 
to  level  the  playing  field. 


CORPORATE 
RELOCATION 
CHECKLIST 

When  approaching  a  corporate 
relocation  or  expansion,  view  each 
site  criterion  through  the  lens  of  your 
company's  strategic  plan.  Among 
the  criteria  to  consider  and  rank 
according  to  importance: 

□  Labor  availability 
(skilled/hourly) 

□  Management-labor 
relations  climate 

□  Education  levels 

□  Availability  of 
community  colleges 

□  Quality  of  life 

□  Cost  of  living 

□  Housing  costs 

□  Availability  of  housing 
for  management 

□  Crime  statistics 

□  Site  security 

□  Availability  of  land 
for  expansion 

□  Utilities  infrastructure 

□  Community  image 

□  Proximity  to  customers 

□  Transportation:  interstate 
highways,  rail,  airports, 
port  facilities 
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There  are  a  number  of  incentives  corporations  may  overlook,  and  an  incentive 
legotiation  checklist  can  help  them  decide  what  they  want  to  ask  for.  These  include 
ecruitment  assistance,  applicant  testing,  free  space  for  recruiting,  spousal 
employment  opportunities,  subsidies  for  communication  costs  and  even  free 
:ountry  club  memberships  for  executives.  Tax  abatements  and  financing  assistance 
ire  fairly  universal.  Some  of  the  hottest  incentives  companies  are  negotiating 
ight  now  are  employee  relocation  expenses  and  state  rebates  on  personal  income 
axes  for  new  hires. 

WHO  SHOULD  DO  THE  NEGOTIATING? 

Beginning  negotiations  may  be  handled  by  independent,  third-party  location 
onsultants  who  can  "set  the  table"  and  start  the  process.  One  advantage  of 
onsultants  is  that  they  need  not  reveal  the  identity  of  the  prospective  company, 
"his  can  provide  some  extra  leverage  before  any  tension  builds  up  between  a 
ompany  and  the  community. 

At  the  second  level  of  negotiation,  the  company  relocation  project  team 
hould  participate.  At  this  point  you  will  engage  the  community's  interest  by 

lling  the  company's  story  and  emphasizing  the  benefits  it  can  bring  to  the 
ommunity.  For  the  final  negotiations,  let  the  chief  executive  officer  be  the  one 
)  say,  "The  one  thing  we  need  to  close  this  deal  is..."  and  wait  for  the  community 
)  meet  those  conditions.  Don't  sign  any  commitments  until  ail  negotiations  are 
included,  and  don't  make  the  mistake  of  letting  a  decision  leak  prematurely. 

nee  word  gets  out  that  your  company  has  chosen  a  site,  you  lose  negotiation 

verage.  Well-orchestrated  timing  is  essential. 

Armed  with  knowledge  and  a  clear  strategy,  you  can  accomplish  a  corporate 
ocation  project  that  enhances  your  company's  —  and  your  own  —  success.  ■ 
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he  Hampton  Roads 
ronomic  Development  Alliance 
lueda.com 


cksonville  Regional 
evelopment  Partnership 
ww.citywithoudimits.com 

rginia  Economic 
evelopment  Partnership 
ww.YesVirginia.org 


».  Census  Bureau:  http://quickfacts.census.gov/qfd7 

Department  of  Labor,  Bureau  of  Labor  Statistics:  www.bls.gov 
r  International  Company:  www.adyinternational.com 

>ert  M.  Ady,  former  president  of  PHH  Fantus  Consulting,  has 
itified  more  prime  locations  for  businesses  in  the  United  States 
i  anyone  else.  He  is  frequently  quoted  in  the  national  media  on 
ics  such  as  global  competition,  business  location  trends,  future 
kforce  availability  and  incentive  negotiations. 
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Business  costs.  Workforce. 
Regulatory  climate.  Economic 
climate.  Quality  of  life.  Growth 
prospects.  These  were  the  criteria 
by  which  Forbes.com  judged 
Virginia  to  be  the  best  state  In 
the  nation  for  business.  While  it's 
a  major  distinction  for  Virginia, 
what  it  really  represents  is  a  huge 
opportunity  for  decision-makers 
looking  for  a  site  where  their 
business  will  flourish. 
Fof  a  prime  location,  contact  the 
Virginia  Economic  Development 
Pai  tnorship  al  80-'!  lv!b  -5/00  or 

e  mail  io  inio^YosViiTjinia.org. 
YESVIlUilMIA.ORG 
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American  Capital  Strategies 


Rapid-fire  buyout  artist  MALON  WILKUS 

acquires  dozens  of  piker  businesses  at  startling 
speed — and  posts  some  nice  returns. 
By  Bernard  Condon 


LON  WILKUS  HAS  LIVED  THROUGH 
a  lot  of  false  starts,  fumbles  and  failures.  He 
dropped  out  of  college  twice.  The  shrimp  farm 
he  started  in  Costa  Rica  flopped  His  bid  to  show 
that  socialism  can  work  in  America  fell  short. 
For  nine  years  he  lived  on  a  commune  in  the 
Ozarks,  making  hammocks,  sandals  and  nut 
butters;  he  left  in  1983. 

"I  thought  I  could  create  a  better  society, 
but  common  ownership  didn't  work,"  says 
Wilkus,  55.  "So  I  became  a  capitalist." 

Not  just  any  capitalist  but  that  most  vili- 
fied (and  envied)  of  the  breed:  a  buyout  artist. 
Wilkus'  company,  American  Capital  Strate- 
gies, has  put  up  $15  billion  in  equity  and 
loans  in  the  past  decade  and  has  taken  con- 
trolling stakes  in  105  companies— more  deals 


than  almost  any  other  firm.  His  shareholders 
have  gotten  (the  company  calculates)  a  23% 
compound  annual  return. 

Wilkus  has  bought,  held  and  resold  a 
bewildering  array  of  businesses  and  taken  small 
stakes  in  myriad  others— Piper  airplanes, 
Aamco  transmissions  and  a  line  of  kayaks; 
Riddell  football  helmets  and  Caswell-Massey 
soaps;  a  maker  of  pizza  ovens  and  a  producer 
of  truck  lifts;  food  purveyors  (Bumble  Bee 
tuna,  sushi,  maple  syrup,  peanut  butter  and 
beer)  and,  more  recently,  an  oil  pipeline 
operator  and  a  maker  of  razors. 

He  doesn't  mind  small  fry  (average  deal, 
$100  million)  and  worships  speed,  made  pos- 
sible because  he  does  not  have  to  line  up 
financing  from  banks.  "It's  a  one-stop  buy- 
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American  Capital  Strategies 


out,"  says  Wilkus,  who  has 
trademarked  the  phrase. 

American  Capital  Strategies 
looked  at  3,800  possible  takeovers 
last  year;  a  recent  spreadsheet 
tracks  463  prospects.  Last  year 
ACS  bestowed  $6.7  billion  in 
equity  and  loans  to  various  com- 
panies. This  year  Wilkus  has  put 
$1.4  billion  into  34  companies 
and  has  closed  one  of  his  biggest 
deals  ever  (an  80%  stake  in  WIS 
International,  an  inventory 
watchdog  for  retailers,  for  over 
$400  million). 

But  Malon  Wilkus  is  largely 
unknown,  and  he  doesn't  get 
invited  to  give  keynote  speeches. 
"The  big  guys  don't  pay  much 
attention  to  us,"  says  Mark  Opel, 
a  senior  vice  president  in  New 
York,  who  has  worked  with 
Wilkus  from  the  start.  "Bigger 
deals  tend  to  get  the  headlines 
and  engage  egos.  That's  not 
what  we  do." 

Yet  American  Capital  has 
led  the  way  in  the  Next  Big 
Thing  in  private  equity:  going 
public.  Wilkus  founded  his  pri- 
vate equity  firm  in  his  two-bed- 
room condo  in  Bethesda,  Md. 
in  1986.  He  took  it  public  in 
August  1997.  That  is  why  it  irks 
him  when  buyout  superstar 
Blackstone  Group,  a  Johnny- 
come-lately,  is  hailed  as  starting 
a  new  era  with  its  $4  billion  ini- 
tial offering  in  March. 

When  ACS  needs  money, 
instead  of  spending  months 
wooing  institutional  investors 
or  loading  up  newly  acquired  businesses 
with  bank  debt  it  simply  takes  a  week  or 
two  to  stage  another  stock  offering.  The 
firm  has  peddled  27  batches  of  stock, 
including  2  this  year  (raising  $250  million 
in  January  and  $450  million  more  in 
March).  "What  we're  doing  is  making  it 
possible  for  the  average  American  to  share 
in  private  equity's  benefit  '  Vilkus  says. 
"We're  democratizing  the  inc  istry."  Indi- 
vidual investors  hold  70%  of  ACS  shares. 

Wilkus  expects  that  m  e  private 
equity  firms  will  end  up  g^  public, 
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seeking  capital  from  the  very 
markets  they  had  spurned  when 
they  took  so  many  companies 
private.  The  firms  with  access  to 
public  markets  will  thrive,  raising 
money  more  cheaply  and  faster 
than  rivals  that  stay  private,  he 
says;  some  of  the  latter  will 
wither  and  fade.  Of  a  thousand 
midmarket  private  equity  firms 
in  business,  380  subsist  on  one  or 
two  deals  a  year,  he  says,  and  last 
year  200  of  them  did  no  deals  at 
all.  ACS  is  fiendishly  thorough  in 
tracking  these  numbers. 

"What  other  industry  can 
you  think  of  that  delivers  its 
service  only  one  or  two  times  a 
year?"  he  asks.  "Yet  buyout  firms 
get  paid  2%  of  assets.  It's  the 
most  inefficient,  highly  frag- 
mented industry." 

He  predicts  this  makeover 
will  happen  gradually,  but  he's 
bulking  up  his  company  and 
racing  ahead  as  if  he  expects  it 
overnight.  American  Capital 
closed  26  buyouts  last  year,  more 
than  KKR  (with  7). 

"You  just  don't  know:  Did 
they  change  something,  like  the 
degree  of  caution?"  says  Jerome 
Bruni,  whose  money  manage- 
ment firm  owns  837,000  shares 
of  the  company.  He  has  added 
60,000  shares  since  the  start  of 
the  year,  but  he  says:  "The  proof 
of  the  pudding  is  in  the  eating, 
and  we  haven't  had  the  oppor- 
tunity to  digest  these  deals  yet." 

Moreover,  Wilkus  is  chasing 
after  ever  larger  buyouts,  too — 
even  as  some  of  the  biggest  names  in  pri- 
vate equity  begin  eyeing  the  smaller  deals 
that  have  been  his  backwater  preserve  for 
a  decade.  Two  years  ago  his  dealmakers 
had  a  buying  limit  of  $250  million;  this 
year  it's  $800  million.  At  that  pace  Amer- 
ican Capital  could  be  spending  $2  billion 
on  an  acquisition  by  2009,  competing 
with  Blackstone,  Carlyle  and  Apollo 
Management. 

His  far  bigger  rivals,  meanwhile,  are 
headed  his  way.  Texas  Pacific  Group  is 
raising  a  $  1  billion  fund  for  acquisitions  of 


$100  million  in  equity  or  less.  Other  giants 
have  pursued  deals  at  $200  million  to 
$500  million  in  equity. 

Wilkus,  who  owns  a  1%  stake  in  ACS, 
worth  $60  million,  and  is  paid  $3.5  mil- 
lion a  year,  says  ACS  will  do  more  high- 
ticket  transactions  than  in  the  past,  but 
mostly  it  will  stick  to  the  lower  price  tags  it 
knows  best.  "We're  not  driven  by  a  desire 
to  hang  the  biggest  pelt  on  the  wall."  He 
says  any  industry  downturn  would  let  the 
firm  pick  up  bargains  because  of  its  trade- 
mark approach  of— wait  for  it — the  One 
Stop  Buyout.  No  outside  financing  needed 
(usually). 

ACS  hands  out  loans  to  its  new  progeny 
in  most  of  the  deals  it  strikes  (it  also  lends 
to  more  than  100  buyout  firms  and  dozens 
of  businesses  in  which  it  doesn't  own  any 
equity  stake).  It  borrowed  money  at  an 
average  rate  of  6.3%  last  year  and  lent  it  out 
at  12.4%.  The  company  held  $3.7  billion  in 
debt  as  of  the  end  of  2005.  That  figure  was 
up  85%  from  2004,  and  the  obligations 
came  to  60%  of  ACS'  assets. 

The  loan  repayments  cushion  the 
private  equity  operation  when  its  invest- 
ments falter.  In  two  years  (2002  and  2003) 
American  Capital  ran  up  $100  million  in 
investment  losses — but  erased  the  red  ink 
by  raking  in  $350  million  in  interest,  divi- 
dends and  fees.  And  ACS  often  holds  senior 
debt,  making  it  the  first  to  get  paid  when  a 
business  goes  bust,  even  if  stockholder 
equity  gets  wiped  out. 

Edward  Frank  Wilkus  was  born  in 
Coffeyville,  Kans.,  where  his  father  worked 
in  a  Continental  Can  factory.  At  age  18  the 
son  started  calling  himself  Malon,  a  name 
he  invented  (and  pronounces  like  the  Italian 
city  Milan),  and  he  has  used  it  ever  since. 

He  dropped  out  of  the  University  of 
Illinois  in  1972  and,  with  $125  in  his 
pocket,  set  out  for  Latin  America,  where  he 
worked  odd  jobs — fisherman  in  Mexico, 
busboy  in  Costa  Rica,  proprietor  of  that 
ill-fated  shrimp  farm.  In  1974  he  returned 
to  college  in  Illinois,  dropped  out  again 
and  joined  the  commune  East  Wind, 
named  after  a  Mao  Zedong  saying  pre- 
dicting socialism's  worldwide  dominance. 
He  started  a  business  making  hammocks 
and  such,  eventually  bagging  Pier  One  as 
a  customer  and  bringing  in  $1  million  in 
annual  sales.  But  he  was  frustrated  earn- 
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ing  just  $1,500  a  year,  the  same  as  every- 
one else. 

"Twenty  percent  of  the  people  were 
doing  much  of  the  work,"  he  says.  "Yet  the 
wealth  was  distributed  to  everyone."  Which 
pretty  much  was  the  point. 

In  1983  he  left,  taking  a  job  as  a  mar- 
keting assistant  at  the  Calvert  Funds,  which 
ran  many  socially  responsible  mutual  funds. 
He  quit  two  and  a  half  years  later  to  form 
American  Capital.  His  mission:  Help  work- 
ers take  over  their  companies  through  em- 
ployee stock  ownership  plans. 

He  did  17  ESOPs  in  the  next  1 1  years. 
Workers  usually  ended  up  with  80%  own- 
ership; the  rest  was  split  between  manage- 
ment and  Wilkus,  who  often  took  his  fee 
in  the  form  of  shares.  In  1994  he  rescued  a 
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breadmaker  on  the  brink  of  collapse: 
Four-S  Baking  in  Los  Angeles.  Wilkus  put 
$7.1  million  in  equity  and  loans  into  the 
company  for  a  20%  stake  and  persuaded 
its  350  workers  to  take  a  25%  pay  cut  to 
get  a  75%  stake  in  the  company.  Three 
years  later  he  sold  the  company  to  Mexi- 
can foodmaker  Bimbo.  Including  loan 
repayments,  he  took  out  $10.2  million. 
The  workers  doubled  their  money. 

In  1997  Wilkus  took  American  Capital 
public  at  $15  a  share,  valuing  the  firm  at 
$150  million.  Structured  as  a  business 
development  corporation,  American  Cap- 
ital is  able  to  avoid  taxes  on  much  of  its 
income  by  paying  out  dividends,  which 
have  run  an  average  of  8%  of  the  com- 
pany's stock  price. 


Flush  with  initial  offering  cash,  the 
firm  was  buying  and  lending  fast.  A 
prison  owner,  a  toll  booth  installer,  an  air- 
filter  maker — 51  deals  in  four  years.  The 
firm  moved  away  from  its  ESOP  mission. 
"As  it  turns  out,  granting  options  is  a  far 
easier  way  to  make  employees  owners," 
Wilkus  says.  ACS  shares  doubled  in  price 
in  four  years,  but  then  recession  struck  in 
2001.  Investors  began  selling  everything, 
and  Wilkus  searched  for  value. 

"Banks  had  stopped  lending  [for 
takeovers],  and  the  buyout  firms  couldn't 
raise  their  next  funds,"  he  says.  "So  we  took 
advantage  of  opportunities  they  could  not." 
The  firm  put  up  $25  million  in  cash  and 
loans  for  a  5%  stake  in  Middleby  Corp.,  a 
pizza-oven  maker  intent  on  buying  a  rival, 
and  sold  the  stock  back  to  Middleby  a  year 
later,  pocketing  $34  million  in  loan  repay- 
ments and  gains,  a  return  of  37%. 

The  firm  had  a  few  flops — an  Internet 
financial  portal  written  down  to  zero,  a  bus- 
maker  sold  at  a  $6  million  loss.  But  Wilkus 
reduced  risk  by  dispatching  operations  ex- 
perts on  his  payroll  to  trim  costs,  increase 
production  and  source  materials  better. 

He  put  $32  million  into  a  maker  of  truck 
lifts,  Iowa  Mold  Tooling,  but  had  to  write 
down  its  value  in  ten  consecutive  quarters 
as  the  unit's  results  faltered.  So  ACS  flew  in 
a  former  machine-tool  chief  executive  on  staff 
to  rejigger  the  production  line  and  introduce 
just-in-time  sourcing  of  inventory.  By  the 
time  it  sold  its  82%  stake  to  another  truck- 
maker  six  years  later,  American  Capital  had 
pulled  $109  million  out  of  the  company,  a 
25%  annual  return. 

In  2003  ACS  stock  returned  53%  (as 
the  S&P  500  returned  29%).  Hoping  to 
cash  in,  15  private  equity  firms  that  year 
planned  to  take  funds  public.  Unlike 
American  Capital,  though,  they  put  no 
existing  investments  into  their  funds 
before  their  offerings.  Investors  balked, 
and  nearly  all  the  firms  canceled  their 
plans.  "They  have  difficulty  looking  us  in 
the  eye  now,"  Wilkus  says. 

Every  Monday  morning  the  firm's  140 
dealmakers  meet  to  pore  over  a  passel  of 
possibilities.  They  are  spread  by  overlapping 
expertise  among  offices  in  ten  cities — energy 
in  Dallas,  medical  products  in  Los  Angeles, 
financial  institutions  in  Bethesda,  early-  and 
late-stage  tech  funding  in  Palo  Alto,  Calif. 
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The  separate  groups  then  all  conference  with 
Wilkus  in  Bethesda  to  mesh  all  the  prospects 
into  a  single  agenda. 

Once  approved  by  senior  dealmakers, 
the  deals  must  pass  five  more  reviews. 
Helping  find  the  winners:  30  operations 
experts  and  62  accountants.  A  final  formal 
pitch  in  Bethesda  is  made  to  a  six-mem- 
ber investment  committee  that  includes 
Wilkus.  Says  he:  "We  see  more  deals,  and 
price  more  deals,  than  anyone  else"— and 
reject  more,  as  a  recent  Monday  meeting 
in  New  York  shows. 

"That's  a  pass,"  one  of  the  three  New 
York  group  leaders  says  as  soon  as  one 
pitch  begins.  A  fashion  company?  "Kill 
that."  Some  entertainment  assets?  "The 
dregs."  The  multiple  on  a  sporting  goods 
company?  "Out  of  our  league."  Within  25 
minutes  a  dozen  deals  are  trashed.  Of  136 
new  ones  considered  on  this  Monday, 
only  2  likely  will  get  funded. 

The  culling  process  kicks  into  high  gear 
after  the  meetings  break  up.  As  the  deal- 
makers  head  back  to  their  offices,  four 
American  Capital  accountants  descend  on  a 
California  company  that,  they  soon  discover, 
has  too  many  hidden  costs.  The  next  day, 
good  news:  Four  CPAs  in  Toronto  are  review- 
ing the  books  for  an  Internet  marketer  that 
looks  promising.  But  by  Friday  an  unimpres- 
sive review  for  a  Chinese  company  in  play 
for  five  months  has  killed  any  hope  of  an  in- 
vestment And  ACS  accountants  in  Michigan 
discover  a  finance  company  has  exaggerated 
its  health,  and  the  deal  is  all  but  dead 
"Every  employee  has  a  big  red  button 
i  that  they  can  hit  to  bring  a  deal  to  a  screech- 
ing halt,"  Wilkus  says.  "Were  a  zero-defect 
i  factory" 

Speed-to-deal  is  prized.  A  week  after 
1  being  invited  to  visit  the  San  Diego  head- 
i  quarters  of  WIS  International,  which  helps 
i  retailers  safeguard  their  inventory,  Ameri- 
|  can  Capital  already  had  flown  in  a  crew  of 
,  13,  including  two  accountants  and  a  for- 
i  mer  retailer  on  its  operations  team.  It  also 
had  sent  a  list  of  200  questions  to  WIS 

I  bankers  at  Goldman  Sachs. 

In  late  November  American  Capital 
!  made  a  bid  Rival  bids  relied  on  bank  financ- 
ing, potentially  delaying  their  closings  to  mid- 
i  February— smack-dab  in  the  middle  of  WIS' 
| ;  busy  season  On  Jan  18  American  Capital  pre- 

I I  vailed,  buying  81%  of  WIS  for  $41 1  million. 


Yet  for  all  the  good  things  this  former 
communard  has  to  say  about  the  inevitabil- 
ity of  private  equity  going  public,  he  has  made 
some  moves  recently  that  go  in  the  opposite 
direction.  He  now  raises  cash  from  limited 
partners  in  a  private  fund. 

In  October  the  firm  collected  $670 
million  in  private  funds,  selling  a  30% 
interest  in  its  equity  portfolio  to  three  big 
funds  of  funds.  The  three  buyers — 
Harbour  Vest  Partners,  Lexington  Partners 
and  Partners  Group— also  gave  American 
Capital  $330  million  for  a  30%  interest  in 
its  future  deals.  ACS  will  manage  a  fund  set 
up  by  the  three  clients  for  a  fee  of  2%  of 
assets  and  a  30%  cut  of  profits.  The  com- 
pany has  a  similar  fund  in  Europe.  Wilkus 
hopes  to  create  and  operate  eight  more 
funds  in  the  next  few  years. 

He  blames  this  about-face  on  a  lack  of 
respect  on  Wall  Street:  It  values  ACS  at 
only  seven  times  earnings,  half  the  multi- 
ple afforded  to  many  asset  managers.  The 
company  reflected  on  this  slight  in  a  pub- 
lic statement  in  February,  saying  it  "con- 
gratulates" rival  Fortress  Group  for  going 
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public  and  adding,  "We  hope  to  obtain  a 
valuation  comparable  to  our  asset  man- 
agement peers  . . ." 

ACS'  valuation  is  hurt  by  Wall  Street's 
wariness  of  private  equity's  volatile 
returns.  Firms  take  their  gains  in  fits  and 
spurts,  even  as  they  pay  ever  richer  prices 
for  assets,  despite  higher  interest  rates,  a 
slowing  economy  and  fleeting  recession 
fears.  Blackstone  Group  itself  might  find  a 
lukewarm  reception  among  the  masses 
unless  it  can  assure  investors  it  will  have 
steady  and  stable  growth  in  earnings. 

Wilkus  says  a  steady  stream  of  fees 
from  the  new  private  funds  he  is  erecting 
could  help  boost  ACS'  lowly  multiple  by 
letting  investors  better  predict  the  firm's 
earnings.  He  says  the  multiples  paid  in 
buyouts  are  high  but  not  outrageously  so, 
given  low  interest  rates. 

"The  private  partnerships  had  their 
heyday  [in  real  estate],"  says  Wilkus. 
"Then  the  public  REITs,  with  their  trans- 
parency and  efficiency,  wiped  them  out." 
Likewise  in  private  equity:  "The  publicly 
traded  firms  will  end  up  dominating."  F 
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Corporate  Moneyball 

Keep  an  eye  on  your  credit  report  and  vacation  time. 
If  you  have  a  bad  number,  you  could  get  zapped  from 
the  short  list  for  a  job  |  By  Ashlea  Ebeling 


LANDING  A  POSITION  AT  CAPITAL 
One  used  to  take  little  more  than 
a  good  resume  and  a  great  inter- 
view. Today  prospective  employ- 
ees might  have  an  easier  time 
getting  hired  by  NASA.  The  McLean,  Va. 
company,  well-known  for  using  statistics  to 
identify  prospects  for  its  credit  card  pitches, 
is  applying  that  approach  to  the  evaluation 
of  job  candidates.  Applicants  must  undergo 
prehiring  assessments  that  include  a  series 
of  online  tests.  Math  and  verbal  reasoning 
skills  are  examined,  as  are  work  habits  and 
leadership  skills.  Candidates  who  pass 
those  online  tests  are  then  interviewed  and 
some  are  asked  to  evaluate  a  brainteaser  of 
a  business  case,  such  as  planning  a  prof- 
itable prepaid  phone  card  promotion. 
Their  responses  are  crunched  into  a  score 
that  suggests  how  well  they  might  perform 
at  Capital  One.  "Staffing  was  a  guessing 
game  before,"  says  Matt  Schuyler,  Capital 
One's  personnel  director. 

Baseball  fans  do  it— reduce  the 
appraisal  of  professional  talent  to  dry  stats 
such  as  RBIs.  Why  can't  employers?  Capi- 
tal One  and  Google  are  the  companies 
evaluating  executives  and  job  applicants 
with  numbers.  "It's  all  about  looking 
behind  time-honored  assumptions  and 
ideas  for  what  makes  for  good  people  and 
testing  them  instead  of  going  on  your 
intuition  and  your  gut,"  says  Thomas 
Davenport,  coauthor  of  Competing  on 
Analytics:  The  New  Science  of  Winning 
(Harvard  Business  School  Press,  2007) 
and  professor  of  information  technology 
and  management  at  Babson  College. 

Any  tidbit  of  information  is  fair  game: 
Capital  One's  employee  database,  which  it 
started  beefing  up  in  2004,  includes 
employees'  SAT  scores,  college  grade- 
point  averages,  health  benefit  informa- 
tion and  whether  or  not  they  have  chil- 
dren at  home.  This  information  is  then 


used  by  managers  to  identify  the  best 
staffers  for  a  project  assignment,  to  find 
under-the-radar  universities  that  produce 
top-notch  employees  and  to  alert  workers 
with  children  at  home  when  there  is  a 
work/life  balance  seminar  that  might  be 
helpful  to  them. 

At  Google  employees  are  scored  on  25 
performance  metrics.  Among  them:  how 
many  other  people  an  employee  has 
recruited  to  the  company  and  how  often 
he  or  she  has  hosted  "tech  talks"  to  help 


other  employees  learn  from  their  experi- 
ence. Google  even  plots  out  where 
employees  live  and  what  time  they  come 
and  go  from  work — ostensibly  to  manage 
the  free  shuttle  service  to  its  Mountain 
View,  Calif,  campus.  "You're  always  better 
off  flying  with  instruments  than  flying 
blind,"  says  Laszlo  Bock,  who  goes  by  the 
title  of  vice  president  of  people  operations 
at  Google. 

Corning  learned  by  analyzing  em- 
ployee data  in  2003  that  an  engineer  in  the 
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liquid  crystal  display  glass  substrates  busi- 
ness could  yield  tens  of  millions  in  rev- 
enue a  year.  It  also  learned  that  there  were 
very  few  of  these  engineers,  many  were 
nearing  retirement  and  it  took  three  years 
to  train  replacements.  Corning  modeled 
the  jobs  in  terms  of  proficiency  of  the 
incumbents,  expected  turnover,  reassign- 
ment within  the  com- 
pany and  retirement, 
and  set  up  an  internal 
engineering  university 
to  crank  out  talent.  The 
LCD  division  accounts 
for  40%  of  Coming's 
sales  today. 

Tossing  more  per- 
sonal information  in 
the  mix  is  worrisome  to  some  prospective 
employees.  In  one  pending  case  at  the 
Equal  Employment  Opportunity  Com- 
mission Lisa  Bailey,  who  is  African -Amer- 
ican, is  suing  Harvard  University 
for  withdrawing  her  job  offer  as  a 
donations  data  entry  clerk  last 
year  because  of  information  on 
her  credit  report.  Piper  Hoffman, 
the  woman's  lawyer,  says  using 
credit  reports  to  evaluate  job  can- 
didates discriminates  against 
racial  minorities  who  are  more 
likely  to  have  poor  credit  histories 
than  whites.  Joseph  Wrinn,  a  Har- 
vard spokesman,  won't  discuss  the 
case  but  says  the  university  con- 
siders credit  history,  with  the  con- 
sent of  the  applicant,  for  some 
jobs,  particularly  those  involving 
access  to  financial  information. 

For  now  the  rewards  outweigh 
the  risks  for  companies.  Sprint 
Nextel  uses  employee  analytics  to 
keep  valued  employees  from  bolt- 
ing. Chad  Jones,  a  former  vice 
president  of  customer  manage- 
ment, found  in  2003  that  employ- 
ees were  most  likely  to  leave 
within  the  first  45  days  of  being 
hired.  Why?  After  talking  to  new 
hires  the  company  learned  they 
often  felt  adrift  because  their  com- 
puters weren't  set  up  quickly  and 
supervisors  weren't  giving  them 
enough  direction.  The  company 
started  taking  more  time  to  ease 


new  staffers  into  new  jobs,  and  turnover 
dropped.  The  data  also  showed  that  if 
employees  hadn't  signed  up  for  the  com- 
pany's 401(k)  plan  when  they  were  hired 
they  were  more  likely  than  other  employ- 
ees to  leave  within  the  year.  Managers 
jumped  on  that  and  started  spending 
more  time  with  those  employees  on 


Competency  and  fit  within 
an  organization's  culture  is  not 
something  that  shows  up  on  a 
resume  or  even  in  an  interview.' 


career  development,  salary  review  and 
explaining  the  company  match.  After 
that,  more  employees  stuck  around.  That 
saved  the  cost  of  bringing  in  a  replace- 
ment, roughly  60%  of  a  year's  pay.  "It's  a 
world  of  hurt  if  you  have  to  keep  replac- 
ing people,"  says  Jones. 

But  if  you  do,  Korn/Ferry  has  a  data- 


base with  profiles  of  1  million  job 
hunters.  It  includes  factors  gleaned  from 
online  questionnaires  designed  to  find 
out  quirks  and  skills  that  might  not  come 
to  light  in  interviews.  Audrey  Oswell, 
chief  operating  officer  of  the  Cosmopoli- 
tan Resort  &  Casino,  a  project  scheduled 
to  open  in  Las  Vegas  2009,  is  using 
Korn/Ferry  to  help  hire 
executives.  She  just 
picked  Stephen  Mur- 
phy as  the  resort's  chief 
information  officer  in 
large  part  because  the 
former  Hyatt  Gaming 
executive  was  flagged 
by  Korn/Ferry  s  system 
as  flexible,  creative  and 
a  fast  decision  maker — an  entrepreneur- 
ial kind  of  guy  who  should  work  well  in  a 
new  business. 

"Competency  and  fit  within  an  orga- 
nization's culture  is  not  something  that 
shows  up  on  a  resume  or  even  in  an 
says  Oswell.  "It  shows  up  in 


interview, 
the  test." 
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China's  Haier  got  so 
good  at  selling 
appliances  abroad  that 
it  underestimated  the 
threat  at  home. 
By  Russell  Flannery 

FIVE  YEARS  AGO  HAIER  GROUP 
Chairman  Zhang  Ruimin  was 
an  icon  of  Chinas  international 
business  ambitions.  Biographies 
highlighting  his  management 
approach  were  hot  sellers,  a  U.S.  advertis- 
ing campaign  for  minirefrigerators  was  a 
success,  and  white-goods  sales  were  soar- 
ing on  the  country's  home-building 
boom.  Yet  these  days,  even  in  the  book- 
stores in  the  airport  in  Qmgdao,  Haiers 


headquarters,  titles  about  him  are  scarce. 

Zhang's  global  push  has  been  over- 
shadowed of  late  by  what  he  calls  the 
"big  problem"  of  heavy  competition  at 
home.  He's  being  attacked  by  two  kinds 
of  companies:  Chinese  ones  like  Little 
Swan  are  catching  up,  at  the  same  time 
that  foreign  brands  like  Whirlpool  and 
Siemens  are  finding  better  access  to  the 
Chinese  home. 

China's  entry  into  the  World  Trade 
Organization  has  opened  the  door  to  for- 
eign brands  through  eased  manufactur- 
ing investment  rules  and  modernized 
retail  and  logistics  industries.  "It  used  to 
be  that  the  local  firms  were  generally 
stronger  in  pricing,  products  and  chan- 
nels, but  they  aren't  anymore,"  says  Sun 
Weimin,  president  of  Suning  Appliance, 
China's  number  two  appliance  retailer. 

After  failure  and  retreat  in  China  in 
the  1990s,  Whirlpool  is  back  with  Chi- 
nese-made washing  machines  and 
microwave  ovens  and  better  distribution. 
"Our  strength  is  that  we  make  products 
better,"  in  terms  of  size  and  low  energy 
use,  says  Ian  Lee,  the  company's  China 
president. 

Zhang  complains  he  can't  match  the 
heavy  marketing  that  foreigners  have 
been  putting  into  advertising  in  China 
of  late.  "It's  like  a  Normandy  invasion," 


he  says.  "They  run  a   Competition  is 
huge  number  of  ads,   through  the  roof: 
and  the  products  sud-   »ang  Ruimin. 

denly  appear.  We  don't  have  that  many 
resources."  Says  Wang  Guo-ping,  a  sales- 
person standing  in  front  of  a  row  of 
Haier  refrigerators  at  a  Suning  store  in 
Shanghai,  "Everything  pretty  much  is 
made  in  China,  but  some  customers 
would  rather  have  a  foreign  brand." 

So  Haier  has  taken  a  hit.  Its  share  of 
the  domestic  refrigerator  market  last 
year  was  25.6%,  down  from  29.1%  in 
2004,  according  to  company  figures. 
Siemens  has  risen  to  15.5%,  and  Whirl- 
pool has  4%. 

Financials  for  the  Haier  Group  bear 
this  out:  Sales  that  used  to  grow  by 
double  digits  expanded  by  only  4%  last 
year  (according  to  unaudited  figures), 
to  $13.4  billion.  Pretax  profit  climbed 
by  14%  but  still  came  in  at  only  $195 
million,  or  1.5%  of  sales.  Electrolux's 
pretax  margin  was  3.7%;  Whirlpool's 
was  3.4%. 

But  having  lifted  Haier  to  number 
five  among  the  world's  white-goods 
firms,  58-year-old  Zhang  hasn't  suddenly 
changed  from  lion  to  mouse.  Foreigners 
still  scoop  up  his  fridges  cheaply.  But  he's 
gotten  more  selective  about  just  who  and 
where.  While  two  Chinese  durable  goods 
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firms,  Lenovo  and  TCL,  have  lost  money 
abroad  after  acquiring  Western  brands 
(IBM  in  PCs  and  RCA  in  electronics, 
respectively),  Zhang's  newly  modest 
approach  emphasizes  profits. 

"Today,  if  orders  don't  make  money, 
we  don't  want  them,"  he  says.  And  how 
do  you  boost  your  profit  margin? 
Branding,  both  at  home  and  overseas. 
"If  you  have  a  brand,  you  can  make 
money.  If  you  don't  have  a  brand,  all  is 
nothing,"  Zhang  said  in  a  speech  earlier 
this  year.  "Global  brands  are  a  language 
that  consumers  can  understand." 

Haier  is  focused  on  getting  as  much 
of  a  lift  as  possible  from  the  2008  Sum- 
mer Olympics  as  one  of  43  companies 
that  are  partners  or  sponsors.  It  is  also 
an  NBA  sponsor,  in  keeping  with  basket- 
ball's growing  global  reach. 

In  January  it  finalized  a  joint  venture 
with  Sanyo  of  Japan,  allowing  it  to  sell 
refrigerators  under  that  financially 
strapped  company's  brand  in  Asia.  This 
will  boost  sales  to  Japan  and  add  to 
Haier's  standing  as  the  world's  number 
one  seller  of  the  appliance. 

Zhang  became  a  business  hero  after 
he  forged  dozens  of  moneylosing  state- 
owned  plants  in  the  1980s  and  1990s  into 
one  Haier  Group  that  is  collectively 
owned.  As  a  plant  manager  in  the  1980s 
he  famously  took  a  hammer  to  a  defective 
product.  The  black-and-white  photo  of 
that  dawn  of  consumer  sovereignty  hangs 
in  a  company  museum  in  Qingdao  that 
attracts  400,000  visitors  annually. 

Once  an  aspiring  writer,  Zhang  has 
penned  articles  over  two  decades  that 
were  published  as  a  book  in  2005.  A  1994 
article,  at  a  time  when  China's  economic 
reforms  were  still  gathering  steam,  is  a 
call  to  staff  to  set  vast  goals. 

For  all  of  his  current  caution,  Zhang's 
early  goals  have  been  met.  Haier  is  a  top- 
100  world  brand  on  at  least  one  list  and 
does  business  in  160  countries;  exports 
were  $1.8  billion  last  year,  up  from  $410 
million  in  2001.  Haier  has  delivered 
attractively  priced  products  in  both  rich 
and  emerging  markets. 

In  1999  Zhang  hired  a  former  U.S. 
appliance  salesman  who  turned  Haier 
into  a  college  dormitory  fixture  with 
minirefrigerators.  U.S.  sales  today, 


which  include  a  popular  wine  chiller,  are 
about  $400  million,  Zhang  says.  Com- 
bined exports  and  overseas  production 
account  for  a  third  of  revenues. 

Overseas,  Zhang  is  looking  to 
acquire  selectively.  "Often  Chinese  com- 
panies expanding  overseas  fail  and 
return  home  too  hastily,"  he  says.  "They 
should  set  up  a  foundation  and  then  go 
step  by  step."  To  that  end,  even  though 
he  has  eight  design  centers  globally,  he 
is  interested  in  buying  design  houses 
that  can  help  Haier  understand  local 
consumers.  "I  can't  rely  on  products 
designed  in  China  for  sales  in  the  U.S. " 
Zhang  says. 

Zhang's  reserved  stance  on  export- 
ing is  fresh  talk  in  China.  "A  lot  of  Chi- 
nese companies  talk  about  making  a  big 
advance  in  the  [international]  market, 
but  they  in  fact  aren't  ready,  because 
they  don't  have  the  R&D  to  support 
everything  they're  trying  to  do,"  says 
Sophia  Mao,  a  manager  at  Haitong-For- 
tis  Private  Equity  Fund  in  Shanghai, 
which  has  $125  million  of  investments 
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in  the  country.  "They  start  out,  realize 
that  they  can't  get  as  far  as  they  want, 
face  a  lot  of  extra  research  expenses  and 
then  get  tired  from  being  overextended." 
Haier's  approach  is  right,  she  says. 

In  a  bow  to  public  investors,  Zhang 
is  simplifying  Haier's  structure  by  put- 
ting unlisted  white-goods  companies 
into  two  listed  ones:  Qingdao  Haier  in 
Shanghai  (which  makes  refrigerators 
and  air  conditioners)  and  Haier  Elec- 
tronics in  Hong  Kong  (which  produces 
washing  machines).  Zhang's  grand  plan: 
fold  his  group's  approximately  40% 
Shanghai  stake  into  Haier  Electronics, 
where  it  already  holds  three-quarters, 
turning  the  Hong  Kong-listed  company 
into  a  white-goods  flagship  for  interna- 
tional investors. 

If  Zhang's  restructuring  and  market- 
ing pay  off,  he  will  get  a  crack  at  sur- 
passing Bosch-Siemens  and  GE  and 
turning  reconfigured  Haier  Electronics 
into  the  world's  number  three  maker  of 
big  appliances,  after  Whirlpool  and 
Electrolux.  F 
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Out  of  Pf  izeKs  Shadow 

Is  Eisai  a  Japanese  company?  It's  looking  very  American — and  that  may 
explain  its  success  |  By  Tim  Kelly  and  Deborah  Orr 


ARICEPT  IS  A  DRUG  FAMILIAR 
to  millions  of  Americans.  A 
third  of  the  4.5  million  peo- 
ple afflicted  with  Alzheimer's 
take  daily  doses  to  slow 
creeping  dementia.  Yet  few  outside  Japan 
have  heard  of  its  maker,  Eisai  (pronounced 
AY-sigh).  Even  at  home  it's  known  more  for 
energy  drinks  and  cold  remedies. 

That,  insists  Chief  Executive  Haruo 
Naito,  is  going  to  change.  Eisai,  he  says,  is 
ready  to  step  out  of  the  shadow  cast  by 
Western  pharmaceutical  giants,  as  well 
as  by  the  largest  Japanese  maker,  Takeda. 

A  decade  ago  when  Aricept  was  launched, 
Eisai  needed  the  marketing  muscle  of  Pfizer, 
the  world's  biggest  drugmaker  I  persuade 
gerontologists  and  psychiatrists  to  prescribe 
the  drug.  "From  a  marketing  viewpoint  it 
looks  like  Pfizer's  drug.  I  think  it's  okay. 


Pfizer  played  an  important  role  when  it  was 
launched,"  says  Naito  at  Eisai's  headquarters 
in  a  quiet  Tokyo  neighborhood.  "We  are  now 
fully  confident  that  we  can  do  things  on  our 
own  in  the  U.S." 

Another  big  Eisai  seller  in  the  lucrative 
U.S.  market  is  Aciphex,  used  to  treat  acid- 
reflux  disease  and  marketed  by  Johnson  & 
Johnson.  Worldwide  the  two  treatments 
accounted  for  54%  of  the  Japanese  com- 
pany's $5  billion  in  revenue  for  the  year 
ending  March  2006. 

The  triumph  of  those  two  blockbusters 
is,  in  turn,  mutating  Eisai.  Founded  by  Naito's 
grandfather  in  1941  and  managed  by  his 
father  until  Naito,  59,  took  over  two  decades 
ago,  the  drugmaker  is  looking  a  lot  less 
Japanese.  In  the  business  year  started  Apr. 
1,  predicts  Naito,  the  U.S.  will  overtake  Japan 
to  become  Eisai's  biggest  market,  account- 


ing for  two-fifths  of  Just  what  the  doctor 
overall  sales,  com-   ordered:  Haruo  Naita 

pared  with  a  tenth  ten  years  ago. 

The  U.S.  is  a  vital  part  of  a  five-year  busi- 
ness plan,  dubbed  the  "dramatic  leap,"  by 
which  Naito  has  promised  Eisai's  sharehold- 
ers he  will  double  net  profit  to  $1  billion. 

Two  distinct  events  may  explain  the 
unusual  US.  outreach  in  a  Japanese  sector 
known  for  doing  most  of  its  business  at  home. 

Naito  received  an  M.B.A.  from  the 
Kellogg  School  at  Northwestern  in  1974, 
a  precocious  jaunt  abroad  for  a  Japanese. 
He  wanted  a  strong  marketing  education 
and  couldn't  get  that  domestically.  (Naito 
has  kept  attached  to  Kellogg,  heading  its 
Japanese  alumni  group  for  a  dozen  years 
until  lately.) 

Then  20  years  ago  Naito  was  thinking  of 
opening  a  lab  in  Europe  when  he  was  con- 


106      FORBES      APRIL  23, 


Your  potential.  Our  passion.  ' 

Microsoft 


windowsmobile.com 


'?    Wednesday,  March  07, 2007 

&  Text  Messages:  2  Unread 
Outlook  E-Mail:  17  Unread 
Hotmail:  11  Unread 

Q    11  Active  Tasks 

Ip   3:00  PM  Final  Briefing  (Rm.  103) 


Windows  Mobile.'  The  only  way  to  get  mobile  versions  of  Microsoft  Office  software. 

Manage  Outlook  e-mail,  edit  Excel  spreadsheets,  and  modify  Word  documents.  Now  when, 
where,  and  how  you  work  is  entirely  up  to  you.  Learn  more  at  windowsmobile.com 


ff  Windows 


Mobile 


1 2007  Microsoft  Corporation  All  rights  reserved.  Connected  devices,  conne 
ware,  or  redirector  software).  Service  plans  are  required  for  Internet,  Wi-Fi,  ani 
provider,  and/or  corporate  IT  department  for  details.  Available  programs  (sue 


narately  purchased  equipment  and/or  other  wireless  pioducts  (e.g.,  Wi-f  i  card,  network  software,  server  hard- 
rchased  separately  Features  and  performance  may  vary  by  service  provider  See  device  manufacturer,  service 
obile,  and  Outlook  Mobile),  features,  and  functionality  vary  by  device  and  Windows  Mobile  operating  system. 


Pharmaceuticals 


tacted  by  a  Harvard  chemist  with  a  penchant 
for  studying  toxic  sea  life.  Professor  Yoshito 
Kishi,  an  occasional  consultant  to  Eisai,  was 
busy  synthesizing  the  pah/toxin  found  in  a  soft 
sea  sponge,  having  already  reproduced  the 
poison  of  the  fugu  blowfish,  a  sushi  delicacy 
that  can  be  deadly  if  not  sliced  properly. 

Naito  was  impressed  "The  toxin  is  very 
complex,"  he  says.  "Professor  Kishi  explained 
that  making  all  the  pieces  fit  was  like  play- 
ing a  game  of  chess  for  a  week  straight  with- 
out sleep."  On  the  spot  Naito  changed  his 
mind  about  where  to  put  a  lab;  the  profes- 
sor was  on  a  plane  to  Tokyo  within  24  hours 
to  work  out  the  details  of  a  new  lab  in 
Boston,  even  though  Eisai  had  yet  to  earn 
a  penny  in  U.S.  sales.  The  pair's  meeting  in 
Tokyo  that  summer  of  1986  set  in  course 
a  train  of  events  that  would  lead  to  an  Eisai 
research  campus  in  Andover,  just  outside 
of  Boston,  the  first  of  four  research  and  pro- 
duction sites  in  the  U.S. 

Kishi's  research  was  in  tune  with 
Eisai's  own  approach  to  drug  assay.  Most 
drug  companies  start  with  a  disease  and 
then  look  for  a  cure.  Eisai  works  in  the 
opposite  direction.  Its  scientists  isolate 
chemical  compounds  and  then  look  for  a 
disease  in  need  of  a  treatment.  Kishi's 
research  in  poisonous  sea  sponges,  for 
example,  produced  a  toxin  that  can  kill 
cancer  cells.  After  a  little  help  from  a 
National  Institutes  of  Health  grant,  Eisai 
has  the  compound  in  Phase  III  trials  as  a 
last-hope  treatment  for  breast  cancer.  Eisai 
plans  to  test  the  drug  on  lung  and  prostate 
cancer,  as  well. 

The  search  for  miracle  poisons  and 
other  exotic  compounds  goes  on.  Since 
2003  Eisai  research  scientists  have  been 
grubbing  around  in  the  rain  forests  of 


Madagascar  for  compounds  to  synthesize 
and  turn  into  moneymaking  drugs. 

Much  of  Eisai's  furious  investment 
abroad  is  built  on  the  back  of  Aricept,  a 
blockbuster  that  surprised  many  experts  in 
medical  research.  Its  commercial  success 
owes  perhaps  more  to  the  intractability  of 
dementia  than  to  the  drug's  effectiveness. 
There  was  only  one  other  Alzheimer's 
drug  on  the  market  when  Aricept  was 
launched  in  1997. 

"No  one  thought  these  drugs  would  sell 
much,"  says  Lon  S.  Schneider,  director  of  the 
USC  Alzheimer's  Disease  Research  Center  of 
California  "They  were  supposed  to  be  interim 
drugs,  something  people  could  use  until  the 
real  cure  for  Alzheimer's  was  found." 

Eisai's  break  in  the  U.S.  has  come  at  a 
time  when  Japan  is  becoming  a  tough 
market.  Tokyo's  mandarins  are  squeezing 
drug  prices  in  an  effort  to  rein  in  spiraling 
health  costs  for  the  industrialized  world's 
fastest-aging  population.  Naito  suggests  a 
more  radical  departure  by  Eisai  from  its 
Japanese  roots.  "I  may,"  he  muses,  "be  the 
last  Japanese  CEO.  Who  knows." 

From  only  200  U.S.  employees  when  it 
launched  Aricept,  Eisai  now  employs 
2,000  people  in  America,  a  fifth  of  its 
global  workforce.  In  addition  to  research 
and  production,  head-office  functions 
have  moved  stateside. 

Eisais  U.S.  unit  has  its  own  financial  and 
scientific  hierarchy,  American-dominated. 
Most  of  the  new  chemist  hires  at  Andover 
are  not  from  Japan  or  even  the  U.S.;  they  are 
from  China,  says  Michael  Lewis,  who  stud- 
ied under  Professor  Kishi  and  and  now  heads 
Eisai  Research  Institute  in  Massachusetts. 

While  Big  Pharma  in  the  U.S.  is  mov- 
ing to  curb  its  marketing  a  bit,  Eisai  plans 


All  major  pharmaceutical  companies  want  to  push  more  pills  in  America,  but  no 
other  Japanese  drugmaker  has  as  much  at  stake  in  the  U.S.  market  as  Eisai. 

TOTAL  REVENUES 
(SBIL) 

NO.  OF  SALES  REPS 
IN  THE  U.S. 

PERCENTAGE  OF 
SALES  FROM  THE  U.S. 

Takeda 

$10.3 

4,500' 

18% 

Daiichi  Sankyo 

7.9 

900 

13 

Astellas 

7.5 

650 

22 

Eisai 

5.1 

800 

42 

1  'Some  of  these  representatives  are  shared  with  U.S.  partner  Abbott  Laboratories.  1 
|  Sources:  Company  annua'  reports,  Deutsche  Bank  Securities;  FactSet  Research  Systems.  \ 

to  double  its  U.S.  sales  team  to  1,500  peo- 
ple. It  won't  be  short  of  applicants.  Eisai's 
marketing  partner,  Pfizer,  is  laying  off 
10,000  people. 

Like  his  top  boss,  Lewis  is  eager  for 
Eisai  to  step  out  from  Pfizer's  shadow.  "It's 
frustrating  for  us  when  Pfizer  takes  credit 
for  our  drugs,"  he  says.  The  Boston  lab 
started  out  sharing  quarters  with  a  defense 
company  making  ceramic  nose  cones  for 
guided  missiles.  The  neighbors  used  so 
much  power  the  lights  would  dim  every 
time  they  plugged  in. 

These  days  Eisai  pampers  its  U.S. 
chemists.  The  latest  glass  building  wraps 
around  a  sort  of  Walden  Pond,  with  views 
of  the  woods  from  three  sides.  Laboratories 
are  set  up  like  fishbowls.  The  walls  outside 
of  every  lab  are  lined  with  white  glass  and 
stocked  with  markers,  in  case  researchers 
need  to  scribble  a  molecular  model. 

It  isn't  just  research  that  Eisai  is  doing 
here.  The  company  churns  out  5  million 
pills  a  day  in  the  U.S.  In  February  con- 
struction began  on  a  $90  million  factory 
to  produce  cancer  drugs  at  the  company's 
133-acre  campus  at  Research  Triangle, 
N.C.  In  Woodcliff  Lakes,  N.J.  construction 
crews  just  finished  the  company's  new 
North  American  headquarters,  which 
oversees  all  clinical  testing  and  global 
marketing.  When  it  comes  to  selling 
drugs,  "the  U.S.  has  the  most  marketing 
expertise,"  explains  Hajime  Shimizu,  head 
of  Eisai's  American  operation. 

To  further  its  push  into  cancer  treat- 
ments Eisai  last  year  bought  four  medicines 
and  hired  50  people  in  sales  from  San 
Diego's  Ligand  Pharmaceuticals.  In  a  $325 
million  deal  last  month,  Eisai  acquired 
Morphotek,  an  Exton,  Pa.  biotech  with  two 
cancer  drugs  in  early  trials.  Future  acquisi- 
tions could  be  in  neurology  products. 
Naito  says  he's  also  interested  in  cancer 
vaccines.  He  needs  another  blockbuster,  as 
the  U.S.  patent  for  Aricept  expires  in  2010; 
that  of  Aciphex,  a  $  1 .4-billion-a-year  drug, 
in  2013. 

Success  here  could  be  a  mixed  bless- 
ing. The  company  is  already  a  plausible 
takeover  target,  with  analysts  forecasting 
that  earnings  will  grow  at  more  than  twice 
the  rate  of  Pfizer's  in  the  next  few  years. 
Another  hit  might  be  tempting  to  a  sluggish 
giant  somewhere.  F 
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Changing  Clothes 


Reading  the  fashion  whims  of  22-year-olds  is  no  easy  task.  And  URBAN 
OUTFITTERS  (26,  URBN)  has  for  years  been  the  one  with  that  gift.  Urbans 
sixth  sense  about  hip  clothing  is  enhanced  by  its  touch  for  selecting 
kitschy-chic  accoutrements,  everything  from  ornamental  piggy  banks 
to  gaudy  patchwork  chairs.  Its  Anthropologic  chain  offers  higher- 
end  apparel  for  women  ages  30  to  45,  and  its  Free  People  wholesaler  peddles 
togs  to  boutiques. 

But  the  company,  which  tripled  sales  over  the  past  five  years,  is  far  from  infallible. 


Bad  fashion  calls  early  last  year  led  to  a  5%  decline  in  same-store 
sales  in  the  fiscal  fourth  quarter  (ended  Jan.  31).  For  the  full  year, 
earnings  tumbled  11%  to  $116  million.  Quick  to  adjust,  the  com- 
pany refreshed  inventory  and  began  an  earnings  recovery  later  in 
the  year.  The  stock,  which  sank  from  $29  last  January  to  $14  in 
August,  has  climbed  out  of  its  hole. 

Elizabeth  Pierce,  an  analyst  at  Roth  Capital  Partners,  is  con- 
vinced that  Urban  will  continue  its  winning  ways.  The  company's 
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14%  profit  margin  before  interest  and  taxes  handily  beats  the  Ebit  margins  of  Gap 
(8%)  and  J.  Crew  (10%).  After  working  through  last  year's  troubles,  Urban  is  poised 
to  push  margins  into  the  20%  range,  she  says.  Pierce  also  likes  Urbans  ambitious 
expansion  plans.  In  the  current  fiscal  year  the  company  aims  to  add  40  to  its  roster 
of  200  stores. 

The  shares  trade  at  37  times  trailing  earnings.  We  think  Urban  stock  is  worth  it. 

—Zack  O'Malley  Greenburg 


Flooring  It 

Transportation  stocks  get  run  off  the  road 
first  in  uneasy  markets.  Witness  the  20% 
skid  from  last  summer's  high  for  CON-WAY 
(50,  CNW),  the  nation's  third-largest  less- 
than-truckload  carrier,  meaning  that  it 
consolidates  small  shipments. 

The  company  shares 
blame  for  the  slump  be- 
cause of  its  ill-conceived 
price  hike  last  year,  as 
higher  fuel  costs  kicked 
in.  But  Stifel  Nicolaus 
analyst  David  Ross  thinks 
Con-way  can  recover.  It 
has  significantly  streamlined  operations, 
selling  off  a  troubled  freight-forwarding 
operation  and  focusing  on  speeding  up 
freight  processing. 

Financial  results  should  improve  as  a 
result.  For  2006  revenue  inched  up  2.6% 
to  $4.2  billion  while  net  income  fell  3%  to 
$215  million,  excluding  gains  from  one- 
time events.  Trading  at  ten  times  trailing 
earnings,  the  company  is  cheaper  than  its 
peers.  — David  Armstrong 

White  Knight  Not 

Ailing  electronics  retailer  RadioShack  im- 
ported turnaround  artist 
Julian  Day  last  July.  The 
savior  of  problem  com- 
panies like  Safeway,  Sears 
and  Kmart,  Day  has  con- 
tinued a  cost-cutting  reg- 
imen at  RADIOSHACK  (27, 
RSH).  Wall  Street  is  cheer- 
ing. The  stock  has  doubled  since  his  arrival. 

But  Jefferies  &  Co.  analyst  Timothy 
Allen  says  Day's  efforts  won't  be  enough  to 
stave  off  competition  from  big-layout  elec- 
tronics retailers  like  Best  Buy.  RadioShack's 
wireless  business,  which  accounts  for  a 
third  of  sales,  is  also  under  fire  as  the  cellu- 
lar providers  continue  to  take  control  of 
their  own  distribution.  In  2006  the  chain's 
sales  fell  6%  to  $4.8  billion  and  same-store 
sales  dropped  5.6%.  Net  income  dropped 
73%  to  $73.4  million.  The  stock  has  a  50 
price/earnings  multiple,  versus  23  for 
competitors.  Short  it. 

— Megan  Johnston 


110      FORBES      APRIL  2_ 


The  Contrarian 


David  Dreman 


BAD  TIMES  AHEAD? 


WAS  IT  ONLY  TWO  MONTHS  AGO  THAT  MARKET 
conditions  couldn't  have  looked  better?  The 
Dow  Jones  industrial  average  ran  to  new  peak 
after  new  peak,  accompanied  by  five-year 
highs  for  the  S&P  500  and  the  Nasdaq.  Then 
whammo,  all  three  indexes  were  staggered  following  the  Shanghai 
exchanges  9%  plunge  in  late  February.  Huge  selloffs  rocked  Asian 
and  European  markets,  as  well. 

Many  gurus  have  called  this  simply  a  blip,  an  overdue  correc- 
tion in  a  market  destined  to  move  strongly  higher.  And  indeed, 
starting  in  March  stocks  regained  some  of  their  lost  ground.  So 
should  you  be  nervous  or  not? 

At  first  blush  there's  a  real  cause  for  concern.  The  nasty  hit 
the  subprime  market  took  in  March  has  continued,  and  the  dam- 
age is  frightening.  Several  subprime  lenders,  such  as  New 
Century,  NovaStar  and  Accredited  Home  Lenders,  are  down  80% 
or  more  from  their  highs.  Their  loose  underwriting  standards 
suggest  that  more  rot  exists  at  these  lenders  than  we  know  about. 
Investment  and  commercial  banks  have  shut  many  of  the  sub- 
prime  lenders  off  from  fresh  capital,  which  makes  their  survival 
questionable. 

The  ripple  effect  from  the  subprime  lenders  has  spread  to 
their  biggest  Wall  Street  enablers.  The  stock  of  Morgan  Stanley, 
Bear  Stearns  and  Lehman  Brothers  suffered  worse  than  the  rest 
of  the  market,  on  fears  that  the  firms'  ill-fated  dealings  with  the 
subprime  crowd  will  spawn  bloody  writeoffs.  Just  as  bad,  Mor- 
gan, Lehman  and  Bear's  own  subprime  lending  units  could  be 
ripe  for  writeoffs  on  defaulted  loans  to  weak-credit  home  buyers. 

That  said,  the  subprime  fallout  should  be  reasonably  con- 
tained. Unjustifiably,  subprime  fears  have  weakened  share 
prices  at  Freddie  Mac  and  Fannie  Mae.  Freddie  and  Fannie, 
which  also  have  trafficked  in  subprime  loans,  nevertheless 
screened  out  a  lot  of  the  really  risky  mortgages,  so  the  two 
giants  should  encounter  little  pain.  Given  their  enormous 
available  capital,  Freddie  and  Fannie  could  be  big  beneficiar- 
ies of  the  current  panic,  as  other  lenders  pull 
back.  The  same  is  true  for  i;  of  the  nations 
large  commercial  bank^  where  subprime 


loans  are  a  mere  fraction  of  their  loan  portfolios. 

Three  other  obstacles  face  the  market.  There  are  fears  that  1 ) 
the  slowing  economy  will  sink  into  a  recession,  2)  corporate 
earnings  growth  will  slow  and  3)  the  Federal  Reserve  won't  cut 
rates  anytime  soon,  because  inflation  shows  signs  of  picking  up. 

At  this  point,  however,  I  think  these  fears  are  unfounded. 
While  it  is  true  that  earnings  growth  could  flatten  through  the 
rest  of  the  year,  the  economy  is  still  working  at  a  very  high  rate 
of  capacity  (82%),  with  unemployment  near  its  lowest  level  in  a 
half-decade.  The  economy  doesn't  need  further  Fed  stimula- 
tion now.  Although  pockets  of  speculation  do  exist  in  private 

equity  and  hedge  funds,  not  to 
mention  subprime  mortgage 
lending,  they  are  small  relative 
to  the  enormous  speculation 
in  the  late  1990s. 

Yes,  2007  should  be  a  much 
more  volatile  year  than  we  have 
seen  for  some  time,  but  it 
should  also  provide  some 
excellent  opportunities  if  qual- 
ity companies  are  sold  at  bar- 
gain basement  prices.  Stocks 
already  are  relatively  cheap. 
The  price/earnings  multiples  of 
the  most-watched  indexes, 
namely  the  S&P  and  the  Dow, 
are  near  the  lower  ends  of  their 
ranges  for  the  past  ten  years.  So 
wince  and  bear  it.  This  is  the 
type  of  market  where  big  bucks  can  be  made.  Here  are  three 
stocks  to  look  at  today: 

Bank  of  America  (51,  BAC),  the  nation's  second-largest  bank, 
has  suffered  along  with  the  banking  stocks.  BofA  is  down  7% 
from  its  12-month  high.  This  is  despite  its  largely  exiting  the  sub- 
prime  realm  in  2001.  The  company's  earnings  should  show  a 
growth  rate  of  5%  to  6%  this  year.  BofA  trades  at  1 1  times  trailing 
earnings  and  yields  a  healthy  4.4%. 

Wachovia  (55,  WB),  an  almost  nationwide  bank  with  assets 
of  $700  billion  (to  BofAs  $1.5  trillion),  has  fallen  8%  from  its 
12-month  high.  That  weakness  is  partially  due  to  its  acquisi- 
tion of  Golden  West  Financial,  which  was  a  large  adjustable- 
rate  mortgage  lender.  However,  Golden  West  has  had  an 
impressive  record  managing  these  mortgages  in  the  past  and  is 
unlikely  to  be  harmed  this  time  around.  Wachovia  trades  at  a 
P/E  of  12  and  yields  4%.  " 

Nothing  but  clear  skies  are  ahead  for  Verasun  Energy  (19,  VSE), 
a  sizable  producer  of  ethanol,  with  a  50%  production  increase 
expected  in  the  next  couple  of  months.  The  company  also  has 
locked  in  a  portion  of  its  corn  needs  at  low  prices.  Verasun  trades 
at  a  P/E  of  17,  in  line  with  the  broad  market's  multiple.  F 


The  market  will 
be  volatile  for  a 
while.  But  the 
subprime  mess 
won't  prompt  a 
recession.  So 
good  bargains 
are  to  be  had. 
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David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J. 
His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
Visit  his  home  page  at  www.forbes.com/dreman. 


112      FORBES      APRIL  2 


t  .save  _ 
this  man? 


Home  runs  can  change  everything 
in  a  baseball  game.  But  save  a  life? 
Every  cent  you  pledge  during  this 
year's  Home  Run  Challenge  goes 
directly  toward  finding  a  cure 
for  prostate  cancer.  Pledge  as 
little  as  a  quarter  for  every  home 
run  hit  in  select  MLB®  home 
games  from  June  6th  to  Fathers 
Day.  Please  help  us  turn  the 
statistics  back  into  human  beings. 
www.prostatecancerfoundation.org 
Pledge  now  at  800. 79 8. CURE 
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James  Grant 


REIT  BUBBLE 


AT  THE  MARCH  2000  STOCK  MARKET  PEAK  THE 
S&P  500  traded  at  33  times  earnings  and  could  do 
no  wrong.  The  Bloomberg  Real  Estate  Investment 
Trust  Index,  on  the  other  hand,  traded  at  a  multiple 
that  was  40%  of  the  S&P  s  and  could  do  no  right. 
Reading  between  the  lines  of  these  wildly  disparate  valuations, 
one  could  almost  imagine  a  future  without  buildings. 

But  a  funny  thing  happened  on  the  way  to  tomorrowland. 
REITs  got  hot,  but  the  S&P  didn't.  By  so  vast  a  margin  did  the 
REITs  subsequently  excel  that  the  blue  chips  would  have  to 
quadruple  tomorrow  simply  to  close  the  gap.  Can  we  agree  that 
Mr.  Market  might  have  miscalculated  seven  years  ago?  Are  we 
prepared  to  imagine  that  he  could  be  in  error  again? 

Income-producing  property  can  be  a  superb  investment.  So, 
too,  can  REITs,  which  pay  out  90%  of  the  income  they  earn  from 
the  assets  in  which  they  invest,  buildings  or  mortgages  or  both 
(the  focus  here  is  on  buildings). 

Think  of  a  bond  with  an  upside.  After  all,  rentals,  unlike  a 
fixed  coupon,  can  be  negotiated  and  renegotiated.  You,  the  next 
Samuel  Zell,  could  buy  an  undermanaged  building,  fix  it  up, 
boost  its  occupancy  and  raise  its  rent  roll.  In  this  way  you  could 
enjoy  the  best  of  all  investment  worlds,  an  appreciating  asset  with 
a  strong  and  predictable  cash  flow 

But  we  reckon  without  the  people,  or  the  valuations.  The 
tenants  track  mud  on  the  carpets  and  scuff  the  woodwork.  They 
stuff  paper  towels  down  the  toilets  and  demand  more  heat  or 
air-conditioning,  according  to  the  season.  Some  of  the  tenants 
go  broke.  They  are  an  ordeal. 

It  almost  goes  without  saying  that  no  investment  asset  is 
either  inherendy  good  or  inherentiy  bad.  Valuation  is  the  all  in 
all.  At  the  low  March  2000  valuations  REIT  investors  had  that 
sleep-enhancing  cushion  known  as  a  margin  of  safety.  At  the 
much,  much  higher  prices  now  prevailing,  they  have  no  such 
protection,  only  the  smug  knowledge  of  past  returns. 

"Markets  make  opinions,"  the  sages  taught.  They  were  as 
right  as  rain.  Just  by  going  up,  real  estate  has  made  believers  of 
the  former  skeptics  on  America's  investment-policy  commit- 
tees. In  the  midst  of  the  Internet  frenzy,  declared  the  real  estate 


bears,  people  will  work  from  their  homes  in  their  pajamas.  They 
will  shop  from  home,  too.  Because  office  buildings,  bank 
branches  and  shopping  malls  had  been  rendered  technologically 
obsolete,  any  price  was  too  high  to  pay  for  them,  or  for  the  REITs 
that  owned  and  managed  them. 

What  a  difference  seven  years  make.  Now,  ostensibly,  no 
price  is  too  high,  because  rents  will  go  up  forever  and  private 
equity  investors  will  buy  up  any  REIT  not  nailed  down.  Never 
mind  that  the  Bloomberg  REIT  index  yields  a  mere  4%,  a 
discount  of  0.6  percentage  points  to  the  ten-year  Treasury 
note — and  a  most  expressive  contrast  to  the  REIT's  8.1%  yield 
in  March  2000,  which  at  the  time  was  a  two-point  premium  to 
the  ten-year  note. 

Yes,  the  bulls  say,  but  only  consider  the  glory  of  Blackstone's 
recent  $39  billion  purchase  of  Zell's  Equity  Office  Properties 
Trust.  Within  two  weeks  of  the  February  closing  Blackstone  had 

deftly  unloaded  $22  billion  of 
the  Equity  Office  portfolio  to 
clamoring  bulls,  turning  a  $2 
billion  instant  profit  and  prov- 
ing beyond  any  possible  doubt 
that  there's  lots  more  upside  left 
for  everyone. 

But  hold  on:  As  the  return 
on  buildings  pushes  lower,  the 
cost  of  financing  them  edges 
higher.  Starry-eyed  buyers  think 
nothing  these  days  of  setding  for 
4%  yields,  or  cap  rates.  And  at 
the  same  time  they  are  borrow- 
ing at  6%  or  more.  In  2006  Equity  Office  itself  paid  a  blended 
average  of  6.5%  on  its  (mosdy)  unsecured  debt.  Not  to  worry,  the 
bulls  insist.  Real  estate  isn't  about  the  cash  flow.  It's  about  the  price 
appreciation.  An  earlier  generation  of  bulls  once  said  the  same 
thing  about  tech  stocks. 

But  I  do  concur  that  Blackstone-Equity  Office  is  a  bellwether 
of  sorts.  McGuire  Properties  is  one  buyer  of  those  hived-off 
Blackstone  assets.  It  paid  $3  billion  for  24  office  buildings  in 
southern  California,  one  of  the  county's  preeminent  markets. 
"But,"  as  the  Wall  Street  Journal  reported  last  month,  "it  turns  out 
that  10%  of  the  tenants  in  the  EOP  Orange  County  properties  are 
subprime  mortgage  lenders. . . ." 

A  great  business  is  real  estate— except  for  the  tenants  and, 
these  days,  the  valuations.  How  to  profit  from  that? 

Ultrashort  Real  Estate  ProShares  (78,  SRS)  is  an  exchange- 
traded  fund  that  seeks  to  deliver  twice  the  inverse  return  of  the 
Dow  Jones  U.S.  Real  Estate  Index.  So  if  the  index  were  up  or 
down  by  10%,  Ultrashort  would  be  up  or  down  by  approximately 
20%.  The  source  of  this  extra  performance  oomph  is  the  use  of 
futures,  options,  forwards,  etc.  These  are  techniques  it  is  usually 
better  not  to  try  to  implement  at  home.  F 


Realty  trusts 
have  done 
well— too  well 
for  their  own 
good.  Yields 
are  so-so.  Best 
course  now  is 
to  short  them. 
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TIME  TO  REDEPLOY 


OVER  A  LONG  ENOUGH  PERIOD  STOCKS  ALWAYS 
beat  bonds.  At  least  that  has  been  true  in  the  U.S. 
for  the  past  two  centuries  or  so.  Bonds  and  pre- 
ferreds,  unless  they  are  drastically  downgraded, 
hover  around  their  par  value;  they  don't  double  or 
triple  like  the  Googles  of  this  world.  So  why  do  I  recommend  that 
you  include  fixed-income  holdings  in  your  portfolio?  Three  rea- 
sons. One  has  to  do  with  the  psychology  of  investing,  another 
with  a  matter  of  timing  and  the  last  with  the  tactical  gain  that  can 
be  derived  from  rebalancing. 

There's  a  psychological  benefit  to  diversifying  across  stocks 
and  bonds.  Bonds  are  ballast  against  bear  markets  in  equities. 
When  those  bear  markets  come,  you  don't  want  to  be  panicked 
into  selling.  Having  a  portion  of  your  portfolio  in  a  class  of 
investment  that  holds  up  (or  at  least  is  not  damaged  as  badly)  will 
give  you  the  stamina  to  hang  in  there. 

The  second  benefit  is  closely  related.  You  may  need  to  raise 
cash  at  an  inopportune  time.  If  all  you  own  is  stocks  and  you're  in 
a  bear  market,  you  are  forced  to  sell  at  the  bottom.  With  some 
money  in  fixed  income,  you  can  get  cash  without  disturbing  your 
chance  to  recover  in  the  stock  market. 

The  third  advantage  to  a  balanced  portfolio  is  the  opportu- 
nity to  rebalance.  Let's  say  your  target  mix  is  60%  stocks,  40% 
bonds,  preferreds  and  cash.  After  a  bull  market  in  stocks,  the 
equities  portion  of  your  portfolio  is  overweighted.  To  bring  the 
portfolio  back  into  balance  you  have  to  sell  stocks  and  buy  fixed  - 
income  assets.  The  same  process  works  in  reverse:  After  a  bear 
market  in  stocks  you  are  impelled  to  buy  more  of  them.  This 
constant  push  and  pull  on  your  portfolio  has  the  nice  effect  of 
causing  you  to  buy  low  and  sell  high. 

Keep  all  this  in  mind  when  you  hear  pronouncements  about 
where  the  market  is  going.  Pundits  tell  us,  with  a  straight  face:  1) 
the  February  downdraft  was  a  "correction,"  and  2)  the  market  will 
finish  the  year  above  current  levels.  So  . . .  what  then  was  there  to 
"correct"?  Rather  than  becoming  a  victim  of  this  periodic  game, 
you  can  benefit  from  it  by  rebalancing. 

If  a  market  "correction"  brings  your  stock 
values  down  to  where  your  60-40  portfolio  is 
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50-50,  redeploy  capital  from  fixed  income  to  stocks.  If  you  are 
doing  that  right  now,  first  try  to  reduce  any  holdings  of  high- 
yield  bonds,  especially  those  rated  single  B  and  CCC. 

Once  the  market  recovery  is  in  full  swing  and  your  portfolio 
starts  to  take  on  a  70-30  breakdown,  sell  off  some  of  the  appreci- 
ated stocks  and  return  to  your  normal  mix.  Unless  you're  doing 
this  within  a  tax-deferred  account,  you  need  to  figure  capital 
gains  taxes  into  the  equation.  The  fixed-income  securities  to  buy 
are  in  my  model  portfolio  (go  to  forbes.com/lehmann). 

When  it's  time  to  add  to  the  stock  portion,  good  vehicles  for 
implementing  this  strategy  are  a  series  of  exchange-traded  funds, 
or  ETFs,  that  aim  for  a  rate  of  return  twice 
that  of  the  popular  indexes  to  which  they 
are  tied.  They  do  this  through  playing 
with  derivatives,  and  thus  far  in  their 
short  (six-month)  existence  have  man- 
aged to  deliver.  If  everything 
goes  right,  your  recovery  is 
faster  still.  The  risk  is  that,  if 
things  go  wrong,  you  are  in  the 
hole  even  more. 

If  your  portfolio  is  more 
closely  tied  to  the  S&P  500,  the 
Ultra  S&P  500  ProShares  (87, 
SSO)  would  be  your  vehicle  of 
choice.  If  you're  more  of  a  blue- 
chip  investor,  buy  the  Ultra 
Dow  30  ProShares  (82,  ddm) 
But  if  you're  heavily  into  tech 
stocks,  look  at  the  Ultra  QQQ 
ProShares  (83,  QLD),  which  follows  Nasdaq's  100  largest  stocks. 

If  you  need  to  lighten  your  stock  exposure,  without  tax 
effects,  use  another  ProShares  product,  the  Ultra  Short  ETFs  for 
each  of  these  indexes.  Note  also,  these  ultra  shares  also  exist  for 
specific  industries  and  commodities  as  well  as  for  small-  and 
midcap  stocks.  This  gives  you  the  ability  to  hedge  or  reinforce 
specific  portfolio  exposures  you  have  rather  than  the  broad  mar- 
ket. ("Short"  here  refers  not  to  duration  but  to  short-selling.) 

On  another  front,  adverse  news  arrived  regarding  Canadian 
energy  trusts  (see  my  Oct.  30,  2006  column).  These  trusts  took  a 
hit  in  November,  when  the  Canadians  announced  plans  to  begin 
taxing  them  at  the  corporate  rate  after  2010  (now  they  are  treated 
like  REITs).  Not  to  be  outdone,  our  Congress  is  eyeing  legislation 
that  may  tax  the  dividends  as  ordinary  income  rather  than  as 
dividends.  One  mitigating  factor  is  that  Canada  might  eliminate 
its  15%  withholding  tax  currendy  being  assessed  on  U.S.  investors. 

The  net  effect  of  all  this  is  to  make  these  trusts  more  attrac- 
tive for  tax-sheltered  accounts  and  less  so  for  taxable  ones. 
Considering  the  tentative  but  negative  nature  of  these  events,  I 
advise  cutting  your  positions  in  these  trusts  in  half  until  the  out- 
look is  more  certain.  F 

Richard  Lehmann  is  editor  of  the  ForbeslLehmann  Income  Securities  Investor. 
Visit  his  home  page  at  www.forbes.com/lehmann. 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 
here..."  —  Barron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  — Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."  —  U.S.  News  &  World  Report 


visit  insurQmCom 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  FORBS  4/07 


NOTE:  The  sample  10  year  California  term  life  premiums  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  lnsure.com  or  visit 
www.insure.com  to  obtain  quotes  specific  to  your  health  history  profile.  Copyright  ©1 984-2007  lnsure.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102, 
Darien,  Illinois.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  In  California,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services  under 
agent  #0827712,  in  LA  as  agent  #205078.  In  Utah,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  under  agent  #90093.  All  rights  reserved. 
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Luxury  Yachting 


\  Charter  your  own 
floating  Villa ... 


And  cruise 
among  the 
4,000  Greek 
islands 


You  plan  your  own  itinerary  with  your  captain  ... 
You  select  your  cuisine  with  your  chef  ... 
You  set  your  own  ...  Face  ... 

.  AND  IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP! 

VALEF  YfVCHTS  LTD. 

North  American  Headquarters: 
7254  Fir  Rd.,  Ambler,  PA  19002  U.SA 
Tel:  215-641-1624  •  1-800-223-3845  •  Fax:  215-641-1746 
E-mail:  info(u  valefyachts.com  •  Website:  www.valefyachts.com 

International  Headquarters: 
2.  Plotarchou  Hadikonstanti  Str.,  18536  Piraeus,  Greece 
Tel:  30  210  418  2381  •  30  210  418  2392  •  Fax:  30  210  451  8820 
E-mail:  contaa@valefyachts.com  •  Website:  www.valefyachts.com 


OVER  2,000 

ONE  OUNCE  GOLD  COINS 
IN  l.iNClRCLLATEJ)  CONDITION 
NOWAVAHABLE 


Liberty  Head  Gold  Double  Eagles  1877-1907 are  the  largest 

gold  coins  produced  for  circulation  by  the  U.S.  mint. 
These  coins  are  rich  at  history  and  artistic  beauty  and  offer 
both  enjoyment  and  investment  opi>ortunity. 

Don't  Miss  This  Opportunity.  Order  Sou  .' 

Gold  was  up  23%  in  2006  and  has  doubled  over  the  last  5  years. 
\owyou  can  gel  involved  from  only  $30  above 
the  price  of  gold.  )our  satisfaction  is  assured  with  our 
30-day  money  buck  guarantee 


We  See  Your  Success 

a 


We  help  our  clients  grow  approximately  15-20%  in  sales 
per  year  and  have  funded  more  than  $1  billion  dollars 
in  transactions  to  firms  like  yours. 

212.755.3636  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


Options  Trading 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


Start  writing  options  for  income 
in  your  portfolio. 

Liberty  Trading  Group  is  the 
first  brokerage  firm  in  the  US 
to  specialize  exclusively  in 

selling  options. 
Free  sample  newsletter  at 
www.optionsellers.com 
(Futures  Trading  Involves  Risk  of  Loss) 


BUSINESSES  FOR  SALE 


International  Investment  Banking  Firm 
has  Middle  Market  Businesses  fof  Sale 


Business  Opportuni 


GW  EQUITY 

M*rgen  A  Acquisitions 
877-213-1792 


\www.GWEQUITY.com 


LEARN  TO  INVEST 
IN    REAL    E  S  TAT  E 


No  books  or  tapes  to  buy 
l-on-l  instruction  •  Cash  sources  avail. 
Fraction  of  the  cost  of  other  programs 
LIMITED    A  V  A  I  LAB  I  L  ITY 

■iiHf11flfU»HVIHOi 

866-882-5060 


Bank  for  Sale 
800-733-2191 

www.corbettandk.ish.com 

WBC 

15  years  of  excellence 


Are  You  Looking  For 
The  Next  Big  Thing? 


Our  exclusive  patented  product  has  zero 
competition.  We  need  serious  entrepreneurs 
to  keep  up  with  tremendous  demand  in  this 
billion  dollar  industry.  Being  firat  to  market  you 
can  expect  to  make  a  high  six  figure  income  - 
low  investment,  $1 2,900  usually  recovered  in 
30days  Call:  1 -888-369-1 646 
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Luxury  Watt 


 : 



INCREDIBLE 

Exclusive  amenities  sei  among  European  architecture.  Breathtaking 
mountain  ami  water  views  10  delight  residents  and  their  guests. 
Nationally-recognized  Championship  golf  featuring  an  incredible 
golf  course  and  countrycluh.  Boating  and  water  recreation  on  Lake 
Nickajack  which  is  pan  of  the  Tennessee  River  system  of  lakes  that 
allows  access  lo  the  Gull"  of  Mexico  and  Atlantic  Ocean.  A  life  made  so 
comfortable  and  peaceful  that  you  will  never  want  to  leave. 

Tliis  has  seemed  like  a  dream  until  today.  Now  it  will  be  your  realm. 
Rarity  Communities.  Inc.  is  proud  to  offer  this  breathtaking  and 
beautiful  property. 

Rarity  Club  is  a  resort-style  community  that  offers  every  opportunity 
for  li\  ing,  playing  and  relaxing  the  way  you've  always  dreamed. 


Rarity  Club 

ON  LAKE  NICKA)ACK~ 


Nashville 

Knoxvlile 

I 

Chattanooga 

© 

Atlanta 

Birmingham 

Call  Rarity  Club  Today: 
800-287-0032  or  visit 
www.rarityclub.com. 

AMENITIES 
Miles  of  Walking  Trails 
Championship  Golf  ■ 
Swimming 
1  Fitness  Center 
Tennis 
Clubhouse 
■  Marina  &  Yacht  Club 
1  Homesites  from  the  S200s 


760  TVA  Road 
Jasper.  Tennessee  37347 

IW  Hhfu-pHilitbtKil  by  Im. 


Business  Op 


American  Diagnostic  Centers 


■ 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


OWNER  SELLING  154  ACRES 


291 8  feet  of  Beaver  Lake  Waterfront 
&  Views.  Minutes  to  Eureka  Springs, 
Rogers,  &  Bentonville,  Arkansas. 
Unique  and  Rare. 

Details:  www.Ark-Land.com 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 

Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


»se£  Manufacturing^ 


Franchise  Opportunity 

Leading  Closet  and  Home  Organizing  Company  in  the  U.S. 


Custorr 


?ts.  Garage  Cabinets,  Home  Offices,  Pantries,  Laundries  and  more... 


No  industry  experience  required 

23  years  Industry  experience  and  success 

Proven  business  model 

Excellent  training  with  ongoing  support 

Rated  ff  1  by  Entrepreneur  Magazine 


Closets 


by  Design 


Call  for  Information  (800)  377-5737 


Authorized  Online  Dealer 
HON  Office  Furniture 
FREE  SHIPPING 

No  Hidden  Costs,  Low  Prices 
PlanetOfficeFumiture.com 


Timeshares 


(800)640-7639 

holidaygroup.com/fm 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .ww.forbes.com/customerservice  or  call. ..800-888-9896 


THOUGHTS 

On  the  Business  of  Life 


t's  startling  to  realize  what  time  does  to  the  Stars  who  used  to  light  up  our  eyes.  As  a  subteener,  I 
remember  vividly  the  furtiveness  required  for  us  kids  to  catch  that  Twenties-famous  sex  cat  Clara 
Bow,  beinglt.  As  teeners,  though,  we  tended  to  place  Myrna  Loy  at  the  top  of  our  polls.  So  it  was 
warming,  nostalgic  fun  to  see  her  recently  honored  at  79  by  the  Academy  of  Motion  Picture  Arts  & 
Sciences.  Somehow,  it's  easier  to  allow  the  turn-on  Stars  of  our  young  years  to  grow  old.  Maybe  it's 
because  we've  been  doing  the  same.  —MALCOLM  S.  FORBES  ( 1 988) 


/  don't  mind  sleeping  on  an  empty  stomach 
provided  it  isn't  my  own. 

—PHILIP  SIMBORG 

You  mustn't  force  sex  to  do  the  work 
of  love  or  love  to  do  the  work  of  sex. 

—MARY  MCCARTHY 


Before  sleeping  together  today,  people 
should  boil  themselves. 

—RICHARD  LEWIS 

Sex.  In  America  an  obsession. 
In  other  parts  of  the  world  a  fact. 

— MARLENE  DIETRICH 

Sex  is  a  conversation  carried  out  by  other 
means.  If  you  get  on  well  out  of  bed,  half 
the  problems  of  bed  are  solved. 

—PETER  USTINOV 


After  making  love  I  said  to  my  girl, 
"Was  it  good  for  you,  too?"  And  she  said, 
"I  don't  think  this  was  good  for  anybody." 

—GARRY  SHANDLING 


Sex  is.  There  is  nothing  more  to  be  done 
about  it.  Sex  builds  no  roads,  writes  no 
novels  and  sex  certainly  gives  no  meaning 
to  anything  in  life  but  itself. 

—GORE  VIDAL 


Sex  is  more  exciting  on  the  screen  and 
between  the  pages  than  between  the  sheets. 

—ANDY  WARHOL 


The  act  of  sex,  gratifying  as  it  may  be, 
is  God's  joke  on  humanity.  It  is  man's  last 
desperate  stand  at  superintendency. 

— BETTE  DAVIS 


Sex  is  a  shortcut  to  everything. 

—ANNE  CUMMING 


Sex  and  beauty  are  inseparable, 
like  life  and  consciousness. 

— D.H.  LAWRENCE 


I've  been  around  so  long,  I  knew  Doris 
Day  before  she  was  a  virgin. 

—OSCAR  LEVANT 

If  your  life  at  night  is  good,  you  think  you 
have  everything. 

—EURIPIDES 


The  truly  erotic  sensibility,  in  evoking 
the  image  of  woman,  never  omits  to  clothe 
it.  The  robing  and  disrobing:  that  is  the 
true  traffic  of  love. 

—ANTONIO  MACHADO 


The  difference  between  sex  and  love 
is  that  sex  relieves  tension  and  loves 
causes  it. 

—WOODY  ALLEN 


No  office  anywhere  on  earth  is  so 
puritanical,  impeccable,  elegant, 
sterile  or  incorruptible  as  not  to 
contain  the  yeast  for  at  least  one 
affair,  probably  more. 

—HELEN  GURLEY  BROWN 


It  doesn't  matter  what  you  do  in  the 
bedroom  as  long  as  you  don't  do  it  in  the 
street  and  frighten  the  horses. 

—MRS.  PATRICK  CAMPBELL 

A  laugh  at  sex  is  a  laugh  at  destiny. 

—THORNTON  WILDER 




Be  still,  and  know  that  I  am  God:  I 
will  be  exalted  among  the  heathen, 
I  will  be  exalted  in  the  earth. 

—PSALMS  46:10 


Sent  in  by  Katie  Martin,  Danbury,  N.C. 
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Patagonia:  The  Planet's  Most  Expensive  Fish 
Ray  Bradbury  on  (Other)  Worldly  Travel      Living  the  Spa  Life-Full-Tim 
Caribbean  Island  Golf      Collecting:  Vintage  French  Travel  Posters 


SPRING  TRAVEL 


In  Kyrgyzstan 

ByRJ.O'Rourke 


if 
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CHANEL 

FINE  JEWELRY 
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CViANEL,  FINE  JEWELRY.  BO.UtfhOUES  •  800  550  0005 


Africa  •  Alaska  •  Asia  •  Australia  •  Caribbean  •  Europe  •  Greece  •  Hav 


See  your  travel  agent 


Call  1.800. PRINCE 
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sn  pnncess.com 
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Fed  up  with  traffic  jams,  airport  security,  flight  cancellations,  cattle  car  seating? 
Defy  Convention^.  Learn  how  to  fly  your  own  airplane.  It's  easy  with  Cirrus  Access,  our 
innovative  program  that  gives  you  a  personal  pilot  for  a  full  year  of  flight  training.  Once 
you  experience  all  the  benefits  of  flying  yourself,  you  may  want  to  travel  everywhere  in 
your  own  Cirrus. 

CIRRUS  ACCESS  "  -  Intelligent  travel  solutions. 

for  more  information  |  888.759.0054  |  visitcirrusdesign.com 
CIRRUS.  PLANE  GENIUS™ 


CIRR  U  S 


SR22-GTS  shown  with  optional  composite  prop. 
&2007,  CIRRUS  DESIGN  CORPORATION.  ALL  RIGHT; 


S  RESERVED. 


•age  144 

The  Atmosphere  travels 
at  night,  and  one  of  the 
uniquely  exhilarating 
experiences  it  affords  is 
to  wake  at  dawn,  carry  a 
cup  of  coffee  up  to  the 
deck  and  find  yourself  in 
some  ravishing  new  bay 
or  fjord  with  the  snowy 
fop  of  a  volcano  catching 
first  light  and  porpoises 
rolling  around  the  boat." 
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132  Horse  Latitudes 

Our  correspondent  packs  off  to  Kyrgyzstan  (where?) 

for  a  saddle  trek  into  the  Tian  Shan  mountains,  trusting  life  and 

limb  to  a  horse  named  Trigger. 

By  P.J.  O'Rourke 

140  Of  Junkets  and  Jellyfish 

For  a  restorative  California  cocktail,  combine  one  Mercedes  SL 
roadster,  one  fetching  factotum,  400  miles  of  coastline  and 
psychedelic  jellyfish.  Then  stir. 
By  Oliver  Bath 

144  Casting  a  Coast  Line 

A  Chilean  banker  reels  in  his  dream:  Atmosphere,  a  150-foot,  $20- 
million  cruise  ship  equipped  to  fish  Patagonia's  most  remote  waters. 
By  Charles  Gaines 

150 

ForbesLife's  selection  of  the  season's  best  gear. 
Photographs  by  Ron  Reeves 

COVER  Photograph  by  Adrian  Dangar  of  Sary  Chelek  National  Park  in  Kyrgyzstan. 
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Whatever's  on  your  list  of  things  to  do  in  life,  do  it  better  with  Visa  Signature.  It  takes  you  places  regular  rewards  cards  can't,  like 


VISA 


VISA  /  IGN  ATURE 


(fe  tourofMoMA.  So  if  you  lose  yourself  in  art,  at  least  you'll  have  a  guide. 


.UNITED  CHASE  O 

Mileage  Plus- 


V7SA 


Presenting  Visa's  line  of  luxury  rewards  cards.  Benefits 
beyond  rewards.  Dozens  of  card  choices.  Visa.com/signature. 


©2007  Visa  U.S.A  Inc. 
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65  Field  Notes 

A  seasoned  traveler's  memo  to  the  spa  world:  Keep  it  simple. 
By  Andrew  Harper 


68 


Home  design  start-up  SA  Baxter  makes  hardware  from  software. 
By  Thomas  Jackson 


71  Collecting 

Vintage  French  travel  posters  are  first-class  flights  of  fancy. 
By  Stephanie  Cooperman 

75  Golf 

Golfing  the  newest  Caribbean  links  means  not  getting 
stuck  in  the  sand. 
By  Todd  Pitock 

84   Real  Escapes 

Two  new  fractional  properties  in  Tuscany  are  made  for  romantics. 
By  Taylor  Antrim 


87 
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Usual  Suspects 

20    FROM  THE  EDITOR'S  DESK  | 
P.J.  party. 

24  THE  EYE  J  Mega  mini  moto,  nap  time 
in  New  York,  airport  access, 
gougeres  to  go,  ethereal  earthenware, 
a  five-and-dime  mansion  and 
a  moon  roof  in  Italy. 

47  TRAVEL  |  Just  the  ticket. 
Edited  by  Richard  Natley 

154   MIXED  MEDIA  |  Virtual  off-roading, 
meat  matters,  neorealist 
New  York,  treetop  serenade  and 
Blonde  Redhead  grows  up. 
Edited  by  Thomas  Jackson 

156    ASKED  &  ANSWERED  |  At  the  age  of 
85,  author  Ray  Bradbury  is  still  one  of 
America's  most  far-out  explorers. 


99 


California's  best  wines  act  mature  for  their  age. 
By  Richard  Nalley 


92  Quintessentiais 

Tod's  classic  driving  shoe  takes  us  round  the  bend. 
By  Mark  Grischke 


Miraval  and  Canyon  Ranch  say  home  is  where  the  ahh  is. 
By  Lorraine  Cademartori 


103  Wheels 

Lotus  goes  little  and  Ducati  doubles  down. 
By  Bill  Baker 


107 


114 


The  America's  Cup,  boat-rate  shipping  and  a  topless  T38  R. 
By  Bernadette  Bernon 


The  Mcintosh  Reference  System  is  big  audio  dynamite. 
By  Thomas  Jackson 


123 

Champion  hurler  Sean  Og  O'Hailpin  is  Ireland's  favorite  outsider. 
By  Ben  Cramer 

129 

Bank  lock  expert  John  Erroll  tells  the  history  of  national  security. 
By  Stephanie  Cooperman 
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STYLE 

Ten  Essential 
Beach-Ready 
Looks 

Escaping  to  Ibiza? 
Don  these  posh 
picks,  and  you'll  be 
prepared  the  moment 
you  hit  the  sand. 

HEALTH 

Ten  Steps  to  a 
Less-Stressful  Commute 

Getting  to  and  from  work  could  be 
wreaking  havoc  on  your  body.  Here's 
how  to  take  the  edge  off. 


Visit  F0RBES.COM  for  a  daily  dip  into  high-end  real  estate,  luxury  vehicles,  indulgent  travel 
and  the  best  in  fashion,  hearth,  wine  and  food.  Our  videos  take  you  behind  the  scenes  at 
Fashion  Week  and  inside  the  most  impressive  homes  in  the  world.  Keep  up  to  date  with  our 
e-mail  news  alerts  and  newsletters,  and  let  Forbes  Attache  put  everything  you  need — from 
stock  prices  to  weather  to  your  favorite  Forbes  content — right  on  your  desktop. 


Highlights  from  ForbesLife  Online 

www.forbes.com/forbeslife 
REAL  ESTATE 

World's  Most  Expensive  Homes 

When  it  comes  to  luxurious  properties 
around  the  globe,  the  price  tags 
are  as  unique  as  the  pads.  Plus:  Inside 
the  World's  Most  Expensive  Home — 


a  video  tour  of  the  house  built  for  a 
billionaire's  billionaire. 

VEHICLES 

Smart  Cars  for  Teens 

It's  a  rough  road  out  here,  especially  for 
new  drivers.  See  which  vehicles  best 
combine  value,  safety,  reliability,  quality 
and  fuel  economy. 

REAL  ESTATE 

Star-Studded  Neighborhoods 

You  don't  need  a  private  jet  to  get  there, 
but  you  will  have  to  pony  up  some 
serious  cash  to  call  these  celebrity-rich 
enclaves  home. 

TRAVEL 

Ritzy  Romantic  Hotels 

Get  in  the  mood  with  a  stay  at  one  of 
these  love  shacks. 


Forbes  Video  Network 
www.forbes.com/video 

Most-Recalled  Vehicles 
Cars  that  will  put  you  in  the 
dealership  again. ..and  again. 

Playboy  Living  in  Pricey 

Penthouses 

More  on  the  most  expensive 

penthouses  nationwide. 

Fake  Food? 

Is  Frito-Lay's  latest  innovation  a 
healthy  snack  or  just  robust 
marketing? 
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From  the  Editor's  Desk 


h  Times 
In  Central  Asia 

For  Make  Benefit  Glorious  Nation  of  Kyrgyzstan 


P.J.  O'Rourke  rides  again,  and  again,  and. 


ONE  OF  THE  PLEASURES  OF  EDITING  FORBES  FYI  AND  NOW  FORBESLIFl 
over  the  past  century  (okay,  okay,  17  years,  but  who's  counting?)  has  been  publish- 
ing the  work  of  PJ.  O'Rourke. 

P.J.  appeared  in  our  inaugural  issue,  in  October  1990,  steering  a  four-wheel- 
drive  vehicle  through  the  South  Bronx.  Why  he  would  do  that  was  explained  b] 
the  article's  title:  "If  Sherman  McCoy  Had  Been  Driving  a  Range  Rover.. .He'c 
Still  Be  a  Master  of  the  Universe."  Sherman  McCoy,  you'll  recall,  was  the  Wal 
Street  antihero  of  Tom  Wolfe's  masterpiece  The  Bonfire  of the  Vanities.  Well,  it  wal 
a  long  time  ago. 

He's  contributed  a  dozen  or  more  articles  to  our  pages  over  the  years.  A  partic- 
ularly memorable  one,  in  which  I  played  Sancho  Panza  to  his  Don  Quixote,  wai 
called  "Blind  (Drunk)  Wine  Tasting." The  assignment  was  grueling:  We  blindh 
tasted  some — good  Lord — 13  wines  and  in  the  process  got  (per  the  title)  blindlj 
drunk.  We  took  notes  on  the  various — hie — bottles.  The  handwriting  got  worse 
and  worse.  Finally  it  consisted  of  Xs.  As,  indeed,  did  our  eyes. 

This  time  P.J.  took  on  the  unlikely  assignment  of  a  horse  trek  in — how  do  yoi 
spell  it? — Kyrgyzstan.  It  was  harrowing,  breathtaking  and  hilarious.  But  then  P.J 
could  probably  make  anything  sound  hilarious: 

"A  fellow  named  Djuman  Kul,  who  looked  like  Genghis  Khan  and  was  wear- 
ing a  felt  hat  as  tall  and  amazing  and  elaborately  embroidered  as  anything  the  Pope 
dons  for  Easter,  was  choosing  my  mount  from  a  herd  of  wild  Kyrgyz  horses.  The) 
were  wild  enough,  at  least,  that  nobody  had  bothered  to  name  them.  I  had  beer 
picturing  something  on  the  order  of  a  shaggy  little  Mongolian  pony  that  would  lei 
my  feet  drag  reassuringly  on  the  ground.  But  these  horses  were  five  feet  tall  at  the 
shoulder.  They  were  thin  and  bony-headed  as  fashion  models  but  sinewy  like  2 
California  governor  left  outdoors  to  eat  grass  all  winter." 

The  adventure  begins  on  page  132.  Enjoy. 


e       help  wake  if  a  reality. 


'ou  have  a  dream  for  the  future.  At  John  Hancock,  we  can  help  turn  it  into  a  reality.  We  provide  the  investment 
nd  insurance  products  you  need  to  build,  protect,  and  sustain  the  future  you  want  for  yourself  and  those  you 
Dve.  And,  the  generations  to  come.  You  have  always  had  your  dream.  Now,  begin  owning  your  future. 


01  (k)  •  Annuities  •  College  Savings  •  Life  Insurance  •  Long  Term  Care  Insurance  •  Mutual  Funds 
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The  greatest  luxury  in  life  is  time.  Savour  every  second. 


United  under  a  "winged  B,' 
precision  and  authentici 


cutting-edge  technolo 


exceptional  chronograph 


equipped, with  high-perfo 


eitling  and  .Bentley  share  the  same  concern  for  perfection.  The  same  exacting  standards  of  reliability, 
tme  fusion  of  prestige  and  performance.  In  the  Breitling  workshops,  just  as  in  the  Bentley  factories  in  Crewe, 
.in  hand  with  the  noblest  traditions.  For  devotees  of  fine  mechanisms,  Breitling  has  created  a  line  ol 
itling  for  Bentley.  While  conveying  the  essence  of  aesthetic  refinement,  these  wrist  instruments  are  all 
prs,"  patiently  assembled  by  watchmakers  at  the  peak  of  their  art...  Time  is  the  ultimate  luxury. 


www.breitlingforbencley.com 


•••The  British  Are  Coming 

TO  CELEBRATE  ITS  EXPANSION  INTO  THE  U.S.  MARKET  (BY  WAY  OF  BARNEYS  NEW  YORK),  THE  ENGLISH  LUGGAGE 

maker  Globe-Trotter  has  sent  an  outrider  in  the  form  of  its  Union  Jack  suitcase,  U.S.  Edition.  The  26-inch  red,  white  and 
blue  trunk  (made  of  cloth-lined  vulcanized  fiberboard  on  an  ash  frame  with  leather  accents)  comes  with  a  set  of  loose 
stickers.  Just  be  sure  to  deploy  them  wisely:  Globe-Trotter  luggage  is  well  nigh  indestructible,  so  you'll  probably  be  using  your  Union 
Jack  for  a  veddy,  veddy  long  time.  Union  Jack  case,  $2,020,  by  special  order  at  Barneys  New  York,  (212)  826-8900. 
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CHEESE  WIZ 

TERRANCE  BRENNAN'S  NEW  YORK  BISTRO  ARTISANAL  IS  A  SHRINE  TO  THE 
?arthy,  decadent  pleasures  of  cheese.  Habitues  crave  the  appetizer  gougeres — 
wo-bite-size  golden,  crisp  pastry  puffs  filled  with  gooey,  aged  Gruyere  cheese 
the  name  gougeres  is  almost  onomatopoetic).  Now  the  craving  can  be  satisfied 
3t  home.  Artisanal  will  ship  the  pastries  frozen  in  boxes  of  60  ($45).  Your 
jilemma:  plain  Gruyere  or  smoked  salmon  and  dill?  www.artisanalcheese.com. 


I  THE 

I  CONSTANT 
I  GARDENER 

the  Gravely  Rapid  M  is  a  manly  too!  for 
all  seasons.  Its  mower  attachment 
slices  through  grass  and  undergrowth, 
while  its  brush  attachment  clears 
sidewalks  and  lifts  thatch  from  lawns. 
The  blade  plows  snow  and  moves 
dirt  and  rocks,  and  its  snow  blower  chews  a 
32-inch  swath  through  the  iciest  pileup.  All  that 
with  a  riding-mower-sized  footprint.  $7,400 
(attachments  not  included),  www.gravely.com. 
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[All  That 
Glitters 
Is  Not 
Stone 

georg  Jensen  has  been 
known  as  an  innovative 
silversmithy  since  1904, 
but  this  month  the 
Danish  company  upgrades 
its  "Cave"  collection 
of  jewelry  by  adding  gold  and 
diamonds.  These  quirky,  organic 
shapes  suggest  touchstones 
or  talismans — the  small-  and 
medium-sized  charm  rings,  for 
example,  have  pave  orbs 
dangling  from  stackable  bands, 
and  the  largest  ring  looks  like 
a  geode  that  has  been  tumbled 
smooth  over  time.  Charm 
rings,  $6,100  and  $13,800; 
large  ring,  $14,900;  all  in 
18-karat  gold  with  diamonds.  At 
Georg  Jensen  boutiques,  (800) 
546-5253,  www.georgjensen.com. 


m 


I 


House  of 
Hutton 

FRANK  W.  WOOLWORTH'S  GRANDDAUGHTER, 
Barbara  Hutton,  was  one  of  New  York's  original 
celebrity  heiresses,  inheriting  close  to  $50  million 
on  her  21st  birthday  in  1932.  A  co-op  apartment 
spanning  five  floors  of  her  childhood  home,  a 
191 1  six-story  C.P.H.  Gilbert-designed  mansion  on 
East  80th  Street,  came  on  the  market  early  this 
year  for  $23.5  million.  Beautifully  preserved 
original  details  such  as  a  bronze  front  gate,  exterior 
balustrade,  mahogany  paneling  in  the  dining 
room  and  neoclassical  marble  fireplaces 
give  the  residence  glamour;  conveniences  like  an 
elevator  and  central  air  make  it  comfortable. 
Sotheby's  International  Realty,  www.nycsir.com. 


[Mix 
Master 


g  ust  possibly  the  most  piquant, 

J palate-enlivening  drink  mixers  you've 
ever  tasted,  England's  Fever-Tree 
Premium  Mixers  are  notable  both  for 
what  they  contain — all-natural 
ingredients  such  as  Sicilian  lemons 
in  the  Bitter  Lemon,  Ecuadorean  green 
ginger  in  the  Ginger  Ale  and  quinine  from 
African  fever  trees  in  the  Tonic — and 
for  what  they  leave  out.  The  four  mixers 
(also  including  a  Club  Soda)  are  produced 
without  preservatives,  chlorinated 
water,  artificial  flavoring  or  cloying  high- 
fructose  corn  syrup.  Almost  a  shame 
to  mix  'em  a'tall,  old  chap.  Four-pack, 
200-ml  bottles,  $6.  www.fever-tree.com. 
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FRAT  PACK 


ALL  TOO  FAMILIAR  FROM  YOUR,  AHEM,  STUDIOUS  COLLEGIATE  YEARS,  THOSE 
infamous  red  and  blue  plastic  party  cups  have  grown  up  as  well.  These  ceramic 
versions  stack  nicely  in  the  kitchen  cabinet  or  next  to  the  keg,  if  you  still  prefer. 
Ceramic  party  cups,  $10,  by  Kikkerland  Design,  at  the  Whitney  Museum,  New  York, 
(212)  606-0219,  and  Imagine,  Santa  Barbara,  California,  (805)  899-3700. 
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j4udemarsPiguet 

Le  mattre  de  I'horlogerie  depuis  1875 


Edward-Auguste  Piguet  and  Jules-Louis 
Audemars,  founders  of  the  Manufacture 
Audemars  Piguet. 


This  pocket-watch  made  in  1882  is  equipped 
with  a  quarter  repeater,  a  perpetual  calendar 

and  independent  seconds. 


passion 


or  ../.,; 

innovation 


Today,  just  as  when  it  was  founded  in  1875, 
the  Manufacture  Audemars  Piguet  develops 
and  crafts  some  of  the  most  world's 
most  sophisticated  watches.  Loyal  to  the 
innovative  spirit  of  its  two  founders,  it 
thereby  perpetuates  the  subtle  art  of 
Haute  Horlogerie. 


From  the  elegance  of  an  ultra-thin  watch  to  the  poetry  of  a  minute  repeater;  from 
the  sophistication  of  a  tourbillon  to  the  ingenuity  of  a  perpetual  calendar;  and 
from  the  precision  of  a  chronograph  to  the  unique  expertise  required  to  create  a 
"Grande  Complication"  model,  the  Manufacture  conceives  and  produces  masterful 
demonstrations  of  inventiveness.  Some  of  the  most  brilliant  recent  additions  to 
the  collection  include  genuine  innovations  such  as  the  Large  Date,  the  Equation 
of  Time,  the  highly  original  Cabinet  N"  5  in  the  Tradition  of  Excellence  collection 
equipped  with  the  Audemars  Piguet  escapement,  as  well  as  the  "Grande 
Complication,"  in  pocket-watch  and  wristwatch  versions.  These  impressive 
creations  are  a  constant  source  of  delight  to  those  keeping  a  close  eye  on 
horological  accomplishments  and  represent  a  record  number  of  world  firsts. 
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Jules  Audemars  hand-wound  tourbillon, 
minute  repeater  and  chronograph 
wristwatch.  All  parts  decorated  by  hand 
mainplate  rhodium-plated,  beveled  and 
stippled,  and  bridges  adorned  with 
"cotes  de  Geneve"  motif.  AP  case  and 
folding  cLasp  in  18-carat  pink  gold, 
sapphire  crystal  caseback.  Guilloche 
dial  with  "spiral"  motif,  applied  pink 
gold  numerals  and  gold  leaf-type  hands. 


THE  INTRODUCTION  OF  A  NEW  ESCAPEMENT 

The  Manufacture  Audemars  Piguet  now 
proudly  unveils  the  Cabinet  N°  5  watch. 
For  this  exceptional  timepiece,  issued 
in  a  limited  series  of  twenty  watches  in 
platinum,  the  Manufacture  has  once  again 
resolutely  opted  for  innovation:  the  oval 
Millenary  case  houses  a  linear  read-off 
perpetual  calendar  and  a  highly  efficient 
lubricant-free  new  escapement  system. 
This  new  Audemars  Piguet  escapement  is 
derived  from  the  1791  Robin  escapement. 
Unlike  the  latter,  however,  it  features 
absolute  shock  resistance.  A  world 
first  that  heralds  a  revolution  in  the 
watchmaking  world. 


Millenary  hand-wound  perpetual  calendar 
wristwatch  with  deadbeat  seconds  and 
power-reserve  indication.  Audemars  Piguet 
escapement.  Case  and  AP  folding  clasp  in 
950  platinum,  sapphire  crystal  caseback. 
Partially  openworked  dial,  gold  plate 
placed  on  top  of  the  movement  and 
carrying  applied  blued  Arabic  numerals 
and  blued  openworked  hands.  N°  5  in  the 
Tradition  d'Exceltence  collection.  Limited 
edition  of  20  watches. 


Patiently  crafted  using  a  file,  chamfering 
or  rounded-off  bevelling  and  mirror- 
polishing  enhance  the  beauty  of  a  part 
by  creating  surfaces  that  will  shimmer 
in  different  ways  as  the  light  plays 
over  them. 


Developed  and  produced  by  the 
Manufacture,  Calibre  3120  with  date 
and  center  seconds  is  equipped  with  a 
22-carat  gold  oscillating  weight,  engraved 
with  the  Audemars  Piguet  logo  as  well 
as  the  founding  families'  coats-of-arms. 
The  mainplate  is  stippled  and  the  bridges 
are  adorned  with  "cotes  de  Geneve." 


n  d u rs 
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excellence 


The  entire  finishing  of  Audemars  Piguet 
watches,  meaning  each  stage  of  decoration, 
assembly  and  adjustment  is  entirely 
performed  by  hand  using  traditional 
methods. 


Because  a  watch  must  be  as  beautiful  inside  as  it  is  on  the  outside,  and  because 
the  minute  imperfections  of  machining  are  detrimental  to  the  smooth  running  of 
a  mechanical  movement,  all  parts  pass  through  the  hands  of  experienced  bevelers, 
just  as  they  did  in  1875.  Each  part  requires  one  or  more  surface  states,  meaning 
one  may  admire  satin-brushed  flanks,  sunray-brushed  wheels,  stippled  mainplate, 
bridges  adorned  with  "cotes  de  Geneve"  motif,  mirror-polished  hammers  or  screw 
heads,  or  rounded-off  beveling  and  mirror-polishing  between  the  visible  surface 
and  the  flank.  Accomplishing  such  feats  calls  for  months  spent  at  the  workbench, 
even  though  they  are  often  destined  to  remain  concealed  beneath  the  gold  or 
platinum  case. 


Royal  Oak  selfwinding  perpetual  calendar 
skeleton  wristwatch  indicating  the  day, 
the  date,  the  phases  of  the  moon,  the 
months  and  the  leap  years.  The  movement 
is  entirely  openworked  and  decorated  by 
hand.  Case  and  bracelet  in  950  platinum, 
sapphire  crystal  caseback. 


This  Edward  Piquet  tourbillon  wristwatch 
is  fitted  with  a  moss  agate  dial  plate,  a 
semi-translucent  natural  mineral  featuring 
a  fine  green  and  brown  mottled  pattern 
reminiscent  of  plant-life  motifs.  Echoing 
this  theme,  Audemars  Piguet  has  created 
shapes  inspired  by  the  same  universe:  tiny 
sculptures  hand-crafted  in  solid  gold 
adorned  with  high-relief  foliage  motifs. 

Hand-wound  movement  with  tourbillon 
regulator,  small  seconds  on  the  tourbillon 
carriage.  Case  and  AP  folding  clasp  in 
18-carat  pink  gold.  Dial  plate  in  moss 
agate,  hand-decorated  riveted  hour-markers 
and  polished  18-carat  pink  gold  hands. 


Audemars  Piguet 

Le  maitre  de  I'horlogerie  depuis  1875 


Jules  Audemars  selfwinding  Equation  of 
Time  wristwatch  with  sunrise  and  sunset 
indications,  perpetual  calendar  with 
astronomical  moon.  All  parts  decorated 
by  hand.  Case  and  AP  folding  clasp  in 
18-carat  white  gold,  sapphire  crystal 
casehack.  Silvered  dial,  gold  applied 
Roman  numerals  and  hands. 
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AUDEMARS  PlGUET  BOUTIQUES 

40  EAST  57™  STREET,  NEW  YORK,  NY  888.  214.  6858 
BAL  HARBOUR  SHOPS,  BAL  HARBOUR,  FL  866.  595.  9700 
www.audemarspiguet.com 
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'JUST  WHEN  YOU  THOUGHT  THE  MARKET 
for  iPod  speaker  systems  had  reached 
ts  saturation  point,  here  comes  the 
Evolve  from  Griffin  Technology.  A  key 
eature  distinguishes  this  one  from 
he  others,  however:  no  wires.  (Aside  from 
:he  AC  cord,  that  is.)  The  untethered, 
ithium  battery-powered  speakers  can  move 
reely  about  the  room,  receiving  audio 
Dver  a  digital  radio  frequency.  To  be 
recharged,  they  need  not  be  plugged  in  but 
simply  placed  in  cradles  atop  the  base 
station.  $350.  www.griffintechnology.com. 


Around  the  Block 

Contemporary  art  collecting  is  sizzling  hot.  Leading  the  pack  is 
Phillips  de  Pury  &  Company,  an  auction  house  that's  been  around 
since  the  days  of  Marie  Antoinette  and  Napoleon  (both  former 
clients).  Today,  Phillips'  auction  division  focuses  exclusively  on 
art  dating  from  the  1970s  to  the  present,  holding  two  big 
sales  per  year  chock-full  of  artists  with  names  like  Warhol  and  Basquiat. 
Currently,  buzz  is  building  about  a  new  Saturday@Phillips  series  of 
quarterly  auctions  intended  to  introduce  new  collectors  to  rising  talent 
in  contemporary  art,  photography,  design  and  jewelry.  The  next  Saturday 
auction  will  be  held  June  2  in  New  York,  www.phillipsdepury.con,. 
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Lounge  Lions 

FLIGHT  DELAYED  IN  CHENGDU,  CARTAGENA  OFT 
Newcastle?  Your  VIP  retreat  awaits.  A  Dallas-based  outfit  call^ 
Priority  Pass  unlocks  the  doors  to  airline  lounges  in  places  you  didn't 
know  had  airports,  regardless  of  which  carrier  you've  flown.  The  top-level 
membership  ("Prestige,"  $399  a  year)  provides  unlimited  access  to 
the  program's  500  lounges  in  90  countries  (including  more  than  100  in 
the  U.S.),  with  family,  colleagues,  etc.,  invited  along  for  an  extra  fee. 
Adios,  snack  machine;  hellllooo,  Bloody  Mary,  www.prioritypass.com. 
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Pocket 
Classic 


MAGIC  SUPER  TOYS'  BLUE  CAR  IS  A 
two-and-a-half-foot  collector's  item  inspired  by 
the  Talbot-Lago  Grand  Sport  T26 — a  close  cousin 
of  the  va-va-voom  that  helped  Louis  Rosier 
win  at  Le  Mans  60  years  ago.  All  metal  with 
impressive  curves,  the  Blue  Car  comes  with 
white  sidewall  rubber  tires,  doors  that  open  with 
the  push  of  a  button,  a  hood  so  long  and 
smooth  it  would  make  Cruella  De  Vil  proud — 
and  white  gloves  to  remind  you  that  German 
engineering  looks  best  when  it's  fingerprint-free. 
Approx.  $1,600.  www.the-blue-car.com. 


POWER  NAP 


Who  says  New  York's  the  city  that  never 
sleeps?  Yelo,  in  midtown  Manhattan, 
features  seven  60-square-foot  hexagonal, 
soundproof  "cabins"  made  of  Kydex 
(the  principal  material  in  commercial-jet  interiors). 
You  lie  back  in  the  reclining  chair,  set  the 
music  of  your  choice,  dim  the  lights — perhaps 
requesting  a  little  reflexology  to  encourage 
relaxation — and  instantly  pass  out.  YeloNaps 
last  anywhere  from  20  to  40  minutes 
(any  less  and  you're  not  really  resting,  any  more 
and  you'll  wake  up  groggy).  The  company 
plans  to  open  approximately  25  to  30 
storefronts  in  New  York  and  70  more  in  urban 
centers  throughout  the  world.  $12  to  $24 
per  20-  to  40-minute  nap.  www.yelonyc.com. 
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HI 


IMoonroof 
Standard 


Check  into  the  Honey  Suite  at  L'Albereta,  a  19th-century 
Relais  &  Chateaux  villa  in  Italy's  Franciacorta  region, 
kick  your  shoes  off,  stretch  out  and  press  the  small 
button  beside  the  bed.  The  ceiling  and  roof  retract  on 
rails,  letting  you  bask  under  the  Lombardy  sun  or  read  by 
moonlight.  A  hotel  spokesperson  adds  some  good-sense  advice: 
"If  it's  raining  or  snowing,  I  suggest  to  not  open  the  roof!" 
$500-$650,  depending  on  season,  www.albereta.it. 


RACKET 
BY  ROGER 


YOU  MAY  NEVER  PLAY  TENNIS  LIKE  ROGER  FEDERER  (WHO 
ever  has?),  but  at  least  you  can  look  the  part.  The  new  K  Factor  KSix- 
One  Tour  90  racket  by  Wilson  was  designed  in  part  by  Federer  himself, 
who  appears  to  have  fine  taste  along  with  an  impeccable  touch — behold 
the  cool  red,  white  and  blue  ellipsis  shapes  on  the  racket  frame  as  well  as  the 
leather  grip,  which  recalls  rackets  of  yore.  Available  in  midsize  only,  the  K  Factor 
KSix-One  Tour  90  is  for  intermediate  to  advanced  players  (USTA  level  5.0  or 
above),  but  versions  are  also  available  for  weekend  warriors.  $199.  www.wilson.com. 
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MARQUIS 
274  6391  5331 

JOHH  T  WATERS 

04/07  THSli  0«/08  01 

OIJLrSTREM  ?00 


It  s  not  just  a  card 


It  s  a  chc 


A  choice  to  speed  up  your  life 
Ach  oice  to  slow  it  down. 


Marquis  Jet  Card"'  Owners  enjoy  the  uncompromising  quality, 
consistency  and  safety  ofNetJets*,  25  hours  at  a  time. 


(If  The  best  fleet,  pilots  and  service  in  the  world.  Make  the  choice 
to  accomplish  more.  Call  today  1.866. 538. 3201  or  visit  Marquisjet.com. 


All  program  (lights  operated  by  NetJets'  companies  under  their  respective  FAR  Pari  135  Air  Carrier  Certificates 
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THE  FAMILY  WING 

THE  RALPH  BIRDHOUSE  IS  THE  ULTIMATE  FLY-IN,  FLY-OUT  VACATION  HOME  FOR 
the  birds  in  your  life.  Inspired  by  iconic  architect  Ralph  Rapson's  Greenbelt  House  design, 
this  piece  of  lawn  decor  is  constructed  from  sustainably  harvested  oiled  teak  with  an  angled 
roof  of  sandblasted  aluminum.  Expect  visitors  such  as  chickadees,  wrens,  bluebirds 
and  swallows.  It  hangs  on  the  supplied  mounting  bracket,  and  the  floor  removes  for  easy 
cleaning.  $195 at  Velocity,  Seattle.  (866)  781-9494,  www.velocityartanddesign.com. 
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BASIC  BLACK 


A  KITON  WARDROBE  REEKS  OF  QUALITY— 
extraordinary  fabrics  cut  by  Neapolitan  tailors 
and  shaped  into  impeccable  shirts,  suits, 
ties,  overcoats  and  the  like,  all  bearing 
the  company's  distinctive  black  label.  To 
capture  this,  they've  worked  up  a  fragrance 
that's  fresh,  not  heavy,  with  bergamot 
and  lemon  layered  over  violet,  cedarwood, 
vetiver  and  tonka  bean.  Sounds  like 
a  recipe  for  la  dolce  vita.  Kiton  Black  eau  de 
toilette,  $65/2.5  oz.  and  $85/4.2  oz.,  at 
Bloomingdale's  stores,  www.bloomingdales.com. 


Shedding 
Light  on 
The  Past 

a few  years  ago,  designer 
Brian  Faherty  discovered  a 
long-forgotten  stash  of 
original  cast-iron  molds  in 
an  upstate  New  York  warehouse. 
The  result:  Schoolhouse 
Electric,  an  Oregon-based  biz 
that  has  replicated  by  hand  more 
than  100  light  fixtures  from 
the  first  half  of  the  20th  century, 
like  the  Westmont,  pictured. 
$65-$189.  (800)  630-7113, 
www.  schoolhouseelectric.  com. 


TheEYE 


APRIL  1 20. 


[Earth, 
Wind 
And  Fire 


Mere  is  a  truly  American  tale:  Artist  Irina  Okula  escaped 
East  Germany  as  a  child,  settled  in  Massachusetts  and 
makes  complexly  finished,  ethereal  bowls  and  pots 
based  on  a  process  derived  from  the  ancient  Indians 
of  the  Southwest.  After  a  number  of  painstaking 
steps,  Okula  fires  her  white  earthenware  forms  in  a 
closed  clay  container  called  a  saggar,  wrapped  with 
combustible  materials  such  as  salt  marsh  hay,  seaweed  and 
corn  husks,  which  burn  off  but  leave  indelible  colors  and 
markings  on  the  bowls'  surfaces.  Each  bowl  or  pot  emerges 
as  a  one-off  piece,  polished  but  without  a  touch  of  glaze, 
as  mysterious  as  a  sunset.  Bowl  shown,  $550,  at  Vessels 
Gallery,  Boston.  (617)  424-6700,  vww.vesselsgallery.com. 


On  the  Red  Line 

DON'T  BE  AFRAID  OF  COLOR:  THESE  RED  PRADA 
sun  goggles  will  get  you  noticed  on  the  sand  and 
the  slopes.  $220,  by  Prada  Linea  Rossa,  at  select  Prada 
boutiques  and  www.sunglasshut.com. 
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You  know  sound  can  move  you 
Let  BeoLab  9  move  your  world. 


The  BeoLab  9  speaker  was  designed  as  a  tool  used  by  professional 
sound  engineers  for  recording  acoustic  music.  The  shape  is  fashioned 
around  the  sound  to  ensure  an  absolute  minimum  of  distortion,  and 
the  maximum  of  depth  and  detail.  If  it's  been  a  whiie  since  your 
favorite  music  or  movie  gave  you  goose  bumps,  then  you'll  enjoy 
listening  to  our  new  BeoLab  9  speakers.  Find  the  store  closest  to 
you  at  www.bang-olufsen.com/beolab9,  or  call  888  625  3413. 

Experience  BeoLab  9  and  set  your  world  in  motion. 


BANG  &.  OLUFSEN 
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Zounds! 

COMPARED  TO  THE  UBIQUITOUS 
earbuds  of  today,  Denon's  new 
mahogany-housed  headphones 
might  seem  like  clunky  throwbacks. 
Until  you  put  them  on.  Designed 
strictly  for  at-home,  easy-chair 
listening,  their  output 
is  preternaturally  rich  and 
dimensional.  And  with  lightweight 
magnesium  frames  and 
high-grade  cushioning,  they're 
as  easy  to  wear  as  an  old 
ball  cap.  $700.  www.denon.com. 


SQUARING  UP 


THE  GOLF  EQUIPMENT  ARMS  RACE  CONTINUES  WITH  THE  NEW  CALLAWAY  FT-/,  A  BIG, 
square-headed  monster  of  a  driver.  Weight  micro-distribution  in  the  clubhead  designed  to 
increase  stability  through  the  swing  plus  the  biggest  titanium  face  Callaway  has  ever  produced 
(to  the  USGA  legal  1  md  your  shots  that  much  farther  down  the  fairway— 

or  at  least  give  you  talk  k  at  t'    dubhouse  bar.  $625.  www.callawaygolf.com. 
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ihinese  dinos  I  ecuadorean  haciendas  I  californian  hideaway  I 
larisian  privacy  |  Oregon  trout  |  russian  revival  I  Scottish  manor 


CHINA 


Buried  treasure: 
digging  the 
Cretaceous  in  Gansu 
Province,  China 


Gansu  Province:  What  a  difference  a  hundred  million  years  can  make....  Back  in  the  good  old 
liays  of  the  Cretaceous  Era,  the  dinosaurs  traveling  around  this  stretch  of  central  China  lived  on  comfort- 
ibly  level  ground.  But  in  the  intervening  aeons  some  fairly  impressive  mountains  have  made  their  appear- 
ance, forcing  fossil  hunters  like  us  to  climb.  So  with  my  bag  and  passport  clutched  firmly  to  my  side — "so 
rhat  they  can  ID  the  body,"  as  one  of  my  companions  joked — I  inched  up  narrow,  winding  passes  composed 
almost  entirely  of  chipped,  sliding  rocks  to  a  500-foot  ledge,  where  Dr.  Hai-lu  You  awaited.  •  A  baby- faced 
39-year-old  paleontologist,  Dr.  You  is  a  celebrity  in  these  parts,  having  discovered  a  new  species  of 
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Other  provinces,  other 
digs:  the  Xi'an  warriors 


THE  SETUP 

TERRA  COTTA  WARRIORS 
AND  DINOSAURS 
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dinosaur  here  a  few  years  ago.  Namej 
"Lanzhousaurus"  for  the  region,  th 
Lanzhou  Basin,  the  herbivore  is  diS 
tinctive  for  its  humongous  teeth.  No\ 
the  chance  to  be  present  when  Dr.  Yol 
makes  his  next  big  find  has  attractei 
foreign  dino-tourists  like  me — essen 
tially  groups  of  closely  monitored  vol 
unteers  who  pay  for  the  privilege 
doing  the  grunt  fieldwork  of  chippin 
out  and  unearthing  bones  in  exchang 
for  the  experience  of  seeing  genuin 
fossils  in  situ. 

Dr.  You  is  riding  not  only  his  owi 
star  power  but  the  recent  surge  in  dine* 
mania  in  the  U.S.,  everything  fron 
Newt  Gingrich  discussing  T.  Rex  be; 
havior  on  PBS,  to  former  Microsofl 
CTO  Nathan  Myhrvold  funding  an  exj 
tensive,  ongoing  fossil  dig  in  Mongolia 
Before  we  got  to  the  fossils,  though 
our  group  (including  a  scientist  frort 
Seattle  who  was  such  a  ringer  for  Bil 
Gates  that  he  was  asked  for  autographs  all  through  our  trip,  so  popular  is  the  Microsof 
founder  in  China)  first  followed  the  tourist  trail,  as  organized  by  Dr.  You. 

We  gathered  in  Beijing  at  a  hotel  not  listed  on  our  itinerary,  a  recurrent  theme  of  the  nine 
day  trip;  we  were  rarely  where  we  were  supposed  to  be — the  result,  we  assumed,  of  a  bettei 
last-minute  hotel  deal  negotiated  by  the  crafty  dinosaur  hunter.  Once  settled,  we  headed  of 
through  the  soot-filled,  bottom-of-fhe-fireplace  air  typical  of  this  polluted  city  (good  luck 
2008  Olympic  marathon  runners)  to  the  Chinese  Paleozoological  Museum  of  the  Institute  o 
Vertebrate  Paleontology  and  Paleoanthropology.  We  were  after  dinosaur  skeletons  and  we  did 
just  barely,  see  them,  including  a  massive  72-foot-long  brachiosaurus,  looming  over  us  in  nea, 
total  darkness,  courtesy  of  a  localized  blackout  (good  luck,  official  Olympic  scorers).  While  wi 
imagined  ourselves  back  in  those  pre-electric-light  Jurassic  nights,  Dr.  You  showered  us  wit! 
details:  China  has  the  greatest  diversity  of  dinosaurs  in  the  world;  five  to  ten  new  species  an 
discovered  every  year,  and  these  represent  only  a  fraction  of  what's  still  waiting  to  be  found 
But  enough  history.  ..it  was  time  for  lunch,  one  of  many  multicourse,  family-style,  lazy- 
Susan-propelled  extravaganzas  of  dishes  such  as  salt-baked  chicken,  pork  with  vegetables,  crispi 
prawns,  wok-seared  fish,  beef  noodles,  etc.,  that  punctuated  our  trip.  And  then  the  night  trair 
to  Xi'an,  where  in  the  prime  cabins  (only  four  slablike  bunks  per)  you  can  sleep  your  way  througr 
the  11-hour  trip,  assuming  you  aren't  sharing  the  car  with  a  group  of  Australian  party  animals 
In  the  morning,  we  sipped  coffee  from  made-in-China  Winnie  the  Pooh  paper  cups  as  we  ad- 
mired the  green  hills  framed  by  the  rust-colored  smoke  belching  out  of  local  factories  before 
joining  the  throng  pushing  its  way  out  of  the  Xi'an  station.  The  draw  here,  of  course,  is  one  o: 
the  greatest  archeological  discoveries  of  the  last  century,  the  army  of  7,000  perfectly  preservec 
full-size  terra-corta  warriors  and  horses  from  the  Qin  Dynasty  (221-206  B.C.)  found  by  farm- 
ers in  1974  and  now  arrayed  in  a  spectacular  175,000-square-foot,  three-building  complex. 

Thus  inspired  to  commence  our  own  exploration,  we  boarded  a  Hainan  Airlines  plane  ir 
Xi'an  the  next  morning  for  the  hour  flight  to  Lanzhou  (contrary  to  Chinese  aviation  horror  sto- 
ries, the  airports  in  both  cities  are  modern,  silvery  and  airy;  the  plane  a  brand-new  Boeing  737: 
and  the  service  cordial  and  professional). There  we  checked  into  another  different- than-expectec 
hotel,  which  was  modern,  spartan,  newly  opened  and  situated  on  the  outskirts  of  town.  That, 
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The  Patravi  T-Graph  in  stainless  steel  with  chronograph,  big  date  and  power 
reserve  display  is  a  perfect  example  of  Carl  F.  Bucherer's  unique  philosophy. 
As  an  independent  family  business  in  Lucerne,  Switzerland  since  1919,  our 
attention  to  fine  detail  and  passion  for  perfection  have  never  changed. 
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Carl  F.  Bucherer 

FOR  PEOPLE  WHO  DO  NOT  GO  WITH  THE  TIMES. 


www.carl-f-bucherer.com 
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J  KWELERS 

THE  LAKES  at  Thousand  Oaks      T  HE  COMMONS  at  Calabasas 
805.230.0035  818.225.0600 
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Shangri-Cal:  Ojai 
Valley  Inn  and  Spa 


OUT  OF  TOWN: 
LOS  ANGELES 

Cananga  odorata  may 
be  a  lousy  name  for  an 
aphrodisiac,  but  Alexandre 
Hillairet  insisted  that  the 
stuff  works  wonders.  My 
wife  and  I  were  in  Hillairet's 
cozy  apothecary  at  the 
OJAI  VALLEY  INN  AND  SPA, 
where  the  spa's  French-born 
aromatherapist  was  concocting 
a  potion  he  assured 
us  would  uplift  the  mind, 
spirit  and  oh  so  much  more. 

"Dees  one  also  reduces 
ong-zaya-tee,"  he  said,  piping 
a  few  last  drops  of  the  essential 
oil — also  known  as  ylang- 
ylang — into  our  spray  bottles. 

Romance  and  relaxation  in 
a  single  vial?  That  might  have 
smelted  like  snake  oil  were 
it  not  for  the  other  miracles 
we'd  already  sniffed  out  at  the 
fabulously  renovated  retreat 
near  Santa  Barbara.  The 
landmark  Spanish-style  resort 
recently  unveiled  a 
$90-million  toe-to-headboard 
makeover,  complete  with 
200,000  square  feet  of  new 
Saltillo  tile,  oak  groves  and 
enough  ong-zaya -tee-reduc\ng 
touches  to  calm  the 
thoroughbreds  on  the  Inn's 
private  800-acre  ranch.  \,\ 
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and  the  fact  that  we  seemed  to  be  the  hotel's  only  guests,  undoubtedly  accounted  for  the  grin 
ning  driveway  lineup  of  employees  greeting  our  arrival  and  the  even  more  ambitious  than  usua 
lazy-Susan-spinning  banquet  (all  consumed  except  the  gelatinous  chicken  feet). 

In  the  morning,  we  hit  the  road  for  the  dig,  arriving  at  base  camp  an  hour  outside  o 
Lanzhou  just  in  time,  of  course,  for  lunch.  The  banquet  was  laid  out  on  a  makeshift  table  su- 
pervised by  the  debonair  Mr.  Wong,  head  of  the  field  team  and  a  man  curiously  outfitted  for  i 
treacherous  climb  in  a  gray  cashmere  sweater,  slacks  and  knockoff  Gucci  loafers. 

He  did,  however,  manage  to  scamper  up  the  500-foot  incline  fast  enough  to  help  issue 
gloves,  hammers  and  chisels.  We  set  to  work  on  the  narrow  ledge,  ever  so  gently  tapping  at  th< 
edges  of  the  bones  poking  through  the  earth  (exposed  by  advance  crews  working  for  months) 
We  tapped,  looking  over  competitively  at  the  other  group  working  on  an  even  more  precipi- 
tous ledge — and  tapped  again. The  field  team's  watchfulness  ensured  that  we  didn't  repeat  ami 
of  the  previous  volunteer  group  mishaps,  such  as  stepping  on  bones  or  inadvertently  throw 
ing  a  skull  down  a  hill. 

As  more  earth  was  displaced,  there  was  less  and  less  area  to  sit  on  or  cling  to.  The  experi- 
enced among  us  weren't  alarmed.  "Oh,  this  isn't  much  of  an  adventure,"  pshawed  Dr.  You 
"You  can  be  in  the  Gobi  desert,  lost,  and  no  one  even  knows  you're  there."  In  contrast,  I  guess 
falling  500  feet  to  your  death  is  not  such  a  big  deal.  But  with  every  foot  of  our  seating  area 
that  went  cascading  down  the  hill,  I  tried  to  become  one  with  the  mountain  and  admired  my 
comrades  perched  even  more  daringly  on  the  precipice,  chipping  away.  Hours  passed,  then  thd 
next  day  everyone  went  up  the  mountain  again,  and  at  mid-afternoon  we  were  rewarded  with 
a  major  discovery — a  nearly-six- 
foot  dinosaur  femur.  "This  bone 
could  be  120  million  years  old!" 
said  one  group  member,  stating 
the  obvious.  And  it  really  was  excit- 
ing: five-year-old-birthday-party 
jumping-up-and-down  exciting. 
Even  better,  other  parts  of  the  skele- 
ton were  somewhere  below  our  feet. 

That  feeling  of  awe  was  com- 
pounded the  next  day  when  we 
took  a  boat  up  the  Yellow  River  to 
the  Liujiaxia  National  Dinosaur 
Geopark.  Here  you  will  find  a 
series  of  rounded  footprints  de- 
scribing the  path  of  a  sauntering 
theropod  (a  two-footed  carnivore, 
like  Newt's  T.  Rex) — Jurassic  Park 
come  to  life.  We  all  fell  silent.  And 
in  that  moment,  the  dubious  ele- 
ments of  the  week — the  near- 
death  climb,  the  toxic  air,  the 
bait-and-switch  of  a  Dr.  You  itin- 
erary, the  near  explosion  in  the 
Beijing  Airport  when  security 
personnel  set  fire  to  my  hydrogen 
peroxide — were  all  worth  it.  This 
was  a  once-in-a-lifetime  sight,  and 
I  was  just  the  dinosaur  hunter  to 
love  it.— LAURIE  WERNER 


Ready  for  its  close-up:  a 
prosauropod  previously 
unearthed  in  China 
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From  the  outside,  the  Inn 
looks  pretty  much  as  it  did 
when  Frank  Capra  portrayed 
the  Ojai  Valley  as  the  mythical 
paradise  of  Shangri-la  in 
the  1937  classic,  Lost 
Horizon.  The  haciendas,  in 
terra-cotta  and  cream  and  set 
against  the  Topa  Topa 
Mountains,  are  the  very 
picture  of  California  tranquility. 
But  ours  was  a  distinctly  iPod 
Age  experience.  The  308 
new  guest  rooms  include  72 
suites  and  feature  the  sort  of 
intelligent  design  that  brings 
to  mind  Norwegian  sleep 
scientists  quibbling  over 
which  thread  count  is  most 
conducive  to  afternoon 
napping.  Our  room  had  a 
remote-control  gas  fireplace 
and  a  32-inch  plasma 
flat-panel  TV.  Overhead 
reading  lights  were  purposely 
cross-angled  to  minimize 
glare  on  the  pages,  and  the 
exclusive  "Ojai  Nest"  bedding 
and  mattress  were  more 
cloudlike  than  terrestrial. 

The  Inn  was  built  as  a 
country  club  and  golf  course 
by  Edward  Drummond 
Libbey,  a  wealthy  Ohio  glass 
manufacturer,  in  1923,  and 
its  proximity  to  Los  Angeles 
(about  an  hour-and-a-half 
drive)  made  it  a  natural 
attraction  for  stressed  moguls 
and  starlets.  The  place 
continues  to  blend  old-school 
charms  with  New  Age  bliss, 
and  nowhere  is  that  more 
obvious  than  in  the  105- 
degree  swelter  of  the  Kuyam 
chamber.  The  only  spa 
treatment  of  its  type  in  the 
United  States,  the  Kuyam — 
a  Chumash  Indian  word 
that  means  "a  place  to  rest 
together" — combines 
mud  therapy,  dry  heat  and  the 
piped-in  voice  of  a  sexy- 

THE  SETUP 


sounding  woman  who  says 
things  like  "You  are  more 
relaxed  than  you've  ever 
been."  As  if  she  needed  to  tell 
us  that. 

What's  nice  about  Ojai 
is  how  devoted  the  staff  is  to 
the  simplest  pleasures:  the 
cucumber-to-ice  ratio  in  your 
whirlpool-side  refreshment; 


the  complimentary  shoeshine 
after  18  holes  (not  to 
mention  the  private  yoga 
classes  designed  for 
golfer-specific  stretches); 
the  Zen-like  advice  on  where 
to  catch  the  Spa's  famous 
pink  sunsets  ("Look  east,  not 
west,  Grasshopper"). 

And  while  it's  hard  to  tell 


which  ingredient  triggered  the 
starry-eyed  elation  my  wife 
and  I  were  feeling  that  last 
night — the  sleek  Italian 
exercise  equipment?  The 
farm-fresh  fare  at  the  resort's 
Maravilla  restaurant? — I'm 
not  ruling  out  the  power 
of  the  yin  and  the  ylang-ylang. 
—  DAVID  HOCHMAN 


Hospitality  and 
history:  The 
Astoria  has  a  new 
lease  on  life. 


HOTEL  ASTORIA 


St.  Petersburg  a  For  those  who  expect 

the  HOTEL  ASTORIA,  St.  Petersburg's  most  glam- 
orous hotel,  to  be  anything  like  its  newer,  glitzier 
competitors  on  the  nearby  Nevsky  Prospekt,  the  first  sight  of  the  stark,  even 
forbidding  building  across  from  St.  Isaac's  Cathedral  may  bring  a  reaction 
as  cheery  as  a  Dostoevsky  novel.  But  step  into  the  lobby  and  you  are  trans- 
ported into  an  elegant  world  of  sleek  secessionist  design,  Russian  history 


OJAI  VALLEY  INN  AND  SPA 
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and  giant  samovars  of  tea  brewing  in  the  corner — th< 
harder  stuff  is  served  in  the  adjoining,  ahem,  "library.' 
There  is  also  the  sweeping  staircase  where  the  powerful 
famous  and  infamous  (or,  in  Lenin's  case,  all  three  at  once 
have  been  making  grand  entrances  and  exits  for  93  years 
People  still  talk  about  the  time  in  1956  when  Trumarj 
Capote  danced  down  the  stairway  and  kick-stepped  twice 
around  the  revolving  door  before  exiting,  much  to  tha 
amused  consternation  of  his  Soviet  handlers. 

There  was  at  least  one  prospective  hotel  guest  th 
Astoria  was  happy  never  to  welcome.  During  World  Wa 
II,  Adolf  Hitler,  confident  that  he  would  take  the  besieged 
city — then,  of  course,  called  Leningrad — had  invitation^ 
printed  up  to  a  celebratory  New  Year's  Eve  party  in  tha 
Astoria's  Winter  Garden  ballroom. The  Wehrmacht  neve^ 
danced  at  the  Astoria,  but  the  once-grand  hotel  suffered  foB 
another  half-century  under  the  shabby  management  of  tha 
Soviet  Union's  Intourist  monopoly.  Finally,  in  1997,  tha 
place  passed  into  the  control  of  British  hotelier  Sir  Roccd 
Forte,  who  renovated  the  Astoria  to  its  current  hyper-luxurious  state. 

The  Astoria  now  has  a  crack  English-speaking  staff  who  seem  to  wince  at  the  mention  oi 
the  word  "Intourist."That  might  be  because,  night  and  day,  the  hotel's  dapper  English  general 
manager,  Michael  Walsh,  seems  to  be  permanently  on  guard  in  the  lobby,  supervising  and  greett 
ing.  Imagine  Basil  Fawlty's  more  stable  brother.  Nothing  seems  to  escape  his  attention;  whenj 
a  bellman  mislaid  a  piece  of  my  luggage,  Walsh  personally  tracked  it  down.  My  guess  is  that) 
not  many  guest  towels  go  missing  at  the  Astoria. 

The  hotel  has  a  small  spa  on  the  seventh  floor  featuring  a  gym,  sauna,  Turkish  bath  and  mas-* 
sage  rooms.  For  some  reason,  I  always  had  the  place  to  myself. The  real  workouts  seemed  to  bd 
going  on  down  in  the  hotel's  restaurant,  Davidov,  where  preening  Russians  were  enthroned  inj 
faux-ostrich-leather  chairs  and  booths  eating  beef  Stroganoff, pe/meni  and  other  local  special-) 
ties,  washing  it  all  down  with  a  choice  of  some  80  different  kinds  of  vodka  from  the  caviar  bar. 

If  the  Astoria  has  one  major  drawback,  it's  that  its  standard  guest  rooms  are  tasteful  but 
small.  The  bathrooms  are  so  minuscule  that  the  towel  racks  are  in  the  shower — but  hey,  atj 
least  those  racks  are  heated.  And  the  bathrooms  are  marble.  Those  in  the  know  ask  for  the 
rooms  with  breathtaking  views  of  St.  Isaac's 
Cathedral,  something  I  discovered  when  I 
got  relegated  to  a  courtyard  that  obliged  me 
to  redefine  the  word  "dreary." 

All  was  forgiven  when  the  room  service 
borscht  arrived  piping  hot  within  minutes  of 
my  2  a.m.  call  for  food  after  an  evening's 
quiet  meditation  on  Russian  culture  in  the 
nightclubs  along  the  Neva  riverfront.  The 
descendant  of  a  long  line  of  European  mud 
peasants,  I  pride  myself  on  my  deep  intimacy 
with  beet  products,  but  the  Astoria  raised 
the  bar.  I've  never  tasted  anything  so  fine. 
Moreover,  it  was  the  first  time  I've  ever  eaten 
borscht  out  of  a  silver  tureen.  Somewhere 
downstairs,  I'm  sure,  Mr.  Walsh  was  waiting 
to  check  it  back  in.  — FINN-OLAF  JONES 
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HOTELS 

BEVERLY  HILLS      BANGKOK      BEIJING      MANILA      TOKYO  (SEPTEMBER  2007) 


SPECIAL  ADVERTISING  SECTION 

LORENZ 
BAUMER 

THE  CREATIVE 


National  Jewelry  Institute  at  The  Forbes  Galleries 


COMBINING  THE  CRAFTSMANSHIP  OF  AN  ENGINEER,  THE  EYE  OF 
an  aesthete  and  the  passion  of  a  true  artist,  Lorenz  Baumer  has  quickly 
risen  to  become  one  of  the  world's  leading  jewelry  designers.  The  world's 
most  successful  and  stylish  men  and  women  flock  to  the  41 -year-old's 
soigne  shop  in  the  heart  of  Paris'  ultrafashionable  Place  Vendome  to 
seek  out  his  singular  creations.  Often,  they  work  hand-in-hand  with 
Baumer  to  conjure  the  perfect  custom-made  piece,  illuminating  the 
client's  beauty  and  style.  Above  all,  Baumer  believes  the  message  of 
each  piece  must  be  in  perfect  harmony  with  its  wearer. 
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Above:  Collier  Cristal  de  rochc 

Rock  Crystal  Necklace 
Rock  Crystal,  sapphires, 
diamonds,  white  gold 
Lorenz  Baumer's  Collection 

Below:  Bague  Noeud 
Knot  Ring 
Amethyst,  diamonds, 
white  gold 
Lorenz  Biiumer's 
Collection 


ore  than'  100  of  Baumer's  extraordinary 
designs  will  be  featured  in  the  exhibit  Lorenz 
Baumer:  The  Creative  Process  of  a  Jeweler, 
a  unique  collaboration  between  The  Forbes 
Galleries  and  the  National  Jewelry  Institute 
(NJI),  on  view  at  The  Forbes  Galleries  from 
April  19,  2007,  through  June  16,  2007. 


A  GLOBAL  PERSPECTIVE 

BORN  IN  WASHINGTON,  D.C.,  IN  1965  TO  A  GERMAN  DIPLOMAT  FATHER  AND] 
a  French  mother,  Baumer  traveled  the  world  as  a  child,  living  in  such  diverse  countries  as 
Austria,  Israel  and  Canada.  Not  only  did  he  find  inspiration  and  acquire  valuable  knowledge 
in  these  foreign  lands,  thereby  defining  his  later  career  as  an  artist,  the  young  Baumer  also 
began  experimenting  with  jewelry-making,  using  such  household  items  as  champagne  corks 
and  aluminum  foil.  Flis  genius  was  evident  even  back  then. 

Baumer  moved  to  France  as  a  teenager,  where  he  studied  with  the  Jesuits  and  eventually 
graduated  with  a  diploma  in  engineering  from  L'Ecole  Centrale  des  Arts  et  Manufactures  in 
Paris.  Rather  than  apply  that  knowledge  to  building  bridges,  Baumer  soon  embarked  on  his  life- 
long mission  by  creating  a  popular  costume  jewelry  line,  LORENZ.  In  doing  so,  not  only  was 
he  merging  his  love  of  jewelry  and  engineering,  but  he  was  following  in  the  footsteps  of  suchl 
celebrated  predecessors  as  Jean  Schlumberger,  Fulco  di  Verdura,  and  Rene  Lalique,  all  of  whom 
would  eventually  rise  to  the  top  of  the  design  profession. 
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Broche  Citron 

Lemon  Brooch 
Agate,  jade,  crystal,  diamonds,  yellow  gold 
Lorenz  Baumer's  Collection 

Bague  Dadine 

Diamonds,  white  gold 
Private  Collector 

Boucles  d'oreilles  pendants  Torsade 

Twisted  Pendant  Earrings 
Freshwater  pearls,  sapphires,  diamonds, 
white  gold 
Private  Collector 

Motif  dc  cravate  Coeur  Lorenz  Baumer 

Lorenz  Baumer  Logo  Stickpin 
Rock  crystal,  white  qold 
Lorenz  Baumer's  Collection 


By  1 994,  he  had  moved  from  his  first  shop  on  the  tony  Rue  Royale  to  his  salons  on  the  Place 
Vendome,  which  is  both  the  world's  center  of  art  for  fine  jewelry  and  one  of  the  Citv  of 
Light's  most  vibrant  and  historically  significant  locales.  More  than  any  other  location  in  the 
world,  the  Place  Vendome  practically  defines  luxurv  —  and  luxury  is  what  defines  Baumer's 
philosophy  as  a  jewelry  designer. 

One  can  instantly  see  this  commitment  to  luxury  in  the  high-quality  metals  and  gemstones 
Baumer  uses  in  his  work.  Traveling  as  far  as  Brazil,  South  Africa  or  Australia,  Baumer  seeks  out 
the  world's  finest  diamonds,  emeralds,  sapphires,  citrines,  topazes  and,  his  favorite,  tour- 
malines, which  he  values  for  the  wide  variety  of  their  hues,  crystalline  structure  and  endless 
versatility.  He  revels  in  the  ability  to  use  these  stones  as  an  artist  uses  his  oils,  creating 
complementary  yet  vibrant  color  combinations.  Pearls  are  another  of  Baumer's  most  beloved 
jewels  for  a  multitude  of  reasons,  from  their  shape  and  sparkle  to  their  ability  to  reflect  other 
colors,  and  are  the  centerpieces  for  some  of  his  most  dazzling  creations. 


ADVERTISEMENT  4 


Above:  Collier  Flocons 

Snowflake  Necklace 
Diamonds,  white  gold 
Private  Collector 

Right:  Bracelet  Legume 

Vegetable  Bracelet 
Diamonds,  sapphires,  chalcedony, 
rhodochrosite,  amethyst,  quartz 
Private  Collector 


Bague  Astrale 

Astral  King 
White  Australian  pearls, 
diamonds,  white  gold 
Private  Collector 


SPIRATION  AND  INNOVATIO 

Many  of  his  works  will  be  remembered  years  from  now,  due  in  no  small  part  to 
their  landmark  innovation.  Observers  will  always  marvel  at  his  Flocons 
Necklace,  which  becomes  a  spectacular  tiara  thanks  to  the  pushbuttons  that 
attach  it  to  an  invisible  armature.  Baumer's  Carousel  Ring,  with  a  rotating  top 
that  transforms  from  multicolored  gemstone  pave  to  pure  white,  is  also  unique. 

What  makes  Baumer  unique  among  his  many  contemporaries  is  the  sheer  multitude  of 
inspirations  that  are  incorporated  into  his  always-inventive  designs:  his  love  of  the  sea,  his 
devotion  to  geometry,  his  enchantment  with  calligraphy,  and  even  his  fascination  with 
daguerreotypes,  the  earliest  form  of  modern  photography,  which  forms  the  basis  for  his 
remarkable  watch  dial.  Many  of  Baumer's  most  unusual  pieces  find  their  beginnings  in  paint- 
ings and  sculpture  found  in  the  world's  great  museums  or  objects  discovered  in  local  flea  mar- 
kets, antique  galleries  and  even  on  the  Internet.  In  addition,  some  of  Baumer's  most  famed 
designs  come  from  very  specific  inspirations;  for  example,  his  Astral  Ring  evokes  the  shape  of 
interior  designer  Yonel  Leibovici's  satellite  lamp. 


ATURAL  TALENT 


However,  Baumer's  greatest  inspiration  comes  from  the  world  around  us  —  the  joys  and 
wonders  to  be  found  in  everyday  nature.  Snakes,  bumblebees,  butterflies  and  caterpillars  are 
just  a  handful  of  the  creatures  that  Baumer  studies  and  delights  in  before  working  his  alchemy 
and  turning  their  forms  into  wearable  and  beautiful  shapes. 

The  bounty  of  the  garden  can  be  seen  in  his  spectacular  Vegetable  Bracelet,  which  is  also 
an  example  of  another  signature  Baumer  touch:  a  fondness  for  incorporating  talismans  and 
charms  into  his  work.  In  that  dazzling  piece, 
the  clasp  is  in  the  shape  of  a  ladybug,  a  good 
luck  symbol  thoughtfully  placed  so  the 
wearer  can  touch  it  on  a  regular  basis. 

In  the  end,  Baumer's  dedication  to  the 
principles  of  luxury  has  vaulted  him  to 
the  top  of  his  profession.  Not  onlv  do 

brilliant  designs  add  pleasure,  comfort, 
ion  and  beauty  to  the  life  of  both 

and  admirers,  but  they  will  unques- 

do  so  well  beyond  our  lifetime 
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About  the  NATIONAL  JEWELRY  INSTITUTE 


OFFICERS 
Ashton  Hawkins,  Chairman 
Ralph  Esmerian,  Vice  Chairman 
Judith  Price,  President 
Lucia  Suljic,  Vice  President 

DIRECTORS 
Hcrve  Aaron 
Yvonne  Brunhammer 
Andre  Chervin 
Christopher  Forbes 
Chantal  Miller 
Peter  O.  Price 


The  National  Jewelry  Institute  (NJ1)  was  formed  m  2002  as  a  not-for-profit 
institute  whose  mission  is  to  preserve,  research  and  exhibit  fine  jewelry  from  all  over  the 
world.  The  National  Jewelry  Institute  has  held  exhibitions  in  New  York,  London  and 
Paris  and  will  regularly  hold  exhibitions  at  The  Forbes  Galleries. 

NATIONAL  JEWELRY  INSTITUTE 

Executive  Offices 

40  West  57th  Street,  20th  Floor 

New  York,  NY  10019 

T.  212-541-9459 

For  more  information,  please  contact  lsuljic@nationaljewelryinstitute.org 
or  visit  www.nationaljewelryinstitute.org. 


Many  thanks  to  AXA  Art  Insurance,  Chanel,  The  Citigroup  Private 
Bank,  Hennessy,  Hotel  Le  Bristol  Paris  and  Veuve  Clicquot  for  their 
support  of  this  program. 

This  exhibition  would  not  have  been  possible  without  the  generous 
support  of  our  corporate  partners: 


citigroupj 

private  bank 


SOF ITEL 

HOTELS  &  RESORTS 


Hotel  Le  Bristol  Paris, 

an  exceptional  Palace  filled 

with  life  and  culture, 

which  has  made  service  an  art. 


LE  BRi STOL 

PARIS 

T«!  »33  (C 
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Lorenz  Baumer: 
The  Creative  Process 
of  a  Jeweler 

can  be  viewed  at  The  Forbes  Galleries,  located  at 
62  Fifth  Avenue  at  12*  Street,  New  York,  NY, 
from  April  19,  2007,  through  June  16,  2007. 

The  Galleries  are  open  to  the  public  Tuesday  through 
Saturday  from  10  a.m.  to  4  p.m.,  free  of  charge. 

For  additional  information  about  the  exhibition 
or  The  Galleries,  please  call  212-206-5548 
or  visit  www.forbesgalleries.com. 

Lorenz  Baumer  jewelry  is  available  for  purchase  at 
the  Didier  Aaron  Gallery  from  April  1 9  until  May  1 . 
The  Gallery's  address  is  32  East  67th  Street. 

The  Gallery  hours  are  Monday  through  Friday 
from  10:00  a.m.  to  6:00  p.m. 

The  telephone  number  is  212-988-5248 
and  the  fax  number  is  212-737-3513. 

Lorenz  Baumer 

4  Place  Vendome 
75001  Paris 
www.lorenzbaumer.com 
Phone:  +33  1  42  86  99  33 
Fax:  +33  1  42  86  99  44 
Email:  contact@lorenzbaumer.com 
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PROFESSIONALS 

Member  of  the  global  AXA  Group,  world  leader  in 
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ancial  protection,  f, 


www.axa-art.com 


Art  appreciation  and  how  to  achieve  it. 


dvisory  Service 
e  Citigroup  Private  Bank 


Q:  Are  you  bankers  or  art  professionals? 

A:  We  are  art  historians.  Art  is  our  passion.  However,  Citigroup  was  the  first  to  acknowledge  that  art  is  also 
an  asset  —  and  a  valuable  asset. 

Q:  What  services  do  you  offer  to  your  clients? 

A:  Advice  on  the  purchase  and  sale  of  art  is  first  and  foremost.  We  bring  objectivity  and  expertise  to  a 
decision  that  is  of  en  emotional. 

Q:  And  subjective,  too. 

A:  Clients'  tastes  vary,  of  course.  It  is  important  that  we  understand  what  they  love  or  find  interesting. 
The  painting,  after  all,  will  hang  on  their  wall.  At  the  same  time,  we  work  to  ensure  that  they're 
buying  something  of  quality  and  enduring  value. 

Q:  Are  most  of  your  clients  sophisticated  collectors? 

A:  Many  are,  and  they  look  to  us  to  add  to  and  maintain  their  collections.  But  we  also  have  clients  who  are 
just  starting  out  and  want  to  learn. 

Q:  Do  they  regard  art  as  another  investment  opportunity  within  Citigroup? 

A:  Collecting  art  is  a  pleasure,  but  it  requires  knowledge  to  appreciate  in  worth.  My  advice  to  clients  is: 

Buy  with  your  head  as  well  as  your  heart. 

citigroupT 

private  bank 

TJjinkingfor  Generations' 


"The  Citigroup  Pnvate  Ban:.  iu|  Inc.,  which  provides  its  clients  access  to  a  broad  array  of  products  and  services  available  through  bank  and 

non-bank  affiliates.  Net  all  o.r.  trovided  by  al!  affiliates  or  are  available  at  all  locations.  For  more  information,  contact  a  private  banker  or  relation- 

ship manager.  82007  Citigroup 
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-inured  •  No  Bank  Guarantee  •  May  Lose  Value 
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THE  SETUP 

WINTON  HOUSE 


above  the  former  kitchen 
(15th)  and  bookshelves 
containing  beautiful  leather- 
bound  first  editions,  including 
a  two-volume  1714  Robinson 
Crusoe.  Winding  stone 
staircases  lead  to  what  were 
once  known  as  bedchambers. 
Fortunately,  the  plumbing, 
lighting  and  Internet  access 
belong  to  our  own  times, 
and  the  beds  and  bathrooms 
are  comfortably  contemporary. 

The  2,500-acre  estate, 
with  meadows,  forests  and 
gardens,  offers  activities  that 
range  from  falconry,  fly-fishing 
and  archery  to  laser  paintball. 
Clay  pigeon  shooting 
instructor  Billy  Gordon  knows 
his  stuff:  He  is  a  19-time 
Scottish  national  champion. 

The  master  of  the 
domain  is  Sir  Francis  Ogilvy, 
the  Baronet  of  Inverquarity. 
Alas,  titles  are  no  longer 
synonymous  with  riches,  and 
the  property  today  is  actually 
owned  by  a  family  trust. 
The  soft-spoken,  38-year-old 
Ogilvy  lives  comfortably  with 
his  wife,  Lady  Ogilvy,  and  their 
four  children  in  one  wing  of 
the  residence;  he  manages  the 
property  with  a  small  staff  in 
basement  offices — a  situation 
that's  a  lot  like  rea!  work. 
Recently,  guests  arrived  to 
find  a  fellow  washing  his 
car  off  to  the  side  of  the  house 
and  asked  him  where  they 
might  check  in.  Directed  to 
the  Octagon  Room,  the 
reception  area  (18th  century), 
they  were  greeted  inside 
by  the  same  fellow. 

"Welcome,"  said 
the  Baronet,  having  swiftly 
changed  into  the  tartan 
he  typically  wears  to  receive 
visitors.  "I'm  Francis." 

—  TODD  PITOCK 


OREGON 


THE  SETUP 

GOURMET  FLYFISHING 
ADVENTURES,  INC. 


Deschutes  River:  By  early  June,  the 

2006  salmon-fly  hatch  was  in  full  swing  on  the 
Deschutes  River  in  central  Oregon.  Hordes  of 
two-inch,  orange-bellied  insects  launched  them- 
selves from  the  grassy  banks  of  the  river,  landing  on  our  hats  and  shirts,  then 
on  the  water,  where  the  trout  gratefully  gorged  on  them.  Our  guide  from 
GOURMET  FLYFISHING  ADVENTURES,  David  Renton,  rowed  me  briskly  to  a  shoal. 
By  law,  you  cannot  cast  from  a  boat  on  the  Deschutes,  so  I  clambered  into 
the  icy  water.  "Try  in  the  shadow  of  those  trees,"  Renton  suggested.  On  the 
second  cast  the  fly  disappeared  in  a  swirl.  The  trout  fought  like  a  giant,  rip- 
ping offline.  At  the  net  it  turned  out  to  be  just  14  inches  long  but  as  thick 
as  a  brick,  a  trout  Mike  Tyson.  "These  native  fish  are  all  muscle,"  said  David. 
"Wait  till  you  hook  an  18-incher.  He'll  strip  your  reel  in  this  current." 
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Left:  Objects  in  picture 
are  larger  than  they 
appear;  below: 
challenging  the  rapids 


ECUADOR 

Andean  Highlands:  This 

is  where  Simon  Bolivar  used 
to  sleep  when  he  visited 
Pinsaqui,"  my  guide  explains 
as  he  turns  the  key  in  a 
massive,  18th-century  iron 
lock  and  opens  an  eight- 
foot-tall  wooden  door.  I 
walk  into  a  cool  suite  with 
meter-thick  walls  and  high, 
arched  windows  that  open  onto 
a  greensward  of  trees,  paths 
and  gardens  framed  by 
the  Imabura  volcano  rising 
up  in  the  distance. 

The  HACIENDA  PINSAQUI  is 
Tara  without  the  columns; 
a  grand  house  and  remnant 
from  a  time  gone  by,  days 
when  aristocratic  Spaniards 
bought  huge  land  holdings 
in  the  new  world  and  brought 
their  families  and  culture 
to  the  Andean  highlands 
of  Ecuador.  It  is  also  one 
of  a  number  of  old  haciendas 
in  Ecuador  that  have  found 
a  second  life  offering 
upscale  accommodations 
for  travelers  who  want 
something  more  interesting 
than  a  standard  hotel  without 
sacrificing  comfort  to  get  it. 

Three  of  the  most  notable 
restored  hotels — Pinsaqui, 
plus  HACIENDA  CUSIN  and  LA 
MIRAGE — are  nestled  among 
the  volcanic  slopes  and 


Ten  fish  later,  I  did  hook  a  monster, 
stumbling  downriver  in  pursuit  before 
finally  landing  it  on  a  sandbar.  After 
the  photo,  it  went  back,  in  the  river. 

Gourmet  Flyfishing  descends  the 
33-mile  stretch  of  the  Deschutes  from 
Trout  Creek  to  Maupin  with  two  guides 
for  four  fishermen  in  two  boats,  plus 
two  helpers  manning  rafts  filled  with 
supplies  and  camp  gear.  Running  north, 
the  river  is  a  green  ribbon  flanked  by 
sagebrush  flats  that  rise  to  spectacular 
canyons  of  striped  volcanic  rock.  It  is  hypnotically  beautiful,  but  the  river's  current  can  be 
treacherous  even  for  the  young  and  agile.  Every  year  someone  drowns  or  wrecks  a  boat  in  White 
Horse  Rapids.  A  wading  stick  is  an  essential  item  in  these  parts. 

The  Deschutes  teems  with  big  rainbows,  some  almost  two  feet  long,  and  David  seems  to 
know  all  their  addresses:  "Cast  behind  that  big  boulder,  then  move  up.  Try  a  nymph  dropper 
on  your  fly  and  put  it  in  the  riffles."  I've  never  fished  with  a  guide  who  knew  a  river  so  well. 
David  also  leads  steelhead  trips  in  the  fall.  "Catching  steelhead,  which  have  inhabited  this  river 

for  millions  of  years,  is  almost  a  mystical  experience." 

Every  evening  for  four  nights  we  arrived  at  a  tidy 
campsite  set  up  in  the  sagebrush  flats  or  in  a  green 
pasture  (with  well-designed  outhouse  nearby).  David's 
15-year-old  son,  Dillon,  and  another  assistant  had  already 
raised  and  staked  all  the  large  two-man  tents  (complete 
with  folding  cots  and  chairs),  and  even  a  hot-water  shower 
tent!  The  cook  stove  was  blazing  and  wineglasses  were 
set  on  the  lamp-lit  table.  (We  brought  the  wine  and  bour- 
bon.) The  food  was  remarkable,  from  breakfast  pancakes 
with  real  blueberries  to  rack  of  lamb  or  chicken  breasts 
glazed  with  fig  and  port  sauce.  Railroad  tracks  follow 
the  riverbed.  Every  few  hours  a  freight  train  rumbled 
by,  its  whistle  touching  something  deep  in  the  heart. 

— BARNABY  CONRAD  III 


Relaxed  yet?  The  spa 
*       at  La  Mirage 
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Hacienda  Cusin 
in  its  setting 


neatly  patterned  farmland  of 
Otavalo,  about  two  hours  north 
of  Ecuador's  capital,  Quito. 
The  area's  reputation  for 
beautiful  woven  products 
goes  back  centuries,  and  it  is 
still  famous  for  its  open 
market,  where  indigenous 
artists  sell  handmade  weavings, 
wood  carvings  and  leather 
goods  seven  days  a  week. 

La  Mirage,  a  member 
of  the  Relais  &  Chateaux 
group,  resides  at  the  top  end 
of  elegance  and  comfort. 
Its  luxury  spa  is  a  destir  nn 
in  its  own  right.  A  stay 
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at  La  Mirage  is  transporting, 
though  given  the  lavish 
interior  decoration  of  its 
rebuilt  cabana-style  rooms  and 
suites,  it  may  whisk  your 
subconscious  to  the  gilded 
age  of  Rome  rather  than  17th- 
or  18th-century  Spain.  The 
resort  is  set  among  lush 
garden  paths  and  fountains, 
and  the  service  is  flawless. 
There  are  wood-burning 
fireplaces  in  every  room,  lit 
by  the  staff  while  guests  enjoy 
a  four-course  dinner  in  the 
hotel's  dining  room.  Crawling 
i-strewn 


covers  at  the  end  of  a  cool 
mountain  evening,  guests  also 
find  tapestry-wrapped  hot 
water  bottles  to  warm  their  feet. 

The  spa  at  La  Mirage  has  a 
solar-heated  swimming  pool 
and  Jacuzzi,  and  all  of  its 
treatments  are  provided 
in  front  of  crackling  fires  that 
warm  the  soul  as  well  as 
the  body.  The  spa  also  offers  a 
number  of  intriguing  and 
sumptuous  beauty,  healing 
and  relaxation  treatments  that 
incorporate  indigenous 
elements  and  culture.  There 
are  Ecuadorean  eucalyptus, 
palo  santo  (sandalwood)  and 
volcanic  clay  treatments. 
I  tried  a  cleansing  ritual  and 
emerged,  an  hour  and  45 
minutes  later,  a  thoroughly 
relaxed  and  renewed  woman. 

For  a  more  typical 
encounter  with  the  history 
and  life  of  an  Ecuadorean 
hacienda,  however,  you  might 
prefer  Hacienda  Pinsaqui. 
Pinsaqui  is  a  handsome  place, 
with  tall-ceilinged  galleries 
and  rooms,  most  of  which,  like 
the  hacienda  itself,  date  back 
three  centuries.  The  dining 
room  at  Pinsaqui  also  offers  an 
extensive  menu  of  both  local 
specialties  and  international 
fare  such  as  shrimp  crepes  and 
chicken  cordon  bleu.  The 
bar  is  a  former  tack  room  for 
the  estate's  extensive 
stables,  and  it  retains  the 
feel  of  a  masculine  ranchero's 
cigar  and  whiskey  retreat. 

Hacienda  Cusin  is  more 
intimate,  with  smaller, 
tile-roofed  adobe  buildings 
grouped  around  cobblestone 
courtyards  brimming  with 
equatorial  flowers.  The 
bar,  library  and  other  common 
rooms  at  Cusin  are  cozy 
places  that  invite  guests  to 
curl  up  in  front  of  a  fire  with  a 
locally  woven  alpaca  wrap 
or  a  vino  caliente  to  keep  the 
evening  chill  at  bay. 

Like  Pinsaqui,  the  rooms 
at  Cusin  have  thick  walls 
and  updated  bathrooms,  and 
almost  all  include  wood- 
burning  fireplaces.  Cusin  also 


has  two  suites  and  a  truly 
wonderful  couple's  cottage 
tucked  away  in  a  private  corner 
of  the  gardens.  The  restaurant 
has  a  more  limited  menu 
but  the  food  is  excellent, 
with  fresh  produce  from  the 
estate's  own  vegetable  gardens. 
Many  of  the  hacienda's 
rooms,  including  a  multimedia- 
equipped  conference  and 
reception  center,  also  offer 
wireless  Internet  access. 

Ecuador  is  a  land  where 
many  elements  meet,  where 
lush  virgin  rain  forests  butt  up 
against  the  high  slopes  of 
still-rumbling  volcanic  craters, 
where  indigenous  and  Spanish 
cultures  mix  in  everything 
from  food  and  religion 
to  everyday  dress  code,  and 
where  history  is  not  a  distant 
fact  but  a  vibrant  and  living 
part  of  modern-day  life. 
It's  impossible  to  explore  it  all 
in  one  visit,  but  a  stay  at 
a  hacienda  retreat  offers  an 
opportunity  to  experience 
a  surprisingly  diverse 
combination  of  those  elements 
in  comfort,  warmth  and  style. 

—LANE  WALLACE 
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LA  MIRAGE  GARDEN  HOTEL  &  SPA 


HACIENDA  PINSAQUI 


HACIENDA  CUSIN 


Reserve  a  car  that's  made  for  the  environment. 


Make  a  reservation  for  conservation.  With  the  Hertz  Green  Collection,  you  can  drive  more  economically  and  do 
something  good  for  the  environment.  And  you  can  reserve  the  specific  make  and  model  that  you  want.  So  the  car  you 
reserve  is  the  car  you  get.  Toyota  Camry.  Ford  Fusion.  Buick  LaCrosse.  Hyundai  Sonata.  There  are  nearly  35,000  cars 
in  the  line  and  all  have  an  EPA  highway  fuel  efficiency  rating  of  28  miles  or  more  per  gallon.  And  most  cars  carry  EPA's 
SmartWay  certification*  To  reserve  a  Green  Collection  vehicle,  go  to  hertz.com  or  call  1-800-654-3131.  So  now  you 
can  be  good  to  the  environment  you  drive  in.  It's  another  reason  why  We're  Hertz.  They're  Not. 

•Indicates  lower  emissions  of  air  pollutants  and  greenhouse  gases. 


hertz.com 

Green  Collection  vehicles  available  at  major  U.S.  airport  locations.  ®  Reg.  u  s.  Pat.  off.  ©2007  He  :  system,  mc 

FOR  YOUR  INFORMATION:  Green  Collection  vehicles  have  a  minimum  28  MPG  EPA  Highway  Rating  based  on  the  2007  Fuel  Economy  Guide  published  on  fueleconomy  gt  >v 
Actual  mileage  may  vary.  Advance  reservations  are  required  Standard  rental  conditions  and  return  restrictions  must  be  met.  Minimum  rental  age  is  21,  age  differential  charges 
and  other  exceptions  may  apply.  Call  your  travel  agent.  Hertz  at  1-800-654-3131.  or  visit  hertz.com  for  further  details. 
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PARIS  PRIVE 


Paris:  Here's  the  problem  with  Paris:  Too  many  people  love  it.  You  need 
NFL  linebackers  to  clear  a  sightline  to  the  Mona  Lisa;  the  Eiffel  Tower  loses 
its  drama  when  you're  mashed  into  an  elevator  with  half  the  gawking  tourists 
in  Europe.  If  only  the  city  could  reveal  its  magic  to  you. .  .alone!  •  Now  it  can. 
•  Thanks  to  PARIS  PRIVE,  it  is  possible  to  see  the  city's  attractions  in  very  ex- 
clusive visits.  And  we  don't  mean  small  groups  still  sharing  breathing  room 
with  the  hoi  polloi.  We're  talking  seeing  the  Louvre  by  yourself.  At  night. 
With  only  a  uniquely  skilled  guide  to  lead  you  through  the  empty  galleries.  If 
you've  read  The  Da  Vinci  Code,  you  can  even  fantasize  about  finding  a  blood- 
ied curator  on  the  polished  marble.  Not  that  you  would.  Fantasize,  I  mean. 

But  it's  not  just  the  headlined  at- 
tractions that  make  Paris  Prive  so  ex- 
ceptional. The  company  also  offers 
private  excursions  and  tours  of  places 
you'd  never  think  to  visit — and  could- 
n't without  beaucoup  de  clout.  During 
Fashion  Week,  for  example,  I  got  a 
behind-the-scenes  look  at  one  of  the 
city's  famed  ateliers.  In  a  remote  loca- 
tion, 20  highly  skilled  workers  were 
furiously  sewing  on  lace  and  stitching 
embroidery  for  the  next  morning's 
Givenchy  show.  It  was  an  extraordinary  90-minute  tour,  not  the 
kind  you  find  in  the  index  of  Fodor's. 

Maybe  you've  come  to  Paris  for  perfume — created  just  for 
you.  One  of  the  industry's  famous  "noses" — who  work  for  the 
likes  of  Dior,  Jean  Paul  Gaultier  or  Yves  St.  Laurent — will  come 
to  your  hotel  for  a  consultation  then  invent  a  scent  unique  to  your 
personality.  Or  you  can  get  exclusive  advice  from  a  Guerlain  cos- 
metician who  will  turn  your  face  into  a  work  of  art. 

Seemingly  nothing  is  out  of  bounds.  Three-star  chefs  share 
their  secrets;  Versailles  is,  for  awhile  anyway,  your  personal  palace. 

Need  we  say,  such  exclusivity  does  not  come  cheap?  A  Louvre 
tour,  for  instance,  can  run  to  about  $26,400  for  a  group  up  to  20 
people;  a  tete-a-tete  with  restaurateur  Alain  (LArpege)  Passard 
costs  about  $1,600  for  a  dinner  for  two  (not  including  wine).  But 
how  many  people  can  have  their  own  private  Paris? 

—JONATHAN  BLACK 
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Under  the  right  conditions, 

THE    SUMMIT    OF    HAPPINESS  CAN 
BE    REACHED    AT    SEA  LEVEL. 


When  life  feels  perfect. 


Contact  your  travel  consultant, 
visit  www.fourseasons.com  or  in  the  u.s.  call  1-86  6-  894-0  0  6  0. 


ASTON  MARTIN 


Field  Notes  by  Andrew  Harper 


Cold  Comfort 


One  resort-goer,  in  search  of  a  simple 
massage,  discovers  that  the  spa 

craze  has  gotten  a  bit  out  of  hand. 


ave  you  ever  felt  the  urge  to  be 
smothered  in  tomatoes  and  pa- 
prika? Or  basted  with  Jamaican 
vild  yams?  Or  rolled  in  cinnamon? 
I  didn't  think  so. 

Nor  has  anyone  else,  to  my  knowledge. 
But  that  hasn't  stopped  a  growing  number 
)f  spas  around  the  world  from  cooking  up 
some  pretentious  and  often  inane  thera- 
}ies  seemingly  designed  to  make  clients 
reel  more  like  a  Wolfgang  Puck  recipe 
than  a  happy  and  relaxed  camper. 

In  1999  there  were  4,143  spas  in 
America.  In  2006  there  were  13,757 — an 
increase  of  232  percent.  One  reason  for 
the  boom  is  that  spas  have  become  huge 
profit  centers  for  resorts  worldwide.  And 
the  more  spas  there  are,  the  greater  the 
striving  to  be  different.  Call  it  therapy 
inflation.  One  after  another  trots  out  its 
irray  of  "exotic, ""secret"  or  "ancient"  treat- 
ments often  promoting  miraculous,  but 
questionable,  health  benefits.  Lost  in  all 
the  marketing  razzmatazz  have  been  the 
simple  facial  and  the  good  old  straightforward  massage. 

Over  the  years  and  millions  of  miles  I've  traveled,  I've 
i>een  the  target  of  a  good  deal  of  therapy  inflation.  How 
to  define  it?  That  may  be  impossible  to  do  precisely, 
but  as  Justice  Potter  Stewart  once  said  of  pornography, 
I  know  it  when  I  see  it. 

Let's  start  with  a  few  dead  giveaways:  I've  been  offered 
massages  using  prickly  pear  cactus  blossoms,  apricot  pits, 
crushed  bamboo  and  cornmeal. 

The  Sanctuary  on  Camelback  will  deliver  bags  of 
freeze-dried  seawater  to  your  bath,  teeming  with  "liquid 
algae."  The  Phoenician  prides  itself  on  caviar  facials, 
while  the  Ritz-Carlton  San  Juan  extols  its  papaya  and 
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doonbeggolfclub.com 


Counly  Clare,  Ireland 


Doonbeg  Golf  Club, 
a  delightful  combination 
of  beautiful  seaside 
accommodations,  unparalleled 
service,  and  spectacular 
links  golf,  is  making  its 
privately  owned  cottages  and 
suites  available  to  visitors 
when  Members  are 
not  in  residence. 

l-866-DOONBEG"  DOODBCQ 
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mango  smoothie  facials.  Another  hotel 
spa  touts  a  sensual  gemstone  therapy  that 
"infuses  oils  with  the  healing  energies 
of  diamonds,  rubies,  emeralds  and  sap- 
phires." (Why  not  just  let  the  lady  take  the 
rocks  home  and  really  be  energized?) 

At  Bellagio  in  Vegas,  the  piece  de 
resistance  is  a  $160  detox-thalasso  body 
treatment.  "It's  very  much  in  vogue,  sir,  as 


fall  for  the  Shirodhara  massage  at  an-fl 
other  spa,  which  claimed  to  relieve  stress! 
and  calm  the  mind.  I  had  30  minutes  tq 
ponder  how  this  was  possible  while  I  lau 
on  my  back  and  a  continuous  stream  ol 
hot  oil  was  poured  on  my  forehead  from 
a  vessel  above.  I  kept  wondering:  Is  this 
allowed  by  the  Geneva  Convention? 
My  final  word  of  caution:  Beware  any 


The  more  spas  there  are,  the 
greater  the  striving  to  be  different. 

Call  it  therapy  inflation 


we  only  use  the  finest  French  seaweed," 
the  concierge  told  me.  Now,  I  love  French 
wines,  cuisine  and  haute  couture,  but 
what's  the  chic  appeal  of  pulverized  sea- 
weed from  the  coast  of  Brittany?  And 
how  do  they  know  the  stuff  didn't  drift 
north  from  Spain?  Wouldn't  good  old 
American  seaweed  from  Cape  Cod  be 
half  the  price? 

Another  red  flag  I've  learned  to  watch 
out  for  is  any  kind  of  voodoo  therapies 
involving  New  Age  remedies  and  "cures." 
The  Eastern  Europeans  in  particular 
seem  to  specialize  in  group  mineral  baths 
and  colon  cleansings  with  electronic,  bio- 
energizing  zappers  (don't  ask). 

I'm  slightly  claustrophobic,  but  I  once 
consented  to  "thalassotherapy  treatment" 
after  which  I  was  wrapped  in  foil  like  a 
baked  potato  and  left  to  season  for  an  hour. 

And  then  there  was  the  clay  wrap  at 
the  Boulders' Golden  Door  Spa.  Let's  just 
say  you  have  to  be  a  hard-core  spa  rat 
to  appreciate  being  transformed  into  an 
adobe  brick. 

Now  and  then  I've  had  the  good  sense 
to  pass  on  unusual  treatments.  One  was 
the  "Fountain  of  Youth  Facial"  at  a  Santa 
Fe  spa.  It  employed  an  electrical  stimu- 
lation machine  to  flap  and  elongate  the 
facial  muscles.  I  decided  it  wasn't  worth 
$125  to  resemble  a  basset  pup.  Another 
doozy  was  the  "Honey  Buns"  signature 
sensation  at  the  Honey  Child  spa  in 
Chicago,  a  sort  of  facial  for  the  other 
cheeks  that  included  a  honey-infused 
rump  mask.  Enough  said,  I  think. 

I  took  a  pass  at  Brenner's  Park  in 
Baden-Baden,  where  the  spa  boasts  of  its 
"body  torture  massage."  I  did,  however, 


spa  that  tells  you  it's  mandatory  to  visit) 
its  "meditation  room"  for  a  "consultation" 
before  your  treatment.  There  you  will 
be  lectured,  as  I  once  was  at  an  Arizona 
resort,  about  "modalities,"  "chakras"  and 
the  need  to  determine  whether  fresh  avo- 
cado, brown  rice,  bananas  or  yogurt  suited 
my  skin  type. 

Spas  are  bolstering  their  bottom  lines 
with  everything  from  "numerology  read- 
ings" to  "primordial  sound  meditation." 
Shamans  are  all  the  rage  at  more  cut- 
ting-edge resorts,  reorienting  "auras"  with 
assorted  crystals.  (One  spa  I  know  of  will 
fluff  ceremonial  feathers  around  you  as  if 
you're  a  robin's  egg.)  And  my  favorite?  Big 
Sur's  Post  Ranch  Inn's  "Soul  Retrieval" 
sessions  promise  to  "incorporate  the  en- 
ergy of  your  power  animal." 

Don't  get  me  wrong.  I'm  not  anti-pro- 
gress, and  I  understand  that  even  a  few  of 
the  very  ancient  spa  traditions  can  appear 
odd.  For  example,  I'm  certain  that  the  first 
time  an  Ashiatsu  masseuse  walked  on  a! 
client's  back  centuries  ago  he  thought, 
What's  up  with  that?!  The  Turkish  ham- 
mam  dates  back  to  the  Ottoman  Empire,, 
and  part  of  the  traditional  cleansing  pro- 
cess still  involves  removing  all  body  hair. 

To  each  his  own,  I  suppose.  All  this 
traveler  really  asks  for  at  a  nice  resort  isi 
a  old-fashioned  rubdown  with  lightly 
scented  oils.  Now  that  my  power  animal 
has  been  unleashed,  however,  I  may  just 
have  to  stay  in  my  room  and  scratch 
behind  my  own  ear.  • 

Andrew  Harper  is  the  editor  of  Andrew 
Harper's  Hideawav  Report,  www. andrew 
harper.com 
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THE  EMERALD  ISLE,  POLISHED 


Bringing  unsurpassed  accommodation  and  unparalleled  service  to  authentic  links 
golf,  The  Lodge  at  Doonbeg  Golf  Club  delights  visitors  with  unprecedented  luxury 
and  every  modern  convenience  while  preserving  the  inimitable  charm  of  Ireland. 

77k  LODGE 

OOONBEG      GOLF  CLUB 

1-866-DOONBEG 

doonbeggolfclub.com 

County  Clare,  Ireland 
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Style  &  Design  by  Thomas  Jackson 


Hardware 
Genius 

SA  Baxter  combines 

old  and  new  technologies 
to  create  stunning 

architectural  fixtures. 
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Open  sesame: 
fixtures  from  SA 
Baxter's  collection 


c 

cott  Baxter  is  about  the  last  guy  youd  expect  to 
I  find  selling  doorknobs  and  drawer  pulls.  Mo 
^  of  his  career  has  been  spent  flying  high  in  th« 
technology  sector,  working  at  firms  like  Sun  Micro 
systems,  Qwest  Communications  and  Teoma  Technologies 
which  he  cofounded.  In  recent  years  he  has  headed  hi: 
own  venture  capital  firm,  Baxter  Investments,  LLC.  Bu 
something  happened  when  he  was  building  a  house  fo 
himself  not  long  ago.  The  time  had  come  to  source  tha 
fixtures,  and  he  couldn't  find  anything  on  the  market  tha 
matched  his  vision.  So  he  did  what  any  sensible  capital- 
ist would  do:  He  set  out  to  create  his  own,  hiring  design 
ers,  researching  the  various  manufacturing  processes  anc 
locating  the  machine  shops  and  foundries  that  could  dc 
the  job.  Eventually  he  finished  the  house,  but  he  kep 
going  with  the  fixtures. 

SA  Baxter,  his  new  company 
takes  a  unique  approach  to  thaj 
architectural-hardware  business 
Marrying  21st-century  advances  tc 
age-old  techniques  borrowed  fronj 
the  jewelry  and  sculpture  indust- 
ries, the  company  is  able  to  produce 
high-end  custom  designs  with  re^ 
markable  speed.  What  similar  com- 
panies might  do  in  8  to  12  months 
SA  Baxter  can  accomplish  in  weeks 
or  even  days.  It  does  so,  Baxter  says,"b}| 
applying  technology  to  the  front  end."Il 
a  client  wants,  say,  doorknobs,  thumb  turns 
and  hinges  featuring  a  gothic  rosette  pattern, 
one  of  the  company's  designers  will  employ  the 
latest  in  3-D  imaging  technologies  to  work  up  virtual 
prototypes  that,  once  approved,  can  be  e-mailed  to  the 
factory  in  Chester,  New  York.  There,  high  technology 
gives  way  to  old-world  methods.  Molds  are  made  accord- 
ing to  the  prototypes,  and  through  the  lost  wax  process 
the  fixtures  are  cast  in  bronze,  white  bronze  or  brass.  Any 
of  200  finishes  can  then  be  applied — from  chrome  to 
gold  to  hammered  copper.  And  then  they're  delivered, 
mere  weeks  after  conception,  ready  to  last  a  lifetime. 

$80  to  $500 per  piece,  depending  on  complexity  and finish, 
(800)  407-4295;  www.sabaxter.com. 
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Investment  Banking  •  Private  Banking  •  Asset  Managemen 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience 
and  expertise  globally,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 
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Peter  Goldmacher's  flirtation  with  poster  art 
began  in  a  Paris  flea  market  while  on  vacation 
in  2001.  There,  the  37-year-old  San  Francisco 
esearch  analyst  first  discovered  the  bold,  cartoonish  im- 
ges  of  mid-century  advertisements.  But  it  wasn't  until 
le  saw  his  first  Air  France  poster  that  he  truly  fell  in  love. 

"The  unbelievable  detail.. .the  elegance.... They  remind 
ne  of  a  simpler  time  when  travel  was  luxurious,"  he  says. 

Six  years  and  dozens  of  posters  later,  Goldmacher's 
ollection  has  spilled  into  the  homes  of  five  family  mem- 
>ers  willing  to  lend  him  wall  space.  He  has  50  French 
ravel  posters  in  all,  and  hopes  to  double  his  inventory  in 
he  next  few  years. 

For  Donna  De  Coursey,  the  addiction  began  30  years 
igo  on  a  routine  walk  home  from  work.  A  poster  hang- 
ng  in  the  window  of  the  Chisholm  Gallery,  then  in 
lowntown  Manhattan,  caught  her  eye:  a  grand  chateau 
n  France's  Loire  Valley,  a  perfect  sky,  vibrant  flowers.  It 
nade  her  stop  in  her  tracks  and  stare. 

"These  posters  look  like  photographs  from  far  away," 


Wish  in 
Vous  Were 
Here 

Even  after  100  years, 
French  poster  art  still  has 

the  power  to  seduce. 
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Eye  candy:  A.  Schindeler's 
"Autour  du  Monde"  could  fetch 
$25,000  at  auction  in  May 


most  coveted.  Jack  Rennert,  founder  of  stone  lithography  technique  pioneered  by 

International  Poster  Auctions  in  New  Jules  Cheret  at  the  end  of  the  19th  centuni 

York,  which  held  the  first  poster  auction  in  enabled  advertisers  to  produce  vibrantl) 

the  U.S.  in  1979,  will  run  an  auction  this  colored  posters  aimed  at  reaching  every- 

May  in  which  the  four  top  French  travel  one  from  cigarette  smokers  to  Champagne 

Poster  collectors  bring  a  touch  of 
joie  de  vivre  into  their  living  rooms. 


De  Coursey,  56,  says.  "The  colors  are  so 
striking.  As  you  get  closer  you  can  see  the 
azaleas,  the  three  different  colors  of  pink, 
the  variations  in  the  lines." 

De  Coursey  and  Goldmacher  aren't 
the  only  ones  who've  fallen  for  the  sand- 
washed  beaches  of  Monaco,  ladies  loung- 
ing on  the  Cote  d'Azur  or  the  promise 
of  a  luxury  journey  to  another  part  of  the 
world.  French  travel  posters  are  enjoying  a 
surge  of  popularity  as  Francophiles,  past 
vacationers  and  those  just  looking  to  bring 
a  touch  of  joie  de  vivre  into  their  living 
rooms  scoop  them  up  for  far  less  than  they 
would  pay  for  most  other  forms  of  art. 

"You  can't  go  in  and  get  a  really  great 
oil  painting  at  an  auction  or  in  a  gallery 
for  $5,000,"  said  Gail  Chisholm,  owner 
of  the  Chisholm  Gallerv.  "But  you  can 
with  posters." 

While  a  few  hundred  i  liars  can  still 
buy  a  good-quality  French  travel  poster, 
you'll  need  tens  of  thousa:         orab  the 


posters  are  expected  to  sell  for  $3,000  to 
$25,000.  At  Christie's,  rare  ones  have  gone 
for  close  to  $40,000. 

Chisholm  has  been  in  the  business  for 
more  than  30  years  and  has  seen  demand 
increase  dramatically. 

"When  I  first  started  out  I  could  go 
to  Paris  and  come  home  with  a  hundred 
posters,"  she  said.  "Now  for  the  same 
price,  I'd  only  come  back  with  half  of  one." 

A  major  reason  for  such  high  demand 
is  limited  supply.  These  posters  weren't 
meant  to  last  forever.  The  multi-color 


drinkers.  By  the  1890s,  France's  multiple 
railway  companies  began  plastering  their 
stations  to  entice  travelers  with  scenes 
of  beautiful  people  in  beautiful  places 
throughout  the  country. 

People  began  collecting  them  immed- 
iately. But  after  two  world  wars,  most 
posters  survived  in  large  caches  found  in 
travel  agents' back  rooms  or  in  the  base- 
ments of  avid  collectors.  Bruce  Skilbeck, 
who  runs  PosterClassics.com  from  Annecy, 
France,  remembers  one  particular  story 
about  a  great  poster  find  in  the  1970s: 


Au  voyage:  a  change  of  scene  beckons 


"Two  little  old  ladies  had  been  col- 
ecting  since  the  1890s.  When  they  died, 
50,000  beautiful  stone  lithograph  posters 
were  uncovered.  Someone  bought  the 
whole  lot  and  set  up  shop,"  he  says. 

Collectors  who  aren't  as  lucky  still  have 
iccess  to  a  wide  range  of  resources,  includ- 
ing galleries,  auction  houses  and  online 
vendors.  According  to  Rennert,  a  poster's 
value  is  based  on  four  things:  artist,  sub- 
ect,  rarity  and  condition. 

Familiar  artists  from  the  early  1900s 
;uch  as  Constant  Duval,  Georges  Dorival 
ind  Julien  Lacaze  and  the  later  Art  Deco 


UPCOMING  AUCTIONS:  International  Poster 
Auctions  I  May  6,  2007  New  York,  NY  I 
www.posterauctions.com  •  Swann  Galleries 
November  2007  i  New  York,  NY 
(212)  254-4710  www.swanngalleries.com 

UPCOMING  SHOWS:  iVPDA  October  19-21, 
2007  Metropolitan  Pavilion,  New  York  City 

October  26-28,  2007  Fort  Mason  Center, 
San  Francisco  •  A.M.  Cassandre  Exhibition 

Chisholm  Gallery  May  2007  (212) 
243-8834  www.vintagepostersnyc.com 

WEBSITES:  www.posterclassics.com 
www.parisposters.com  www.ivpda.com 


masters  A.M.  Cassandre  and  Roger 
Broders  can  fetch  hefty  sums:  But  buyers 
should  beware  of  buying  solely  on  name. 
Some  of  the  most  highly  prized  works  are 
jaw-dropping  one-offs  by  artists  whose 
names  rarely  appear  again  (such  as  A. 
Schindeler's  "Autour  du  Monde,"  page  72). 
Nicholas  Lowry,  president  of  New  York's 
Swann  Galleries,  which  holds  a  travel 
poster  auction  once  a  year,  advises  buyers 
to  consider  each  poster  on  its  own  merits: 
"The  market  is  absolutely  increasing,"  he 
says.  "But  not  all  ships  rise  with  the  tide." 

The  destination  depicted  must  also 
be  considered.  Anything  in  the  South 
of  France  fetches  a  premium — Monaco, 
Monte  Carlo  and  Nice  are  all  highly 
sought  after.  Add  people  on  the  beach 
under  those  palm  trees,  and  it  becomes 
even  more  desirable.  Make  them  beautiful 
women,  and  the  poster  gets  another 
bump.  If  it's  an  extremely  rare  poster — 
meaning  only  a  few  dozen  are  in  exis- 
tence— well,  be  prepared  to  add  a  few 
zeros  to  that  check. 

The  IVPDA,  or  International  Vintage 
Poster  Dealers  Association,  was  created  in 
1996  to  ensure  across-the-board  quality 


and  now  has  80  members.  Posters  are  rated 
on  a  letter  scale,  but  few  sold  at  auction  dip 
below  "B"  quality.  Small  tears  or  pinholes 
are  common,  but  the  color  always  reveals 
the  quality  of  an  original  lithograph.  The 
artist's  signature  should  be  crisp  and  clear, 
even  on  a  poster  a  century  old. 

There  are  other  ways  to  spot  a  repro- 
duction. For  example,  the  history  of  the 
Chemin  de  Fer  posters  echoes  the  history 
of  the  French  railroad  itself.  When  the 
lines  were  incorporated  in  the  mid- 1930s, 
a  standard  poster  size  was  issued.  If  it's  not 
62  by  100  centimeters,  it  didn't  hang  in  a 
Paris,  Lyon,  Mediterranean  rail  station. 

Will  the  bubble  burst?  Not  anytime 
soon,  according  to  Rennert's  Poster  Prices 
VIII — a  chronicle  of  every  poster  he's  ever 
sold  at  auction.  The  aforementioned  "Autour 
du  Monde,"  which  features  the  flags  of 
many  countries  around  the  earth,  sold 
for  $2,200  in  1985.  It's  expected  to  grab 
between  $20,000  and  $25,000  in  May. 

Collectors  will  probably  be  itching 
to  get  their  fix  for  years  to  come.  Albert 
Dery,  co-owner  ofParisPosters.com,  knows 
why:  "These  posters  are  more  than  just 
advertising.  They  make  people  dream."  • 
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Decking:  ::»x  B:cis:Ua    Color:  .-.  Anr.ire:  3:1 


Take  off  your  shoes  and  come  outside.  Life  just  feels  better  on  Trex; 

We  specially  designed  Trex  decking  and  railing  to  fit  perfectly  in  your  lifestyle.  There  are 
many  imitators,  but  only  Trex  offers  a  natural  look  and  comfortable  feel  that  no  composite 
product  can  match  Unlike  wood.  Trex  will  never  rot  or  splinter.  And  you  will  never  have  to 
sand  or  stain  Trex.  So  you'll  spend  more  time  relaxing  on  your  deck,  instead  of  working  on  it. 


i  oox  M  ving  should  feel. 

v  www.trex.com  today  Or  call  1-800-BUY-TREX,  ext.  393. 


Golf  by  Todd  Pitock 


Golf  Streams 

The  Caribbean  may  not  have  invented  the  game,  but  it's 
developed  some  of  the  finest  courses  in  the  world. 


olf,  at  least  the  game  as  we  know  it, 
began  on  a  big  island  at  a  northern 
^»  ^  latitude  with  very  bad  weather, 
iwhich  may  explain  why  the  Caribbean 
islands  took,  so  long  to  warm  to  it.  Maybe 
they  didn't  think  it  was  for  them:  If  you  can 
ie  on  a  beach,  why  stand  in  a  sand  trap? 

It's  not  that  there  wasn't  any  golf  before, 
just  that  recently  island  golf  is  enjoying 
something  of  a  boom.  Some  of  this  is  due  to 
increased  investment  aimed  at  expanding 
tourism  and  to  the  discovery  of  settings  that 
lend  themselves  to  good  layouts.  The  inno- 
vation of  paspalum,  a  grass  that  can  tolerate 
the  constant  salt-filled  sea  breezes  and  keeps 
a  lush  green  color  year-round,  has  also 
helped.  Some  worn-out  tracks  have  been 
renovated  and  new  ones  added,  including  in 
places  that  had  little  or  no  golf  at  all. 

Several  of  the  designs  feature  celebrity 
signatures,  many  of  which  are  neither  for 
the  shy  of  heart  nor  the  light  of  wallet. 
•Notables  who  have  put  their  John  Hancocks 
on  courses  include  Nicklaus,  Player,  Norman, 
|Thomas  McBroom,  Fazios  Tom  and  Jim, 
T)ye  pere  and  fils,  and  the  Joneses,  Trents 
and  Rees.  One  reason,  surely,  is  that  their 
brands  signal  to  hotel  guests  that  the  courses 
iare  high  quality.  They  also  increase  real 
estate  values  in  the  numerous  residential 
[communities  springing  up  around  them. 

The  Bahamas,  Barbados  and  Puerto  Rico 
tare  all  well-known  and  worthwhile  golf 
destinations.  Here  are  a  few  other  pretty  terrific  picks: 
The  Dominican  Republic  is  hot,  and  the  pace  of  open- 
ings seems  likely  to  establish  the  country  as  the  region's 
choice  golf  destination.  The  course  that  has  gotten  the 
most  attention  recently  is  Punta  Espada,  the  first  at  Cap 


Could  this  be  love?  The  White  Witch  is  Jamaica's  most  challenging  course. 
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Cana  and  a  Jack  Nicklaus  signature,  which 
opened  last  fall.  The  7,382-yard  route 
includes  eight  ocean-side  holes  and  others 
that  make  use  of  the  area's  bluffs  and 
beaches.  In  Punta  Cana,  Nick  Faldo's 
Roco  Ki  Resort  opens  in  2007,  as  does 
Nick  Price's  Punta  Blanca  near  the  new 
Majestic  Colonial  Beach  Resort.  In  2008, 
Tom  Fazio's  Corales  golf  course,  a  private 
membership  club  at  Puntacana  Resort  6c 
Club,  and  PR.  Dye's  Hacienda,  for  hotel 
guests,  both  open  while  a  second  Nicklaus 
design,  Las  Iguanas  Golf  Course,  is  under 
construction,  which  will  bring  the  number 
of  D.R.  courses  to  22. 

If  you're  more  inclined  to  try  a  new 
course  that's  had  a  chance  to  mature,  visit 
the  Guavaberry  Golf  6c  Country  Club, 
which  opened  in  2002  on  the  south  coast. 
The  Gary  Player  design  routes  over  for- 
mations of  coral  rock,  one  of  which  rises 
on  either  side  of  a  double  green  on  the  sig- 
nature #13. 


Swingin'  in 
The  Rain 


> Rainy-day  golfers  take  note: 
Sun  Mountain's  H20  Tech  golf 
bag  is  built  from  waterproof  nylon, 
with  sealed  seams  and  zippers  to 
keep  your  wallet  and  cell  phone  dry 
while  you're  out  getting  soaked. 
$230.  www.sunmountain.com. 


The  only  knock  on  the  D.R.  is 
that  resorts  tend  to  be  spread  out 
and  not  that  accessible  to  one 
another,  so  the  large  number  of 
courses  suggests  a  more  varied 
experience  than  most  players  are 
likely  to  have.  That  said,  Casa 
de  Campo  has  three  outstanding 
designs  within  its  7,000-acre 
complex.  The  most  famous  is 
Teeth  of  the  Dog,  the  Pete  Dye 
course  that  has  consistently  been 
rated  one  of  the  world's  best  and 
which  reopened  in  December 
2005  after  an  extensive  makeover. 
Dye's  most  recent  Caribbean  de- 
sign is  Dye  Fore,  which  contours 
along  the  Chavon  River,  the  loca- 
tion for  parts  of  Apocalypse  Now. 
If  it  weren't  overshadowed  by  Teeth,  the 
7,770-yard  route  would  get  more  atten- 
tion for  its  beauty  and  challenge.  The  neg- 
lected-sibling  course  is  the  Links,  which 
is  more  forgiving  than  the  other  two  but 
worthy  of  respect.  (888)  374-6361,  www. 
godom  in  ican  republic,  com. 

Jamaica's  golf  scene  goes  back  to  the 
colonial  era:  The  Manchester  Country 
Club,  a  nine-hole  layout  in  the  south,  was 
built  by  the  Duke  of  Manchester  in  1865; 
it's  the  oldest  in  the  Caribbean  and  some 
say  the  Western  Hemisphere.  The  newer 
and  refurbished  courses  around  Montego 
Bay  are  the  reason  to  go,  however:  Three 
are  clustered  within  about  a  driver  and  an 
iron  of  one  another,  including  the  Half 
Moon  Golf  Course,  renovated  in  2005; 
the  White  Witch,  opened  in  2000  by  the 
Ritz-Carlton  Golf  6c  Spa  Resort;  and  the 
Rose  Hall  Resort  6c  Country  Club,  which 
was  renovated  in  2000. 

In  addition  to  the  excellent  quality  of 
the  courses,  the  variety  of  the  terrain  is 
surprising  given  how  close  they  are  to 
one  another.  The  Half  Moon  is  flat  and 
tree-lined,  set  back  from  the  sea;  Rose 
Hall,  formerly  known  as  Cinnamon  Hill, 
an  allusion  to  Johnny  Cash's  house  on  the 
14th  hole,  is  a  seaside  links  on  the  front 
nine  that  morphs  into  a  mountain  course 
on  the  back  nine,  with  lots  of  jungle  and 
ravines;  the  White  Witch  is  a  mountain 
course,  all  peaks  and  valleys,  and  it's 
said  to  be  the  island's  toughest  course. 
The  Rose  Hall  Golf  Association  offers 
a  "golf  around  package  that  allows  you 
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Pebble  Beach-esque:  the  17th  at  Roco  Ki  in  the  D.R. 

to  play  all  three  for  $125  per  course, 
including  cart  and  caddy,  www.visitjamaica. 
com  and  www. rosehallgolf.com. 

The  biggest  change  in  the  region, 
though,  has  been  the  emergence  of  courses 
on  some  of  its  smallest  islands. 

In  St.  Kitts  and  Nevis,  which  are  soi 
close  they  nearly  connect,  Marriott  com- 
pleted the  opening  of  Royal  St.  Kitts 
in  2004.  The  Thomas  McBroom  course 
has  80  bunkers  to  go  along  with  a  dozen 
lakes,  with  three  holes  along  the  Atlantic 
Ocean  and  two  fronting  the  Caribbean. 
Over  on  Nevis,  the  Four  Seasons  spent 
$10  million  to  renovate  its  property. 
The  golf  course,  a  Robert  Trent  Jones  II 
design  that  originally  opened  in  1991,  has 
a  monkey  colony  on  its  back  nine,  where 
the  land  elevates  400  feet  to  offer  views  of 
the  36-square-mile  paradise.  Four  courses 
are  planned  on  the  islands,  including 
an  Ian  Woosnam  design  scheduled  for 
2011.  For  Royal  St.  Kitts,  (869)  466-2700, 
www.royalstkittsgolfclub.com;  for  Nevis, 
(869)  469-1111,  www.fourseasons.com. 

In  Anguilla  in  the  British  West  indies, 
the  Temenos  Golf  Club,  a  7,200-yard  Greg 
Norman  design,  opened  last  November; 
the  St.  Regis  Resort  6c  Residences  opens 
in  2008.  The  16-mile  long,  3-mile-wide 
island,  an  hour's  flight  from  San  Juan  or 
seven  minutes  from  St.  Martin,  has  very 
little  room  for  development,  which  is  its 
appeal  for  anyone  who  wants  his  golf 
stirred  with  natural  beauty  rather  than 
shaken  with  casinos  or  cruise  ships  emit- 
ting hordes  of  shoppers.  The  course  has  an 
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In  the  heart  of  the  Caribbean  there  is  a  place  where  time  is  told  by  the  changing  of  the  tides 
and  luxury  blends  perfectly  with  nature.  Cap  Cana  is  creating  a  world-class  experience  with 
its  three  miles  of  white-sand  beaches,  three  Jack  Nicklaus  Signature  golf  courses,  the  most 
complete  state-of-the-art  marina  in  the  Caribbean  and  its  breath-taking  residences.  Come  and 
discover  why  Cap  Cana,  in  the  Dominican  Republic,  is  the  world's  next  great  destination. 


le  Uorr^ni 


Information  and  Sales:  1-809-955-9501  (DR)  •  1-800-785-2198  (USA)  •  WWW.CAPCANA.COM 


CAP  CANA 

D  OMINICAN    R  F.  PUBLIC 


An  offering  statement  has  been  filed  with  the  Department  of  State  of  the  State  of  New  York.  A  copy  of  the  offering  statement  is  available,  upon  request,  from  the  subdivider.'The  filing  of 
the  verified  statement  and  offering  statement  with  the  Department  of  State  of  the  State  of  New  York  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the 
Department  of  State  or  any  officer  thereof,  or  that  the  Department  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering.  Obtain  the  Property  Report  required  by  Federal  law 
and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property.  This  is  not  an  offering  in  California  or  any  state  where  prohibited  by  law. 
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Official,  Standard 


Slier  imi- 

Since  1891,  accuracy  under  adverse  conditions 


CA:  Los  Angeles  -  Feldmar 
C  A:  Napa  -  Creations  by  Yon 
FL:  St  Pete  -  Hess  Old  Northeast 
II.:  Highland  Park-  Ra/oy 
NJ:  Short  Hills  -  Orologio 
I  X:  Fort  Worth 


BALL  Watch  USA 

vvww.balhvatch. 


When  nine  holes  does  the  trick:  Grand  Cayman's  Greg  Norman-designed  Blue  Tip 


elevated  first  tee  from  which  you  can  see 
St.  Martin,  then  the  fairway  drops  more 
than  40  feet  to  a  green  in  the  midst  of  a 
native  waste  area.  The  rest  of  the  course 
routes  through  and  along  mangroves,  salt 
marshes,  dunes  and  salt  pond,  with  eleva- 
tions that  offer  sweeping  views  and  steep 
drops  for  dramatic  shots.  (264)  222-8200, 
www.  temenosanguilla.  com. 

On  Canouan  Island — one  of  the  32 
islands  and  cays  that  make  up  St.  Vincent 
&  the  Grenadines  in  the  southeastern 
Caribbean — Trump  International  Golf 
Club  at  Raffles  Resort  is  a  Jim  Fazio  de- 
sign that  opened  in  November  2004  and 
last  May  inaugurated  the  first  annual 
Trump  Million  Dollar  Invitational,  bring- 
ing a  level  of  attention  that  the  island's 
1,100  people  probably  had  never  experi- 
enced before.  The  course  itself  has  variety, 
with  ocean  views  on  holes  one  through 
ten,  then  five  holes  around  a  central  reser- 
voir with  two  streams  cascading  into  the 
lake  from  a  height  of  100  feet.  The  par- 
five  1 3th  is  840  feet  above  sea  level,  offer- 
racular  views.  (784)  458-8000, 


www.  raffles-canouanisland.  com. 

Grand  Cayman  is  going  for  the  notion 
that  quality  trumps,  as  it  were,  quantity. 
Given  that  the  offerings  are  limited,  you're 
more  likely  to  visit  if  you  enjoy  other  ac- 
tivities too,  especially  water  sports.  Still, 
what  golf  there  is  has  garnered  favor- 
able attention,  notably  Blue  Tip.  As  the 
story  goes,  when  Ritz-Carlton  executives 
brought  Greg  Norman  to  the  property,  the 
Shark  told  them  they  had  a  fantastic  piece 
of  land — for  a  nine-hole  course.  Hence, 
the  birth  of  a  3,516-yard,  par-36  route, 
which  opened  last  October.  It  fans  out 
over  120  acres,  with  water  on  eight  holes, 
including  the  601 -yard  par-five  7th.  Note: 
You  have  to  stay  at  the  Ritz-Carlton  to 
play  the  course.  The  island  has  two  other 
courses,  including  another  championship 
nine-hole  called  Britannia,  which  can  also 
be  played  as  an  18-hole  par-57  executive 
course.  The  other  course,  The  Links  at 
Safe  Haven,  sustained  extensive  damage 
during  Hurricane  Ivan  and  is  open  to 
members  only  as  of  this  writing.  (345) 
943-9000,  www.ritzcarlton.com.  • 


"Freedom  to  me  is  skiing 
downhill  at  150mph." 

John  "Mad  Cow"  Hembel 

-  Former  American  Speed  Skiing  Champion 


"  A  split-second  break  in  concentration  can  spell 
the  end  of  my  Championship  dreams.  Timing  my 
every  movement  is  an  absolute  necessity.  Which  is 
why  a  dependable  timepiece  like  a  Ball  Watch  is  so 
important  in  a  sport  that  features  truly  adverse 
conditions." 

The  watch  that  once  ran  America's  railroads  now 
helps  America's  fastest  explorer  keep  time.  There 
is  no  other  timepiece  that  is  as  rugged  and 
dependable. 


-40  degree  Celcius 
temperature  endurance 

7,500  Gs  shock 
resistance 


Anti-magnetic  to 
12,000  A/m 


atented  crown 
rotection  system 


300  meter  water 
resistance 
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E.D.  Marshall 
Barons  Jewelry 
Feldmar  Watch 
Royal  Jewelry 
Right  Time 
Charles  Schwartz 
Bechtel  Jewelers 
Hess  Old  Northeast 
Orlando  Watch 
Redfern  Jewelers 


Self-powered  micro  gas  lights 
that  glow  100  times  brighter 
than  luminous  paint  for  more 
than  25  years. 


Unidirectional  rotating 
bezel  integrated  with 
LumiNova 


BALL 


Engineer  Hydrocarbon  Titanium 
The  "Mad  Cow" 
Automatic  Series  -  42mm 


Official 


Standard 


Since  1891 

Since  1891,  accuracy  under  adverse  conditions 


Merkley  Kendrick 
138  Chenowith  Lane 
Louisville,  KY  40207 
502-895-6124 


Meierotto's 
4311  NE  Vivion  Road 
Kansas  City,  MO  64119 
816-454-2052 


BALL  Watch  USA    727-896-4278  www.ballwatch.com 
(see  web  site  for  complete  list  of  Authorized  BALL  Dealers) 


Razny  Jewelers 

IL 

Joseph  Gann 

MA 

The  Watchmaker 

MA 

Sollberger 
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Orologio 

NJ 

Kenjo  Jewelry 
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Curtis  Miller 

TX 

The  Time  Zone 
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FOR  THOSE  WHO  HAVE  PLENTY  IN  RESERVE, 
EVEN  AT  FULL  THROTTLE. 


Visit  your  Authorized  Rolls-Royce  dealer  in  the  following  locations: 
Atlanta.  GA    Beilevue.WA    Bethesda.  MD    Beverley  Hills.  CA    Broomfield.  CO  ■Ctarwater.  FL    Dallas.TX    Dublin.  OH 
Fort  Lauderdale.  FL    Greenwich.  CT    Hpuston.TX    La  Jolla.  CA    Las  Vegas.  NV    Los^Gatos.  CA    Miami.  FL    Natick.  MA 
Newport  Beach.  CA    New  York.  NY    Northbrook.  IL    Orlando.  FL    Palmyra.  NJ    Parsippsn};.  NJ    Pasadena.  CA    Raleigh.  NC 
Rancho- Mirage.  CA    Sewickley.  PA   Scottsdale.  AZ  Troy.  Ml    Westhampton,  Nft'  West  Palm  Beach.  FL 
Mexico  City.  Mexico  Toronto.  Canada 

e  877-877-3735    www.rolls-roycematorcars.com  • 

te-d-The  Rolls-Royce  name  and  logo 'are  registered  trademarks 


I 
I 

Ie 

i 
i 


Real  Escapes  by  Taylor  Antrim 


F  %      partial  list  of  volumes  from  the  library  at 

 '" %     Escaiole,  a  farmhouse  southwest  of  Florence: 

Under  the  Tuscan  Sun,  A  Summer  in  Tuscany, 
The  Hills  of  Tuscany,  The  Tuscan  Year,  Bella  Tuscany,  A 
Thousand  Days  in  Tuscany,  The  Reluctant  Tuscan.  Pick  any 
>ne  off  the  shelf  for  an  expatriate's  charmingly  vexing 
nisadventures  in  language,  market  shopping  and  home 
ehabilitation.  As  proprietor  of  Escaiole,  you'll  nod  your 
lead  in  recognition  of  the  first  two  and  congratulate 
/ourself  on  your  happy  ignorance  of  the  third. 

Determined  do-it-yourselfers  look  elsewhere:  Taking 
rp  residence  at  Escaiole  or  one  of  the  other  farmhouses 
it  Castello  di  Casole,  an  American-led  real  estate  venture 
n  central  Tuscany,  will  not  fulfill  the  fantasy  of  setting 
imestone  blocks  and  terra-cotta  tiles,  of  lifting  ancient 
Etruscan  artifacts  from  the  rubble  of  your  hilltop  ruin. 
Mtuated  amid  rolling  vineyards,  Escaiole  has  been  fully 
estored  and  lavishly  furnished,  down  to  the  infinity  pool, 
tireless  broadband  and  central  air. 

David  Burden,  president  of  Timbers  Resorts,  the 
arbondale,  Colorado-based  developer  of  Castello  di 
Casole,  describes  what  his  clients  look  for  in  an  Italian 
J  retreat:  "American  luxury  and  comfort  and  today's  elec- 
tronics, but  at  the  same  time  a  very  traditional  Tuscan 
feel."  Add  to  that  resortlike  services,  and  you  have  this 
15,500-acre  development  of  farm- 
houses and  a  medieval  hilltop  castle, 
which  is  being  restored  to  open  as 
a  hotel  and  spa  in  summer  2008. 
Though  only  a  half  dozen  farm- 
houses have  been  finished  and  of- 
fered for  fractional  (one-tenth)  or 
whole  ownership,  Timbers  plans  to 
build  as  many  as  50  on  the  pictur- 
esque, hilly  property,  both  from  the 
ruins  of  existing  structures  and  as 
ground-up  new  constructions. 

Getting  building  permits  here 
meant  winning  the  support  of  the 
neighboring  population,  and  Timbers 
employed  locals  as  craftsmen  and 
staff  and  flew  the  mayor  of  nearby 
Casole  d'Elsa  to  the  company's  other 
residence  clubs  in  Cabo  San  Lucas, 
Mexico,  and  Snowmass,  Colorado, 
to  show  her  what  it  had  in  mind. 
"Something  that  feels  indigenous 
to  the  area,"  says  Burden.  "The  new 


Cozy 
Fan 
Tutte 

Whether  you'd  like 

a  rural  farmhouse  or  a 
Florentine  apartment, 

your  Italian  retreat  is  ready 
furnished  and  waiting. 
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builds  are  going  to  look  exactly  the  same 
as  the  [restorations].  We're  using  reclaimed 
materials  and  local  architects.  We  don't 
want  this  to  be  Disney  World." 

So  far  Timbers  has  sold  76  fractional 
interests  at  Castello  di  Casole,each  repre- 
senting four  weeks  of  guaranteed  stay  per 
year  for  $585,000  to  $635,000  (whole 
ownership  starts  at  $6  million).  Joanna 
Mosca,  a  singer/songwriter  in  Bedford, 
New  York,  bought  two  shares  in  a  farm- 
house called  Vemignano  with  sweeping 
views  of  the  surrounding  countryside.  She 
and  her  husband  spent  last  summer  in 
Umbria  and  were  drawn  to  the  idea  of  a 
second  home  in  the  country,  but  active  ca- 
reers in  the  U.S.  made  restoring  their  own 
unrealistic.  Partial  ownership  at  Castello 
di  Casole  struck  "a  perfect  balance,"  says 
Mosca.  "We  could  have  really  very  few  re- 
sponsibilities and  enjoy  it  as  many  weeks 
as  we  chose  to  purchase."  She  and  her  hus- 
band were  impressed  with  Timbers' other 
residence  clubs;  they  also  liked  the  con- 
nections the  developer  had  forged  with 
the  local  population.  "[Timbers]  can't  trim 
a  tree  without  going  to  the  town  and  ask- 
ing permission  -•■  1  that's  a  good  thing, 


the  way 


Buyers  more  susceptible  to 
fantasies  of  Italian  city 
life,  more  carried  away 
by  A  Room  with  a  View 
than  Under  the  Tuscan  Sun,  should 
consider  Palazzo  Tornabuoni,  a 
home  to  the  Medicis  during  the 
Renaissance,  an  elegant,  city-block- 
sized  building  on  Florence's  bou- 
tique-rich Via  de' Tornabuoni.  In 
2004,  a  partnership  of  Italian  and 
American  developers  purchased 
the  palazzo  (it  had  been  head- 
quarters to  an  Italian  bank  for 
much  of  the  last  century)  and 
set  about  restoring  it  into  36 
furnished  apartments,  offered  in 
one-eighth  shares:  $227,000  for  a 
studio,  $294,000  for  a  one-bed- 
room and  $546,000  for  two  to 
three  bedrooms.  The  apartments, 


foyer.  The  partners  hired  Michele  Bonanj 
of  the  Ferragamo-owned  Lungarno  hotell 
in  Rome  and  Florence,  to  combine  Amer- 
ican touches  such  as  open-plan  kitchen 
and  plasma  TVs  with  the  historic  archi- 
tectural details  of  the  apartments. 

Bonan's  designs  convinced  Eric  an() 
Jeanne  Brooks  of  Savannah,  Georgia,  tc 
reserve  a  share  of  a  Palazzo  Tornabuon 
one-bedroom.  "When  we  went  to  see  th< 
palazzo  [in  October],  it  was  certainly  a 
work  in  progress,"  says  Jeanne,  "but  the 
building  is  so  fabulous,  and  when  we  saw 
the  model — it  was  exquisite. "The  coupk 
are  frequent  visitors  to  Florence,  having 
rented  apartments  and  stayed  in  severa. 
of  the  city's  hotels.  "I  think  this  combines 
the  best  of  both  worlds,"  she  says  of  the 
neighborly  atmosphere  and  the  conven 
ience  of  a  24-hour  concierge  she  expects 
to  find  at  Palazzo  Tornabuoni. 


An  apartment  at 
Palazzo  Tornabuoni 


served  by  a  club  lounge,  library  and  private 
wine  cellar,  are  scheduled  to  be  finished  by 
spring  of  next  year. 

The  project's  American  partner,  J. 
Byrne  Murphy,  has  restoration  experience, 
having  led  Washington,  D.C.'s  Warner 
Theater  re-opening  in  the  early  '90s. 
"I've  been  in  a  lot  of  beautiful  buildings, 
but  this  one  took  me  to  a  whole  new 
place,"  he  says.  "This  was  a  jewel  people 
in  my  business  almost  never  come  across." 
There  are  Renaissance-era  frescoes  in 
several  apartments  and  a  17th-century 
;tatue  of  the  goddess  Diana  in  the  entrance 


Like  Castello  di  Casole,  Palazzo 
Tornabuoni  won't  suit  the  pull-up-stakes- 
and-move-to-Italy  fantasist,  but  rather 
an  Italophile  looking  for  a  ready-made 
hideaway,  happy  to  skip  the  hassle  of 
finding  a  local  notary  and  fixing  the 
inevitable  leaky  roof.  Such  adventures 
might  make  for  amusing  chapters  in  a 
memoir — but  perhaps  the  world  has 
enough  of  those  already.  • 


Castello  di  Casole,  (866)  963-5005,  www. 
castellodicasole.com; Palazzo  Tornabuoni,  (866) 
753-6667,  www.palazzotornabuoni.com. 
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COLDWELL  BANKER   PREVIEWS  INTERNATIONAL® 

SECOND  HOMES 

WHERE  MEMORIES  ARE  BORN 


Palm  desert,  California 


Wouldn't  it  be  great  to  have  a  weekend  place  where  you  can  kick  hack,  try  those  barbecue  recipes 
and  share  them  with  your  closest  friends?  Maybe  you  envision  a  skylight-filled  room  in  which  you 
can  paint  with  watercolors.  Or  you  may  have  a  simpler  vision  of  a  place  where  you  can  dip  your 
toes  in  the  water  and  make  mud  pies  with  your  children  or  grandchildren. 


BY  LEILA  ZOGBY 


Dreams  such  as  these  are  what  second  homes  are  for, 
and  that's  why  finding  just  the  right  place  is  key. 
Since  1933,  the  Previews"  program  has  been  uniting 
discriminating  buyers  with  luxury  real  estate.  Today,  the 
Coldwell  Banker  Previews  International®  program  provides 
luxury  real  estate  services  in  more  than  20  countries. 

In  the  following  pages,  we  share  tips  and  advice  on  how  to 
find  the  second  home  that  will  create  memories  and  good 
times  for  you  and  your  family  for  years  to  come. 

WHO  IS  BUYING  LUXURY  HOMES? 

According  to  a  recent  survey  conducted  among  nearly 


700  Coldwell  Banker  Previews  International  property 
specialists,  88%  of  their  high-end  home-buying  clients  are 
business  or  corporate  executives. 

Forty- two  percent  of  brokers  surveyed  said  clients  typically 
put  a  20%  to  30%  down  payment  on  a  million-dollar-plus 
home  and  25%  of  brokers  indicated  client  down  payments 
of  between  30%  and  50%. 

"Clearly,  these  home  buyers  have  worked  extremely 
hard  to  earn  their  money.  Furthermore,  they  are  willing 
to  spend  it  to  live  well,"  emphasizes  Charlie  Young,  sen- 
ior vice  president  of  marketing,  Coldwell  Banker  Real 
Estate  Corporation. 
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MEREDITH,  NEW  HAMPSHIRE 

Sited  on  the  shores  of  Lake  Winnipesaukee  with  over  300  feet  of  water  frontage,  this  12-room  grand 
lake  house  has  been  restored  and  updated.  Features  four  bedrooms,  three  stone  fireplaces,  cathedral 
ceilings,  a  chef's  kitchen,  decks,  patios  and  screened-in  porches  that  showcase  impressive  views. 
PRICE:  $2,900,000     MLS#:  25 1 777 

ROSEMARY  UICKER 

COLDWELL  BANKER  RESIDENTIAL  BROKERAGE 
Phone:  (603)  253-4345 


FINDING  THE  "WHERE"  OF  YOUR  HAPPINESS 

Lifestyle  choices  will  dictate  where  you  buy  your  second 
home,  but  the  actual  home  you  buy  is  often  less  impor- 
tant than  its  location.  "The  setting  and  location  have  to 
be  just  right,"  says  Charles  Orr,  Previews*  director, 
Coldwell  Banker  Residential  Brokerage,  Waltham,  Mass. 


LIFESTYLE  QUESTIONS 

•  What  kinds  of  experiences  do  you  want  from  your 
second  home?  Do  you  desire  seclusion,  or  a  place  full  of 
friends  and  family?  Look  within  before  you  look  around. 

•  Does  the  location  offer  all  the  activities  you  seek?  As  a 

guide,  make  a  list  of  all  the  pastimes  your  family  members 
enjoy.  Keep  in  mind  that  the  most  popular  locations  tend 
to  be  near  bodies  of  water  and  mountains,  in  settings  that 
are  more  rural  than  urban. 

•  Will  you  be  happy  returning  to  the  same  place?  Many 
people  use  the  second  home  as  their  primary  residence 
upon  retirement,  so  its  extremely  important  to  think 
about  how  the  location  may  fit  into  your  long-term  plans. 

•  How  far  are  you  willing  to  travel?  In  most  cases,  a  second 

me  is  approximately  300  miles,  or  less  than  a  day's 
drive,  from  the  primar      : .  bice. 


"You  can  always  have  things  done  to  the  house,  and  a 
good  broker  or  agent  can  help  you  locate  reputable  con- 
tractors and  craftsmen  who  can  transform  a  house  into 
the  one  you  want." 

Use  the  following  questions  as  a  guide  to  finding  the 
"where"  of  your  happiness. 


LOCATION  AND  HOUSE  QUESTIONS 

•  What  do  you  know  about  the  location?  Your  "dream" 
setting  could  change  if  a  major  highway  or  a  casino  is 
planned.  Find  out  if  local  business  or  government  initia- 
tives may  affect  the  future  of  your  desired  location. 

•  Will  the  house  accommodate  your  family's  needs  over 
time?  A  place  that's  great  for  toddlers  may  not  be  right  for 
teenagers.  Also,  will  the  house  accommodate  pets?  It's 
hard  to  predict  the  future,  but  it's  important  to  try  to 
anticipate  it. 

•  What  happens  when  you're  not  using  your  second 
home?  If  your  home  is  inaccessible  during  certain  seasons, 
will  you  require  maintenance  services?  Who  will  provide 
those  services?  Will  you  rent  your  home?  A  good  Realtor* 
can  refer  you  to  service  providers  and  can  assist  or  refer 
you  to  someone  who  can  help  you  rent  the  property. 
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Wilmington,  North  Carolina 

The  Palms  at  Pembroke  embodies  the  ultimate  in  luxury  living,  with  never-ending  windows  that 
showcase  magnificent  panoramic  views  from  Figure  8  Island  to  Wrightsville  Beach.  This  home  is 
located  in  a  gated  golf  course  community  and  overlooks  the  Intracoastal  Waterway,  with  a  private 
boat  slip  just  steps  away.  Lavish  appointments  include  a  three-level  elevator,  Lutron  lighting  control 
system,  12-zone  audio  system,  400-gallon  saltwater  aquarium  and  climate-controlled  wine  storage. 

PRICE:  $8,400,000     MLS#:  374514 


CAROL  COREY 

COLDWELL  BANKER  SEA  COAST  REALTY 
Phone: (910) 233-5240 


HOW  TO  FIND  AND  WORK  BEST  WITH  A  BROKER 

•  Seek  referrals.  Ask  a  local  Realtor  you  know  to  recom- 
mend a  colleague  in  your  desired  location.  Or  ask  someone 
you  know  who  lives  in  your  target  location.  Second-home 
transactions  are  often  completed  long  distance,  so  trust 
among  all  parties  is  essential. 

•  Test  a  broker's  "inside"  knowledge.  A  top-notch  real 
estate  professional  should  be  able  to  tell  you  about  major 
economic  development  plans  in  the  area,  as  well  as  about 
real  estate-specific  information  such  as  the  length  of  time 
homes  are  on  the  market,  the  average  price  per  square 
foot,  resale  value  trends  and  other  purchase  factors. 

•  Look  for  "concierge"  services.  Buying  your  home  is  only 
the  start.  You  may  need  repairs,  construction  or  mainte- 


nance on  a  one-time  or  continuing  basis.  A  well-connected 
broker  can  refer  you  to  reputable  service  providers.  "We 
pride  ourselves  on  providing  our  clients  with  a  broad 
range  of  services  very  much  like  a  private  banker  does," 
says  Jacqueline  Grellinger,  Coldwell  Banker  Residential 
Real  Estate  in  Boca  Raton,  Fla. 
•  Establish  lines  of  communication.  In  addition  to 
describing  in  detail  the  type  of  property  you  seek,  define 
how  you  want  your  business  relationship  to  proceed. 
Should  the  broker  or  agent  communicate  with  you 
directly  or  with  a  designated  person?  Do  you  desire 
communication  via  phone,  fax  or  e-mail?  A  discerning 
real  estate  professional  will  make  the  process  as  painless 
—  and  discreet  —  as  possible. 


Palm  Desert,  California 

This  ultimate  desert  oasis  overlooks  the  18th  fairway  of  the  Mountain  Course  of  Bighorn  Country  Club  and  offers 
breathtaking  mountain  views.  The  home  is  situated  on  a  double  lot,  features  travertine  floors  and  sells  furnished 
with  four  bedrooms  plus  office,  five  baths,  master  suite  and  separate  guest  house,  wood-paneled  library/office, 
formal  living  and  dining  rooms,  great  room  with  sit-down  bar  and  built-in  media  center  and  chef's  kitchen 

with  high-end  appliances. 
PRICE:  $10,700,000     MLS#:  21273689 


JOY  CURT1N  &  GAIL  GRABNER 

COLDWELL  BANKER  RESIDENTIAL  BROKERAGE 
Phone:  (949)  633-8335 


VIVIANA  SORMANI 

COLDWELL  BANKER  RESIDENTIAL  BROKERAGE 
Phone:  (760)  409-3393 


WHY  DO  PEOPLE  BUY  SECOND  HOMES? 

Rest  and  relaxation  are  the  top  reasons  homeowners 
buy  second  homes,  according  to  the  Coldwell  Banker 
Previews  International*  Luxury  Survey  of  300  U.S.  home- 
owners whose  primary  residence  is  valued  at  over  $1  million 
($2  million  for  California  residents). 

Of  the  35%  of  respondents  who  own  a  second  home,  55% 
purchased  in  recreation  areas,  including  the  beach/ocean- 
front  (32%),  lakefront  (11%)  or  in  ski  resorts/mountain 
areas  (11%).  Roughly  the  same  preferences  hold  for  another 
35%  of  respondents  who  are  considering  buying  an  invest- 
ment property  and/or  a  secondary  residence  for  family  use. 

"They  understand  that  real  estate  remains  a  solid,  long-term 
investment,  and  one  that  they  can  enjoy,"  says  Jim  Gillespie, 
president  and  chief  executive  officer,  Coldwell  Banker  Real 
Estate  Corporation. 


LIVE  YOUR  DREAM 

Your  second  home  can  be  as  palatial  or  as  simple  as  you 
want  it  to  be.  That  is  why  it's  so  much  fun  to  buy  and  own  a 
second  home. 

When  you  purchase  your  primary  residence,  you  need 
to  focus  on  practical  matters,  such  as  school  districts 
and  commuting  distance.  However,  a  second  home 
allows  you  to  indulge  your  fancy  and  create  that  special 
world  that  will  build  cherished  memories  for  you  and 
those  you  love.  I 


To  view  thousands  of  luxury  listings  for  a  potential 
second  home  or  to  find  a  luxury  property  specialist,  visit 
www.coldwellbankerpreviews.com. 
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Wine  &  Spirits  by  Richard  Nalley 


r 


California  State 

Of  the  Art 


he  state  of  California  has  always 
produced  damn  good  wine,  prob- 
ably even  back  in  Spanish  mis- 
sion days.  And  why  wouldn't  it?  It  is 
learly  one-and-a-half  times  the  size  of 
taly,  and  chockablock  with  the  kind  of 
:limate  pockets  that  gild  winemakers' 
ireams.  Stretches  of  well-drained  soil  with 
warm  days,  cool  nights,  low  humidity  and  lit- 
tle rainfall  during  the  growing  season  pop  up 
past  and  west  for  650  miles  from  San  Diego  to 
Mendocino,  even  if  many  of  them  currently  luxuri 
kte  under  shopping  malls  and  gated  golf  communities 

But... and  it's  a  big  but... can  California — the  place 
:hat  accounts  for  two  out  of  three  bottles  we  drink — re- 
dly produce  great  wine?  There,  the  state  has  had  a  few 
doubters.  Maybe  more  than  a  few. 

The  big  number  to  remember  here  is 
one.  It  has  been  just  one  generation,  not 
much  more  than  30  years,  since  California 
Degan  to  be  taken  seriously  as  a  high- 
quality  player  on  the  world  wine  stage. 
Leonardo  LoCascio,  now  owner  of  super- 
importer  Winebow,  remembers  what  it  was 
like  when  he  first  came  to  the  wine  business  as  a  New 
York  area  distributor  in  the  1970s:  "No  one  had  heard  of 
almost  any  wine  from  California  in  those  days.  California 
wine  seemed  more  exotic  to  the  restaurant  trade  than 
anything  we  were  selling  from  France  or  Italy." 

Though  the  changing  of  the  guard  has  long  been  un- 
derway, many  members  of  California  fine  wine's  found- 
ing generation — including  its  great  catalyst,  Robert 
Mondavi — are  still  very  much  alive.  And  one  lifetime  is 
a  vanishingly  short  span  in  a  line  of  endeavor  where 
"trial"  is  a  one-shot  deal  each  autumn  and  "error"  can  ex- 
tend on  for  years  or  decades.  In  the  7,000-year  history  of 
wine,  California's  ascent  is  like  that  timeline  in  your 


Can  California's  best  wines 
silence  the  doubters? 
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seventh-grade  textbook  showing  the  long 
aeons  of  slime  noodles  and  sawfish  and 
then  the  little  sliver  at  the  end  for  "The 
Age  of  Humans."  It's  like  that  especially  in 
the  eyes  of  the  wine  nabobs  of  Europe. 

There  was,  for  instance,  the  French 
eminence  who  addressed  an  audience  of 
American  wine  lovers  at  a  conference 
in  Seattle  a  few  years  back.  Question  to 
Frenchman:  "What  is  the  most  important 
thing  about  cultivating  a  great  vineyard?" 
The  Frenchman's  response:  "The  first 
hundred  years." 

(This  also  turned  out  to  be  the  answer 
to  the  unasked  question  "How  do  you 
silence  a  ballroom-size  crowd  of  over- 
served  wine  enthusiasts?") 

But  California's  30-year  learning  curve 
has  been  very  different  from  France's 
1,000-year-plus  curve.  For  one  thing,  the 
Californians  had  the  benefit  of  France's 
experience  and  weren't  too  proud  to  mine 
it — or  to  learn  what  they  could  from 
Italy,  or  Australia,  or  from  their  next-door 
neighbor,  for  that  matter.  Unlike  the  tra- 
ditionalists in  many  places, 
California's  first-wave  wine- 
makers  fell  they  had  plenty 
to  gain  and  little  to  lose  from 
experimentation,  rather  than 
the  other  way  round. 

"There  was  a  wide-open, 
pioneering  spirit  around  the  Valley — 'hey, 
let's  try  this,'"  recalls  Doug  Shafer,  who 
joined  his  family's  Shafer  Vineyards  in 
Napa  Valley  in  1983. "Here  we  had  all  this 
great  raw  material,  these  incredible  grapes, 
but  we  were  struggling  to  make  the  right 
wine  with  it.  Hardly  anybody  had  a  han- 
dle on  finesse. 

"You  could  put  together  a  blind  tasting 
with  your  winemaker  buddies  and  it  was 
really  easy,  because  out  of,  say,  eight  wines 
two  would  be  undrinkable,  two  to  three 
pretty  gnarly,  two  to  three  decent  and 
maybe  one  really  good. .  ..But  by  the  mid- 
dle to  the  end  of  the  1990s,  if  you  hadn't 
gotten  it,  you  just  weren't  around  anymore. 
Do  a  blind  tasting  with  those  same  eight 
wineries  now,  and  you  wouldn't  find  a  dog 
in  the  bunch." 

California  wineries  got  a  handle  on  fin- 
sse,  and  on  a  lot  of  other  aspects  of  fine 
>vinemaking,  too.  There  are  unfortunate 
trends  that  linger  on  in  some  nrecincts, 
like  the  Wine  By  Numbers  (teacher-told- 


me-to)  folks  and  the  Lipstick  on  a  Pig 
(I'm-gonna-fix-them-worthless-grapes- 
in-the-cellar)  school. There  are  still  oceans 
of  also-ran,  me-too  wines.  And  there  are 
still  things  California  wineries  don't  excel 
at:  Rich,  full-bodied  reds  and  whites,  for 
instance,  they  knock  out  of  the  park;  crisp, 
light  wines  not  so  much. 

But  there  are  dozens  of  California 
wines  worth  seeking  out  when  you  are  in 
a  buying  mood  or  settling  down  to  dinner 
in  a  comfortable  restaurant.  The  wealth 
of  gems  around  the  state  these  days  is 
astounding,  and  growing  so  fast  it  is  all 
but  impossible  to  keep  up  with. 

There  is  no  one  list  of  revelations  that 
explains  how  it  has  come  together,  but  a 
general  picture  would  include  the  shift  in 
focus  away  from  the  cellar  to  an  intense 
emphasis  on  vineyard  work — especially 
after  so  many  thousands  of  acres  were  re- 
planted in  the  1990s  in  the  wake  of  the 
vine  pest  phylloxera.  Among  other  things, 
belt-tightening  pruning  to  limit  yields  has 
become  a  mantra  in  many  quarters.  And, 


after  years  of  learning  how  to  be  hands- 
on,  California's  best  winemakers  have  now 
learned  when  to  be  hands-off,  which  in- 
cludes limiting  the  flavor-stripping  prac- 
tices of  fining  and  filtration. 

It  is  only  going  to  get  better.  But  you 
don't  have  to  wait  for  a  hundred  years  to 
get  the  big  idea — just  try  any  of  the  ten 
state-of-art  wines  that  follow.  Like  wines 
of  similar  caliber  from  anywhere  in  the 
world,  some  of  the  individual  bottles  and 
vintages  here  may  be  challenging  to  find, 
but  they  have  been  chosen  partly  because 
they  come  from  wineries  with  strong  vin- 
tage-to-vintage track  records  and  high 
quality  up  and  down  their  portfolios.  Thev 
are  wine  greatness,  California  style. 

COLLECTIBLE  RED 

Shafer  2002  Cabernet  Sauvignon, 

"Hillside  Select,"  Napa  Valley  ($190) 

A  deep,  monumentally  scaled,  likely  20- 
to  30-year  wine  harvested  from  the  rocky 
volcanic  slopes  above  the  Shafer  family's 


winery  in  Napa's  Stags'  Leap  District 
Winemaker  Elias  Fernandez  gave  thi 
100-percent  Cabernet  four  years  of  aginj 
before  release,  but  it  still  may  be  too  in 
tense  for  younger  audiences — it's  showing 
some  silkiness,  but  the  deeply  extracted 
fruit,  reminiscent  of  crushed  blueberrie 
and  black  plums,  will  take  a  few  years  t<j 
settle  back  and  allow  the  array  of  nuancel 
to  emerge. 

RHONE  VALLEY  WEST 

Tablas  Creek  2004,  Esprit  de  Beaucastel 

"Panoplie,"  Paso  Robles  ($95) 

Tablas  Creek,  a  partnership  between  imj 
porter  Robert  Haas  and  the  Perrin  familj 
of  Chateauneuf-du-Pape's  Chateau  dc 
Beaucastel,  put  primary  emphasis  on  its 
vines,  waiting  patient  years  to  get  French 
cuttings  through  U.S.  quarantine.  This 
Mourvedre-based  blend,  made  only  in  top 
years,  is  a  new  peak — a  sumptuous,  palate- 
caressing  red  with  an  arrestingly  cleat 
purity  of  fruit.  A  little  time  in  the  glass 
reveals  notes  of  smoke,  licorice  and  violet. 


HAPPY  ENDING 
Dolce  2003,  Napa  Valley 
($85  per  375  ml) 

The  owners  of  Napa's  Far  Niente  dedicate 
a  vineyard,  essentially  a  whole  separate 
winemaking  entity,  to  producing  this, 
flamboyant,  resplendently  lavered  sweet 
wine.  The  Semillon  and  Sauvignon  Blanc 
grapes — as  in  France's  Sauternes — arer 
left  to  hang  in  a  foggy  vineyard  where  the 
mold  botrytis  cinerea  takes  hold,  shriveling: 
the  grapes  (each  five  tons  shrinks  to  only 
one)  and  concentrating  the  sugars  to  cre- 
ate this  blockbuster  wine,  which  combines 
racy  vibrancy  with  a  shower  of  apricot, 
honey  and  spring  flower  flavors.  It  is  des- 
sert in  itself. 

PRIME  PINOT 
Etude  2004  Pinot  Noir, 
"Heirloom,"  Carneros  ($80) 

The  role  of  wine  guru  Ton}'  Soter — Etude's 
founder — continues  to  evolve  here  since 
he  sold  the  brand  to  the  international  group 


"Here  we  had  all  this  great  raw  material, 
these  incredible  grapes,  but  we  were 

struggling  to  make  the  right  wine  with  it.'j 


YOU  USED  TO  THINK 
TIME  WAS  MONEY. 
NOW,  MONEY  IS  TIME 


Sfondmfr  bo+h  n/fcg^  MADE  possible  with 


WACHOVIA 


A  shift  in  perspective  comes  after  successfully  managing  both 
wealth  and  life.  Wachovia  Wealth  Management  works  closely  with 
your  attorney,  CPA  and  other  advisors  to  actively  assist  you  with 
your  financial  future.  Combining  our  expertise  with  theirs  to  create 
opportunities  for  you  and  your  family.  As  your  trusted  advocate, 
we'll  help  you  realize  your  personal  definition  of  success. 

To  talk  with  us,  please  call  888-283-9633. 

INVESTMENT  MANAGEMENT 
FINANCIAL  PLANNING 
BANKING  AND  CREDIT 
TRUST  SERVICES 

wachovia 

insurance  Wealth  Management 


The  Massachusetts  office  of  Wachovia  Wealth  Management  is  part  of  Calibre  Advisory  Services,  Inc.,  a  Registered  Investment  Advisor  and  a  subsidiary  of  Wachovia  Bank,  N.A. 
Employees  of  this  office  are  not  employees  of  Wachovia  Bank,  N.A.  For  clients  of  the  Massachusetts  office,  Personal  Trust,  Philanthropic  Services  and  Banking  and  Credit  Services 
will  be  provided  by  employees  of  Wachovia  Bank,  N.A.,  through  offices  located  outside  the  Commonwealth  of  Massachusetts.  ©  2007  Wachovia  Corporation 


Onfu  Cjueiyreen  Bamvl  Gem  'Dehbe/- 

In  an  age  when  any  hotel  can  claim  5-star  facilities,  it's  the  people  that  make  the  difference.  And  it's  our 
that  makes  our  stars  shine  brightly,  at  prime  locations  In  major  cities  worldwide.  For  business  or  leisure, 
deserve  the  Laurel  touch. 


staff 
you 


Evergreen  Laurel  Hotel  (Keelung) 

Tel:886  (0)2  2427  9988      Fax:886  (0)2  2422  8642 
E-mail  clhk I c/"  cvcrgrccn-hotcls.com 

i  vergreen  Laurel  Hotel  (Taipei) 

Tcl:886  (0)2  2501  9988      Fax:886  (0)2  2501  9966 
E-mail  :clhtpc(«  cvcrgrccn-holcls.com 

Evergreen  Laurel  Hotel  (  raichung) 

Tcl:886  (0)4  2313  9988      Fax:886  (0)4  2313  8642 
E-mail:elhtcg(«>cvcrgrcen-hotels.com 

Evergreen  Plaza  Hoiel  (Tainan) 

Tcl:886  (0)6  289  9988      Fax:886  (0)6  289  6699 
E-mail  ccodfM  tsccvergrccn.com.tw 

Evergreen  Laurel  Hotel  (Bangkok) 

Tcl:66  (0)2  266  9988      Fax:66  (0)2  266  7222 
F.-mail:clhbkk(«5cvcrgrccn-hotcls.com 

Evergreen  Laurel  Hotel  (Penang) 

Tcl:60  (0)4  226  9988      Fax:60  (0)4  226  9989 
F.-mail:clhpcn(rr  cvcrgrcen-holcls.com 

Evergreen  Laurel  Hotel  (I'aris) 

Tcl:33  (0)1  47  58  88  99      Fax:33  (0)1  47  58  88  88 
E-mai I  clhpanrr  cvcrgrccn-hotcls.com 

Evergreen  Marinoa  Hotel  (Fukuoka) 

Tcl:81  (0)92  895  551  1       Fax:81  (0)92  895  5522 
E-mail:hoteI(a!evergreenmannoa.com 

Evergreen  Transit  Hotel  (C.K.S.  Airport) 

*cl:886(fl)3  383  4510      Fax:886  (0)3  383  4610 
F.-mail:clh.t2m  cvcrgrccn-hotcls.com 

r.  EV&BHEEH  INTERNATIONAL  HOTELS 

Global  Reservations  /  TEL:  8S6  (0)2  2504  8800  / 
E-MAIL:  reservation@evergreen-hotels.com 
Regmal  Sales  Office  -  Singapore  /  TEL  65  6225  5318/ 
E-MAIL:  eicsin@singnet.com.sg 
www.evergreen-hotBls.com 


that  includes  Beringer,  but  the  company  is 
clearly  committed  to  his  prize  project. This 
limited  bottling  of  Pinot  requires  some 
patience  to  make — it's  harvested  in  the 
cool  Carneros  region  above  San  Francisco 
Bay  from  old-clone  vines  that  produce 
small  grapes  and  irregular  bunches.  The 
result  is  a  transporting,  perfumed  and 
spicy  red  that  contrasts  a  baseline  of  clas- 
sic Pinot  loamy  earthiness  with  high  aro- 
matic notes  of  crushed  red  fruit  and  whiffs 
of  cinnamon  and  allspice. 

MONDO  MERLOT 
Pride,  Mountain  Vineyards 
2004  Merlot,  "Vintner's  Select 
Cuvee,"  Mountaintop 
Vineyard,  Sonoma  County  ($75) 
The  highest  of  the  Pride  family's  gravel- 
ly, dry-farmed  (nonirrigated)  vineyards 
straddling  Napa  and  Sonoma  atop  Spring 
Mountain  yielded  this  supple,  juicy,  ultra- 
dense  100-percent  Merlot.  Its  fine  acid 
..lance  and  sophistication  might  make  it 
me  of  the  culty,  small-produc- 
'  (at  two 


there  is  no  forced,  muscled-up  feeling  to 
this  wine's  mouthwatering  superripeness. 

BIG  DIVA  WHITE 
Kongsgaard  2004  Chardonnay, 
Napa  Valley  ($75) 

John  Kongsgaard  doesn't  so  much  march 
to  a  different  drummer  as  improvise  a 
whole  funky  rhythm  section.  This  is,  quite 
simply,  one  of  the  world's  greatest  expres- 
sions of  Chardonnay,  made  via  a  radically 
simple,  scrupulously  pure  (no  lab  yeast, 
no  nothing)  method  that  may  leave  the 
wine  in  barrel  on  its  spent  yeast  lees  for  a 
spoilage-daring  20  months.  You  have  to 
taste  this  to  believe  it:  waves  of  honey, 
yellow  apple,  ginger,  almondy-marzipan, 
peach  and  on  and  on,  with  an  endless — 
and  refreshingly  dry — finish. 

THEUN-CHARDONNAY 
Araujo  2005  Sauvignon  Blanc, 
Eisele  Vineyard,  Napa  Valley  ($42) 

This  prized  white  from  high-cult  Cabernet 
maker  Araujo  evaporates  on  release  nearlv 
as  fast  as  the  red — your  best  bet  may  be 
3  restaurant  list.  Winemaker  Francoise 


Peschon  bases  the  wine  on  the  exoticalli 
aromatic  Musque  clone  of  Sauvignor] 
and  gives  it  a  lick  of  Viognier  for  creamy 
melony  good  measure.  It  is  ultimately 
however,  a  clear-as-a-bell  rendition  o 
Sauvignon  Blanc — no  Chardonnay  imita 
tor  here — with  a  classic  oily  texture  and 
wafting  notes  of  pineapple,  stone  fruits 
and  tropical  melon. 

CELEBRATION  WINE 
J  Brut  Rose, 

Russian  River  Valley  (nonvintage,  $34) 

Many  wineries  in  Champagne  only  wish 
they  could  bottle  a  wine  as  crystalline,  taut 
and  at  the  same  time  intensely  flavored  a' 
this  gorgeous  rose  sparkler  from  Sonoma' 
cool  Russian  River  Valley.  Judy  Jordan 
daughter  of  the  founders  of  the  famous 
Jordan  Winery,  has  more  than  emerged 
from  their  shadow.  She  and  her  winemak 
ing  team  are  showing  the  way  in  American 
sparkling  wine.  Bonus:  The  hippest  bottle 
in  California. 

AMERICAN  BEAUTY 
Ridge  2004,  "Geyserville," 
Sonoma  County  ($33) 

There  are  many  flashier  Zinfandels  around 
than  this  luscious,  subtly  layered  beauty, 
but  balance  is  the  key.  The  Geyserville  pro- 
vides all  the  "big  Zin"  cascades  of  sappy 
black  fruit,  high  raspberry  notes  and  a  dash 
of  black-pepper  spiciness,  but  not  the 
heavy-Zin  palate  fatigue  or  the  early 
brownout — this  is  a  wine  to  explore  with 
joy  for  at  least  the  next  10  to  15  years.  Pau 
Draper  and  Ridge  have  it  down:  This  is 
the  39th  vintage  of  the  classic  field  blend 
(it  also  contains  Carignan,  Petite  Sirah  and 
"mixed  blacks")  from  an  Alexander  Valley 
vineyard  with  vines  dating  back  121  years 

THE  ARTISAN'S  HAND 
Kalin  Cellars  1996  Semillon, 
Livermore  Valley  ($30) 

Who  would  believe  that  a  dry  California 
white  wine,  a  Semillon,  no  less,  would  not 
only  last  this  long  but  arrive  at  this  ethe 
real,  effortless  harmony  of  vanilla,  apri- 
cot, honeysuckle  and  musky  melony-ness? 
Terry  Leighton's  winery-in-a-warehouse 
is  like  a  magician's  den  that  operates  on  its 
own  clock  time — though  he  is  segueing 
into  1997,  this  mellow  1996  is  still  very 
much  in  its  substantial  prime.  • 


Quintessentials  by  Mark  Grischke 


Pebble  to  the  Metal 


The  Tod  s  driving  shoe 

blends  form,  function  and 
jet-setting  style.Think  Ivy 
League  steps  out  in  Milan. 


T7 

1  4  orget  the  proverbial  silver  spoon:  Diego  Delia 
Valle  was  born  with  a  shoehorn  in  his  mouth. 
^  Fine  leather  goods  were  all  in  the  family — his 
grandfather  had  started  a  small  shoemaking  factory  at 
the  turn  of  the  last  century,  which  by  the  time  Delia  Valle 
entered  the  business  in  1978  was  successfully  producing 
footwear  for  department  stores  around  the  world. 

But  Delia  Valle  had  bigger  ideas.  He  wanted  to  make 
and  sell  products  under  the  company's  own  brand  name, 
and  he  recognized  the  growing  trend  for  casual  weekend 
clothing  in  the  U.S.  Enamored  of  the  East  Coast  preppy 
style,  Delia  Valle  looked  around  for  an  item  that  could 
hold  its  own  as  a  tent  pole  for  the  newlv  christened  JP 
Tod's  (a  name  chosen  from  a  Boston  phone  book  because 
it  was  easy  to  pronounce  in  many  languages).  He  found 
it  on  the  feet  of  Italian  race  car  drivers.  With  just  a  little 
application  of  luxury — supple  leather,  133  rubber  "peb- 
bles" for  traction  on  its  heel  and  sole — the  racing  moc- 
casin, or  gommino,  became  an  instant  classic. 

In  the  nearly  30  years  since,  the  "JP"  has  been 
dropped  and  Tod's  has  expanded  its  wares  to 
include  leather  goods  of  all  sorts:  men's  and 
women's  shoes,  bags,  wallets  and  the  like. 
The  gommino  is  now  available  in  endless 
permutations,  from  colorful  suede  to 
extravagant  alligator.  And  it  still  looks 
just  as  chic,  whether  vou're  driving  along 
the  Amalfi  coast  or  zipping  to  the  corner 
y     for  a  quart  of  orange  juice.  • 

^  Driving  shoe  in  calfskin,  $325,  at  Tod's,  (800)  45 7- 
TODS,  www.todsonline.com. 


Bose®  QuietComfort®  Acoustic  Noise  Cancelling®  Headphones 


Now  you  have  a 


On-ear 
QC  3  headphones 


Around-ear 
QC  2  headphones 


Bose  began  researching  noise  reduction  technology  28  years 
ago.  Since  then,  we've  been  leading  the  industry  in  advanc- 
ing the  category  we  created. 

QuietComfort®  3  headphones  represent  the  latest  achieve- 
ment. They  rest  on  your  ears  rather  than  surrounding  them. 
And  while  they  are  smaller  than  our  highly  acclaimed 
QuietComfort  2  headphones,  there  is  no  compro- 
mise in  noise  reduction,  sound  quality  or 
comfortable  fit.  So  now  you  have 
a  choice:  QC  2  headphones  for 
around-ear  use,  and  QC™3 
headphones  if  you  prefer  a 
smaller,  on-ear  alternative. 


Fold-flat  design 
for  easy  storage 


The  challenge  of  reducing  size.  With  conventional 
technology,  smaller  earcups  compromise  performance.  So 
we  launched  a  research  project  to  explore  whether  it  was 
possible  to  overcome  the  performance  limitations  of  smaller 
size  and  on-ear  design.  The  result  is  our  QC3  headphones. 
They  offer  the  same  acclaimed  level  of  performance  as  our 
award-winning  QC2  headphones. 


Hear  the  difference  Bose®  technology  makes. 

You  will  notice  a  dramatic  decrease  in  engine  roar  on  a 
plane.  The  cabin  becomes  more  peaceful.  Connect  your  CD 
player,  MP3  player,  or  listen  to  the  in-flight  movie.  You'll 
hear  detail  you  may  have  never  experienced  while  flying. 

But  our  customers  tell  us  that  they  use  these  headphones 
at  home  or  at  the  office,  too.  They  also  use  them  with  our 
optional  Cell  Connect  cable  for  select 
music-enabled  mobile  phones.  Although 
the  noise  reduction  will  be  more  subtle, 
you  should  notice  distractions  fading 
softly  into  the  background. 

Try  them  for  30  days,  risk  free. 

Choose  QC3  headphones  for  an  on-ear  fit,  or  QC2  head- 
phones for  an  around-ear  design.  Both  come  with  our 
30-day  Excitement  Guarantee.  Take  advantage  of  12  easy 
payments,  with  no  interest  charges  from  Bose.* 
QuietComfort  headphones.  Engineered  exclusively  by  Bose, 
the  most  respected  name  in  sound. 


FREE 
shipping 
with  your 
order. 


To  order  or  learn  more  about  Bose  headphones: 

1-800-901-0256,  ext.  Q5586 
www.Bose.com/QC 


Better  sound  through  research® 


"Bose  payment  plan  available  on  orders  of  $299-51 500  paid  by  major  credit  card  Additional  financing  offers  may  be  available  for  select  products  See  website  for  details  Down  payment  is  1/12  the  product  price  plus 
applicable  tax  and  shipping  charges  Then,  your  credit  card  will  be  billed  for  1 1  equal  monthly  installments  with  0%  APR  and  no  interest  charges  from  Bose  Credit  card  rules  and  interest  may  apply  U  S  residents  only  Limit 
one  active  financing  program  per  customer  ©2006  Bose  Corporation  Patent  rights  issued  and/or  pending  The  headphone  oval  is  also  a  trademark  of  Bose  Corporation  Financing  and  free  shipping  offer  not  to  be  combined 
with  other  offers  or  applied  to  previous  purchases,  and  subject  to  change  without  notice  Risk  free  refers  to  30-day  trial  only  and  does  not  include  return  shipping  Delivery  is  subject  to  product  availability 


SPECIAL  ADVERTISING  SECTION 


a  Fa  mi  I 


That's  Anything  Bu 


By  Raha  Wright 

Forgo  the  typical  family  vacation  —  you  know  the  kind:  the  never-ending  road  trips, 
the  overcrowded  amusement  parks  —  and  stir  things  up  with  a  trip  to  Hawai'i. 


m  V  irst  order  of  business:  which  of  the  six  islands  are  you 
rj  going  to  go  to?  Each  has  its  own  unique  flavor  and  feel,  so 
J.   listen  up:  this  is  important. 

It  you  want  the  city  with  some  country  to  go  with  it,  jet  over  to 
O'ahu.  Learn  to  surf  at  Waikiki  Beach,  take  the  kids  to  the  zoo  and 
museums,  drive  past  pineapple  fields  to  the  fabled  North  Shore, 
and  relax  in  between  it  all. 

Dreaming  of  jungles,  waterfalls  and  the  rugged  island  landscape? 
Head  to  Kaua'i,  where  you  can  also  kayak  along  a  river,  zipline  across 
a  rainforest  or  meander  through  an  old  sugarcane  plantation  town. 

Looking  for  lava?  On  the  Big  Island,  you  can  take  off  in  a  heli- 
copter and  watch  as  red  lava  spews  from  the  world's  most  active 
volcano.  Or  experience  ancient  Hawaiian  culture  through  heians 
(religious  sites)  dating  back  hundreds  of  years. 

On  Maui,  erase  "boredom"  from  your  kids'  vocabulary  with  the 
island's  countless  snorkeling  and  diving  spots,  miles  of  beach  (red, 
black  and  white  sand  included)  and  stunning  views  from  the 
10,023-foot  Haleakala  volcano  summit. 

Want  to  get  away  from  it  all?  On  the  islands  of  Moloka'i  and 
Lana'i,  life  feels  uncomplicated  and  simple,  but  don't  let  that  fool 
you  —  from  horseback  riding  to  sport  fishing  and  sailing,  almost 
any  activity  is  within  reach. 

The  bottom  line:  Expect  a  lot  and  fly  home  with  much,  much  more. 

A  One-Stop  Wonder... 

Touch  down  on  Maui  and  you'll  immediately  understand  why  the 
locals  here  seem  so  content.  The  temperature  averages  between  75 
and  85  degrees,  every  corner  reveals  yet  another  astounding  natural 
beauty,  and  there  are  more  outdoor  activities  than  you  even  knew 
existed.  If  that  weren't  enough,  luxurious  resorts  dot  the  island,  each 
uniquely  tucked  right  into  the  idyllic  paradise  setting. 

On  the  southwest  shores  of  the  island  sits  the  Fairmont  Kea  Lani 
in  Wailea.  At  first  glance  it  might  seem  like  a  resort  of  this  caliber 
wouldn't  welcome  kids,  but  it's  actually  quite  the  opposite.  All 
of  its  plush  one-bedroom  suites  outfitted  with  a  microwave, 
double  sofa  bed  and  a  DVD  playc       Ui  is  conveniently  located 
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on  the  ground  floor,  featuring  sandwiches, 
salads  and  gourmet  foods  —  perfect  for 
stocking  up  the  suite's  mini-refrigerator.  And 
a  140-foot  waterslide  is  likely  the  property's 
most  celebrated  amenity. 

Want  to  hit  the  beach,  but  don't  want  to  get 
back  in  the  car?  That's  easy:  Polo  Beach  is 
located  in  front  of  the  property,  and  families 
can  rent  snorkeling  equipment  and  boogie 
boards  from  Kea  Lani's  kiosk.  Really  feeling 
adventurous?  Leave  Polo  Beach  in  the  hotel's 
outrigger  canoe.  Guests  not  only  will  learn 
Hawaiian  culture  and  history,  but  will  also  get 
a  crash  course  on  how  to  paddle  like  a  pro. 

What's  more,  a  children's  camp  dubbed 
Keiki  Lani  is  offered  to  guests  5  to  13  years 
old.  This  is  anything  but  the  boring  day  camp 
children  would  normally  avoid.  Kids  take  part 
in  a  new  activity  every  day,  from  Hawaiian- 
style  arts  and  crafts  —  think  volcano-building, 
hula  dancing  and  lei-making  —  to  a  visit  to 
nearby  tide  pools  teeming  with  crabs,  tiny  reef 
fish  and  sea  urchins. 

A  Tucked-Away  Treasure... 

On  O'ahu,  most  people  stay  in  the  vaca- 
tioner's hub  of  Waikiki  Beach.  But  what  if  you 
want  to  stay  somewhere  a  little  more  secluded, 
experience  something  different  but  still  have 
all  of  the  luxuries  to  go  with  it?  Tucked  away 
on  the  outskirts  of  an  upscale  residential 
neighborhood  about  ten  minutes  from 
Waikiki  is  The  Kahala  Hotel  &  Resort. 
Opened  in  1964,  this  enclave  has  welcomed 
an  eclectic  mix  of  celebrities  over  the  years, 
(Continued  on  page  5) 


KEA  LANI 


Each  day  is  i; 

My  island  of  Maui  is  unique  in  all  the  world.  The  fragrances 
of  the  flowers,  the  gentle  breeze  from  the  ocean,  and  the 
beautiful  Hawaiian  traditions  all  make  my  home  so  very 
special.  As  each  guest  enters  The  Fairmont  Kea  Lani,  I  want 
them  to  feel  like  they  are  entering  my  own  home.  I  give 
this  flower  lei  as  a  symbol  of  love  and  friendship.  It  is  the 
beginning  of  a  truly  memorable  experience. 

Call  your  travel  professional  or  1.800.441.1414 


www.fairmont.com/kealani 


c  shinning,  beaches.  Tlie  endless  activities.  O'ahu  has  all  of  tin 
makings  of  a  great  family  uacuth  m  Hut  why  not  take  some  time  away 
Man  tfiv  kids?  When  the  lights  go  d<  >wn  and  the  tiki  torches  are  fired  up, 

for  the  great  parental  escape. 


m 
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V  T  T  hether  you're  searching  for  a  hip  new  restaurant  or  a  nice 
1  f\  /  eatery  to  duck  into,  O'ahu's  options  are  endless.  You  may 
f  j  already  have  heard  of  Chef  Mavro  and  his  award-winning 
restaurant  near  Waikiki,  but  this  culinary  master  is  opening  up  a  new 
outpost  at  the  end  of  this  month:  Cassis  Honolulu.  Named  after  a 
stunning  harbor  village  in  France,  where  he  opened  his  first  restaurant 
three  decades  ago,  Cassis  Honolulu  will  be  a  casual  spot  compared  to 
his  flagship  location's  three-hour-long  wine-paired  dinners.  Located 
in  downtown  Honolulu  and  given  a  stunning  look  by  famed  local 
interior  designer  Mary  Philpotts,  the  restaurant  boasts  a  contempo- 
rary Hawai'i  Regional  meets  classic  bistro  dish  theme.  So  what  does 
that  include?  Rotisserie  chicken  coupled  with  a  plum  wine  sauce,  a 
grilled-to-perfection  steak  with  curried  fries  and  a  Manoa  salad,  and 
a  li  hing  mui  tarte  tatin  —  to  name  just  a  few. 

From  California  and  New  York  to  Japan  and  Guam,  Roys  is  recog- 
nized by  the  masses.  But  lest  you  forget,  it  all  started  with  Roy 
Yamaguchi's  first  restaurant  in  Hawai'i  Kai  (about  15  minutes  east  of 
Waikiki),  and  that's  also  where  a  new  event  is  causing  a  major  foodie 
buzz.  Dubbed  "Honolulu  Holo  Holo"  —  which  loosely  translates  "to 
go  out  for  pleasure" —  the  restaurant  is  hosting  a  series  of  dinners  fea- 
turing some  of  Honolulu's  lesser-known  restaurant  treasures.  Guest 
chefs  work  with  Yamaguchi  and  his  staff,  putting  a  new  spin  on  their 
already  mouthwateringly  tailored  dishes.  Past  nights  welcomed  sold- 
out  crowds,  since  the  event  is  held  only  once  a  quarter;  so  if  you're 
planning  on  attending,  call  the  restaurant  to  find  out  the  "what  and 
when"  of  the  next  slated  supper. 

Nobu  might  be  another  household  name,  considering  that  it  has 
more  than  a  dozen  swanky  restaurants  around  the  world.  But  the 
big  news  is  that  Waikiki  will  be  added  to  this  coveted  international 
list.  This  May,  Chef  Matsuhisa  will  bring  his  eclectic  Japanese  cui- 
sine to  the  islands  via  a  7,500-square-foot  restaurant  in  the  lobby 
of  the  Waikiki  Pare  Hotel.  Designed  by  the  Rockwell  Group,  an 
architectural  firm  known  for  such  gems  as  the  Kodak  Theatre  in 
Los  Angeles  and  the  W  in  New  York  City's  Union  Square,  Nobu 
Waikiki  will  have  a  full-service  sushi  bar,  outdoor  dining  and 
a  private  area  for  special  events  —  all  fused  with  such  Pacific 


Rim-inspired  style  elements  as  running  water,  fishnets  and 
bamboo  accents. 

Next  up:  drinks  and  entertainment.  Just  steps  away  from  Nobu 
Waikiki  is  the  luxurious  five-star  Halekulani  Hotel.  This  is  where 
Lewers  Lounge  —  think  sophisticated  supper  club  with  intimate 
mood  lighting  —  is  located.  Decadent  desserts,  masterfully  mixed 
cocktails  with  playful  names  such  as  the  Pink  Elephant  and 
Between  the  Sheets,  and  live  music,  including  contemporary  light 
jazz  and  piano-backed  show  tunes,  make  this  a  popular  pilgrimage 
for  after-dinner  drinks. 

If  you're  looking  for  a  unique,  only-in-Hawai'i  cultural  experience, 
a  new  show  called  Waikiki  Nei  debuts  this  July  and  tells  the  fascinat- 
ing story  of  Waikiki's  history,  reaching  back  to  the  monarchy  days. 
RoyTokujo,  the  locally  famed  production  legend,  and  his  partners  are 
the  masterminds  behind  it  all.  They  are  joined  by  a  creative  team  that 
includes  Roger  Parent,  former  producer  of  the  world-renowned 
Cirque  du  Soleil.  As  you  can  imagine,  this  isn't  your  typical  produc- 
tion. The  760-seat  theater,  located  in  the  Royal  Hawaiian  Shopping 
Center  in  Waikiki,  had  to  be  transformed  and  the  roof  raised  — 


Off  the  beaten  path  and  worth  the  five-minute  drive  from  Waikiki,  Tsukuneya  Robata  Grill,  a 
Nagoya  chain  restaurant,  opened  last  year  with  rave  reviews  and  nonstop  local  crowds.  This  izakaya 
(casual  pub)  features  its  specialty  tsukune  dish  of  ground  chicken  mixed  with  yam  and  seasonings, 
grilled  over  white  charcoal.  Its  fish  dishes,  salads  and  sake  are  sure  to  lure  you  in,  too. 


literally  —  so  that  moving  stages,  acrobatic  rigging  and  elevated  cat- 
walks could  be  added  to  the  venue. 

What's  more,  when  the  last  curtain  falls,  half  of  the  theater's  seating 
iretracts  and  a  glittery  nightclub  —  think  MGM  Grand's  Studio  54  — 
emerges.  Performers  will  continue  to  wow  guests  through  acrobatics 
and  the  lobby  will  showcase  an  ultra-lounge  with  interactive  tables 
and,  of  course,  specialty  drinks  aplenty. 

Also  unveiling  this  summer  is  Iona  Contemporary  Dance  Theatre's 
production  of  A  Living  Tarot.  In  the  aptly  named  play,  Iona  dancers 
transform  themselves  into  a  deck  of  tarot  cards  with  which  the 
audience  can  interact  and  join  in  their  performances.  Iona  is  widely 
known  for  its  stunning  costumes,  innovative  productions  and  the  | 
ability  to  involve  its  audience,  sending  them  away  with  a  deeper 
imessage.  The  production  premiers  in  June,  but  for  its  venue  location 
land  specific  dates,  visit  www.iona360.com. 

Honolulu's  Chinatown  is  making  a  comeback  as  the  local  nighttime 
hot  spot,  thanks  to  such  events  as  the  First  Friday  Downtown  Gallery  I 
Walk  on  —  you  guessed  it  —  the  first  Friday  of  every  month.  But  the 
historic  Hawaii  Theatre  is  nothing  new  to  Chinatown,  as  it  opened  in 


all  its  glory  in  1922.  Nicknamed  the  "Pride  of  The  Pacific,"  the  1,400- 
seat  theater  continues  to  host  remarkable  events,  including  its  own 
long-running  series,  Hana  Hon!,  featuring  the  best  in  Hawaiian  musi- 
cal talent  mixed  with  traditional  hula,  chant  and  song.  Its  "Be  Steel  My 
Heart"  concert  on  June  22  will  be  a  tribute  to  steel  guitar,  showcasing 
multiple  rhythmic  masters  and  hula  performances  by  Debbie 
Nakanelua,  Kealoha  Kalama,  Maldonado  and  Leimomi. 

Also  in  the  Hawaii  Theatre  lineup  is  Tau  Dance  Theater's  August  1 8 
production  of  Naitpaka,  A  Hawaiian  Love  Story.  This  contemporary 
opera,  fused  with  modern  dance,  ballet,  live  vocals  and  chanting,  tells 
the  story  of  the  legendary  Hawaiian  myth  of  two  lovers  forced  to  part 
because  of  class  differences.  Performed  in  Hawaiian  with  English 
supertitles,  the  production  —  the  work  of  artistic  director  and  founder 
Peter  Rockford  Espiritu  —  provides  a  moving  and  masterfully 
displayed  cultural  event. 


For  more  information  on  O'ahu  by  day  ^ 

or  night,  visit  www.visit-oahu.com.  Ti  \  ,„ 
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KAHALA  FAMILY  PACKAGE 

Room  or  Suite  accommodations  with  second 
room  or  suite  at  20%  off  our  published  rates 
One  full  day  Keiki  Club  program  for  one  child 

KAHALA  DOLPHIN 
ENCOUNTER.  PACKAGE 

Room  or  Suite  accommodations 
One  Dolphin  Encounter  for  tiro 


Honolulu's  legendary  vacation  destination 
is  the  ideal  getaway  for  families,  yet  only 
minutes  rrom  Waikiki  hy  complimentary 
rattle.  The  secluded  beachfront  location 
offers  exciting  water  activities  including  the 
amazing  Dolphin  Quest  Program.  Our  Spa 
Suites  and  The  Kahala  Keiki  Cluh  offer 
special  programs  for  children.  With  our 
award-winning  cuisine  and  magnificent 
accommodations,  The  Kahala  is  Hawaii's 
most  spectacular  resort  hotel.  Our  Kahala 
Family  Package  and  Dolphin  Encounter 
Package  are  a  unique  opportunity  for  you  and 
your  family  to  create  unforgettable  memories. 


Th^Jcadinftiotds  ofth&World 

For  more  information  about  our  rates  and  packages,  please  call  1.800.367.252; 
your  travel  agent  or  go  to  www.kakalaregort.com 
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(Continued  from  page  2) 
such  as  Eva  Gabor,  Frank  Sinatra,  Michelle 
Pfeiffer  and  the  Dalai  Lama. 

Fronting  a  beautiful  stretch  of  white-san( 
beach,  the  6.5-acre  hideaway  not  only  ha 
a  children's  pool  and  a  Dolphin  Lagoon  — 
home  to  six  porpoises  with  which  kids  can 
interact  —  but  its  Keiki  Club  gets  5-to-12 
years-olds  active  and  excited  about  Hawaiian 
culture.  Full-  or  haJf-day  activities  can  includi 
everything  from  snorkeling  and  bamboo  pol< 
fishing  to  'ukulele  playing  and  hula  dancing. 

Have  a  dog  at  home  that  your  kids  can' 
bear  to  live  without?  Well,  they  don't  have  to 
With  the  Kahala's  new  Pampered  Paws  pro 
gram,  dogs  are  not  only  invited,  they  are  given 
a  royal  welcome!  Peanut  butter  dog  biscuits 
decorated  with  your  pooch's  name  are  already 
waiting  in  the  room;  a  comfy  dog  bed  sitsl 
beside  your  own;  and  a  card  is  presented  widi 
dog  commands  written  in  Hawaiian. 

With  so  many  wonderful  options  and  per- 
sonal touches,  you  can  be  sure  the  whole  family 
will  have  a  truly  unforgettable  vacation.  ■ 


Web  Directory 

Fairmont  Kea  Lani 

www.  fairmont.  com/kealani 

The  Kahala  Hotel  &  Resort 

www.  kahalaresort.  com 

O'ahu  Visitors  Bureau 
www.  visit-oahu.  com 


Spas  by  Lorraine  Cademartori 
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t  Miraval,  Lite  in  Balance,  guests  are  invited  to 
try  any  number  of  "challenge"  activities— bal- 
ancing a  feather  on  the  palm  of  the  hand,  climb- 
ng  (while  tethered)  the  25-foot  Quantum  Leap  pole  and 
hen  jumping  off,  learning  to  approach  a  horse  and  pick 
lap  its  hooves.  Most  guests  emerge  from  the  Tucson, 
A.Z,  destination  spa  with  increased  awareness  of  their 
strengths  and  weaknesses — or,  at  least,  of  their  fears — 
.vith  many  pledging  to  return  to  chart  their  progress. 
Nearby  Canyon  Ranch  boasts  no  obstacle  courses,  but 
aver  the  past  25  years  has  also  seen  a  steady  uptick  in  its 
return  clientele.  Now  both  enterprises  are  betting  that 
their  clients  really  do  want  to  bring  their  spa  experiences 
into  their  everyday  lives — by  actually  purchasing  resi- 
dences in  complexes  owned  by  the  spas  themselves. 

Wellness-themed  real  estate  has  taken  hold  before, 
:he  venerable  La  Costa  Resort  &  Spa  in  Carlsbad,  Cali- 
fornia, being  an  early  example.  But  it's  taken  till  now 
ror  spas  to  try  translating  their  essences  into  24/7  living. 


Lush  Life 


Ever  think  you  never 

wanted  to  leave  a  spa? 
Now  you  don't  have  to. 
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With  the  highest  brand-name  recog- 
nition in  the  field,  Canyon  Ranch  seems 
poised  to  make  a  smooth  segue  into  real 
estate.  Founded  by  the  husband-and- 
wife  team  of  Enid  and  Mel  Zuckerman 
in  1979,  the  Canyon  Ranch  family  of 
businesses  has  grown  to  include  Canyon 
Ranch  in  the  Berkshires  (Lenox,  Mass- 
achusetts) and  Canyon  Ranch  SpaClubs 
in  Las  Vegas  at  The  Venetian  hotel;  in 
Kissimmee,  Florida,  at  the  Gaylord  Palms 
Resort  and  Convention  Center;  and 
aboard  Cunard's  Queen  Mary  2.  In  a  sense, 
Canyon  Ranch  has  grown  about  as  much 
as  it  can  within  the  traditional  confines  of 
the  spa  world;  to  franchise  would  be  to  di- 


-spa  and  fitness  center  is  shared  by  all.  "We 
looked  at  where  [spa  clients]  go  when  they 
don't  come  to  us....What  we  like  about 
Miami  is  that  it  has  enough  ambience  that 
it  wasn't  too  far  a  leap  of  faith"  for  Canyon 
Ranch  Living's  debut,  says  Kelly. 'Its  430 
one-,  two-  and  three-bedroom  and  pent- 
house condo  units  feature  all  the  bells  and 
whistles  typical  of  luxury  living:  private 
elevators,  designer  kitchens,  whirlpool 
soaking  tubs,  oversized  glass-and-steel 
balconies.  (At  press  time,  the  final-phase 
units  were  still  available,  priced  from  $1 
million  to  $5  million.)  But  the  Miami 
Beach  property,  as  well  as  a  downtown 
Chicago  project  slated  to  open  in  2010, 


"Wellness  lifestyle  requires  the 
convergence  of  medical, behavioral, 
spiritual, physical, beauty... you  need  a 
technical  expertise  to  get  into  this  game." 


lute  its  brand.  Couple  this  with  a  sense 
that  a  growing  portion  of  the  population 
is  ready,  willing  and  able  to  try  a  more 
health-minded  approach  to  living,  and 
voila — Canyon  Ranch  Living. 

"We  did  extensive  research  in  how 
people  integrate  lifestyle,  community, 
wellness  into  their  lives,"  says  Kevin  Kelly, 
Canyon  Ranch's  president.  "One  out  of 
three  American  adults  wants  to  integrate 
wellness  into  their  daily  lives,  and  the  per- 
centages increase  among  younger  people. 
We  needed  to  speak  to  our  customer  in  a 
more  sophisticated  way.  Canyon  Ranch  is 
an  experiential  brand.  What  the  research 
helped  us  realize  is  that  there  is  a  market 
segment  we  call  'wellness  lifestyle'  and  it 
includes  spirituality,  fitness,  nutrition, 
beauty,  spa,  the  healing  arts,  stress  man- 
agement. It's  a  morphing  of  a  couple  of  in- 
dustries into  a  new  market  category."The 
key,  Kelly  says,  is  to  offer  a  living  situation 
that  encompasses  these  concerns,  and  to 
do  it  in  such  a  way  that  it  also  fosters  a 
sense  of  community. 

This  September,  Canyon  Ranch  Miami 
Beach — part  new  construction,  part 
renovation  of  the  former  Carillon  on 
Collins  Avenue — will  be  ready  for  occu- 
pancy. Hotel  suites  occupy  11  floors  of  the 
complex;  condominium  residences  are  on 
floors  12  to  16;  and  a  75,000-  square-foot 


aren't  merely  ultrasleek  modern  buildings 
with  lots  of  amenities  and  really  big  spas. 
As  Kelly  notes, '"Wellness  lifestyle'is  very 
complicated;  it  requires  the  convergence 
of  medical,  behavioral,  spiritual,  physical, 
beauty... you  need  a  lot  of  technical  expert- 
ise to  get  into  this  game."  So  Canyon 
Ranch  Living  properties  will  also  feature 
a  namesake  restaurant  showcasing  the 
spa's  signature  cuisine,  and  a  wellness  cen- 
ter offering  classes  on  disease  prevention, 
weight  loss,  stress  reduction,  smoking  ces- 
sation and  the  like. 

Meanwhile,  in  keeping  with  its  "chal- 
lenge" philosophy,  Miraval  has  taken  the 
plunge  into  some  of  the  priciest  real  estate 
in  the  country:  Manhattan.  "A  lot  of  New 
Yorkers  have  accepted  a  stressful  and  over- 
bearing lifestyle  as  part  of  the  price  of  liv- 
ing in  the  city;  we'd  like  to  change  how 
people  live,  "  says  John  Vanderslice,  chief 
executive  officer  of  Miraval.  (A  majority 
stake  in  Miraval  is  owned  by  former  AOL 
chief  Steve  Case's  Revolution  Living,  an 
investment  concern  focused  on  developing 
businesses  that  aim  to  keep  people  healthv 
and  fulfilled.)  The  company  is  working  with 
developer  Zamir  Equities  and  property 
managers  C&K  Properties,  who  in  2005 
purchased  the  former  River  Terrace  high- 
rise  rental  property  at  515  East  72nd 
Street — -the  heart  of  one  of  the  country's 


swankiest  ZIP  codes,  10021.  In  a  cii 
in  which  architects  have  become  nam 
brands,  the  365-unit  Miraval  Living  build 
ing,  vintage  1980s,  hardly  stands  out.  (Th 
renovated  studio,  one-,  two-  and  three 
bedroom  apartments  range  from  $650,00' 
to  $3.5  million.)  But  it's  the  lifestyle  amen 
ities  that  Vanderslice  is  counting  on  to  sej 
Miraval  Living.  In  addition  to  a  spa  and  fit 
ness  center,  there's  an  Olympic-size  indoc 
pool  with  a  nonchlorine  filtration  systen" 
a  "personal  advisor  to  help  guide  resident! 
toward  a  more  balanced  lifestyle,"  gue 
speakers,  cooking  classes  and  a  20,000 
square-foot  backyard  garden — outdoo 
green  space  being  at  a  premium  in  Ne\ 
York.  Within  the  garden 
though,  will  be  that  Quantun 
Leap  challenge  pole,  teasinj 
anyone  who  walks  by  to  give  ii 
a  shot.  (Other  challenge  activi 
ities,  such  as  its  popular  Equin 
Experience,  will  be  providei 
off-site.)  And  Miraval  Living' 
brochure  features  hypothetical  daily  sched 
ules  of  activities  for  residents — in  one  da) 
a  resident  can  go  to  meditation,  join  a  "con 
scious  conversations"  group,  escort  the  kid 
to  "Aqua  Fun"  or  make  sure  they  hang  ou 
at  "Study  Hall" — all  without  ever  leaving 
the  building. 

It  remains  to  be  seen  whether  th 
unique  intensity  of  a  Miraval  experience 
will  translate  from  the  quiet  beauty  of  the 
Sonoran  Desert  to  the  frantic  ambience  o 
Gotham.  It's  one  thing  to  dive  into  such 
endeavors  during  a  weeklong  escape  fron 
daily  life;  it's  quite  another  to  have  their 
be  part  of  a  regular  routine.  Will  resident 
make  use  of  cooking  classes,  Shiatsu  mas 
sage  and  "life  coaching" — or  will  the) 
wind  up  taking  them  for  granted,  like  i 
roof  deck  no  one  uses  but  everyone  like 
for  resale  value?  Canyon  Ranch's  Kelly, 
for  one,  thinks  wellness  lifestyle  has  onhy 
started  its  move  from  the  fringe  to  the, 
mainstream.  "By  2025  one  in  two  con 
sumers  will  be  looking  to  incorporate 
wellness  into  their  lifestyle.  You're  talk 
ing  about  more  than  a  hundred  million 
people,"  he  says.  And  more  than  a  few 
Quantum  Leaps.  • 

Canyon  Ranch  Living,  (888)  987-9876, 
www.canyonranchliving.com;  Miraval Liv 
ing  (212)  772-2722,  www.miravalliving.com. 
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only  the  bottle  has  changed. 

still  thickens  hair  for  greater  scalp  coverage. 
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Wheels  by  Bill  Baker 


The  Lotus  Position 

When  considering  the  2007  Exige  S,  it  pays  to  be  flexible. 

%  Lotus  has  always  had  a  reputation  sort  of  like 
Paris  Hilton's — great-looking  and  wildly  fun, 
but  you  might  not  want  to  spend  your  life  with 
ler.  The  new  British-built  Exige  S,  and  its  sibling  the 
Elise  convertible,  are  tiny,  technologically  innovative  cars. 
With  a  220  hp  supercharged  engine  and  a  six-speed 
xansmission  hauling  just  over  a  ton,  performance  is  on  a 
ievel  with  that  of  automobiles  far  more  powerful  and  ex- 
pensive. Handling  is  superb. 

Still,  the  car  might  take  a  bit  of  getting  used  to.  If  you 
:an  kiss  the  back  of  your  knee,  you  should  have  no  trou- 
ble getting  in  and  out  of  the  Exige  S.  Here's  how  you  do 
t:  Sit  on  door  sill,  lean  forward  under  the  roof  and  twist, 
then  drop  your  butt  into  the  seat  while  swiveling  your 
legs  inside.  Getting  out  of  the  car  is  something  I'm  sure 
the  paparazzi  would  love  to  watch  Paris  do. 

Once  settled  in,  you'll  find  accommodations  are 
cozy.  In  fact,  it  helps  to  be  on  friendly  terms  with  your 
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passenger. The  interior  is  comfortable — if 
a  bit  spartan — and  our  only  real  complaint 
is  that  it's  impossible  to  see  out  the  beetle- 
shaped  back  window  because  the  super- 
charger intercooler  is  in  the  way.  You'll  get 
good  at  using  your  mirrors. 

But  it's  the  quickness  and  handling  that 


-makes  any  Lotus  thrilling.  The  Exige 
S  sprints  to  60  mph  in  4.1  seconds  and 
100  mph  in  11.  Switch  off  the  traction 
control,  dive  deep  into  corners,  slam  on 
the  11.5-inch-diameter  four-wheel  disc 
brakes  then  four-wheel  drift  out  the 
other  end  of  the  turn.  Yee-ha!  (Note  to  law 


enforcement:  I  pulled  that  stunt  on  th 
road  course  at  Las  Vegas  Speedway,  nq 
the  local  freeway  off-ramp.) 

At  $59,890  this  little  Lotus  certainlj 
isn't  cheap,  nor  is  it  ideal  for  comraut 
ing.  After  all,  there  are  no  cup  holders 
www.  lot  wears,  com. 


DUCATI  1098:  ESPRESSO  YOURSELF 


Ducati  has  long 
been  known 
for  making  street 
motorcycles  that  are 
close  cousins  to  their 
racing  machines.  The 
new  1098  Superbike, 
the  most  powerful 
twin-cylinder  motorcycle 
in  the  world,  upholds 


that  tradition.  Twist 
the  throttle  and  hang  on 
as  160  hp  and  90.4 
pounds  per  foot  of 
torque  propel  you  and 
the  381-pound  bike  to 
license-revoking  speeds 
in  a  few  heartbeats. 

With  the  highest 
torque-to-welgf  -tio 


of  any  sport  bike  on 
the  market,  this  thing 
can  rear  up  like  a 
bronco  out  of  the  chutes 
if  you're  not  careful 
rolling  on  the  gas. 

Typically,  Ducatis 
feature  riding  positions 
that  are  best  suited  to 
the  race  track  and  not 


long  sessions  in  the 
saddle.  The  1098  will 
no  doubt  thrill  on  a 
road  course,  but  it 
won't  kill  your  back  on 
the  freeway  either, 
thanks  to  a  more 
upright  seating  position 
and  less  punishing 
handlebar  angle. 


The  1098  is 
available  in  three 
versions  starting  at 
$14,995  and  running 
to  $24,995  for  the 
limited-edition 
"Tricolore"  in  Italian 
red,  white  and 
green  racing  livery. 
www.ducatiusa.com. 
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1TH0UT  A  SET, 
YOUR  LUXURY  CAR...ISNT. 


THE  ALL-NEW 

Introducing  the  ultimate  in  luxury  for  the  most  discriminating  driver:  the  new,  all-season 
Versado  LXm.  It  features  Silent  Wall™  design  for  an  exceptionally  smooth,  comfortable  and 
t  ride.  Plus,  an  all-new  asymmetric  tread  for  improved  cornering  and  overalt  handling  on  both 
aces.  The  all-new  Toyo  Versado  LX.  Performance  refined.  Luxury  redefined. 

ind  your  nearest  dealer  at  toyo.com  or  call  (800)  953-8696. 

reminds  you  to  drive  responsibly.  Never  operate  a  vehicle  in  an  unsafe  or  unlawful  manner. 


>VO  TIRES 

DRIVEN  TO  PERFORM 


The  Power  Of  Time  - 

The  Valeo  Reserve. 


Valeo  -  from  Latin  meaning  to  have  power  or 
influence,  to  prevail.  The  Valeo  Reserve  adds 
meaning  to  the  word  power.  The  art  of  watch 
making,  challenged  from  concept  to 
delivery.  Each  detail  carefully  scrutinized, 
resulting  in  a  powerful  demonstration  of 
design  and  function. 

A  source  of  innovation  since  1927  in 
Glashutte,  Tutima  is  recognized  by  horology 
and  aviation  professionals  worldwide.  The 
introduction  of  the  Valeo  Reserve 
demonstrates  the  belief  that  as  long  as  you 
strive  for  the  highest  level  of  integrity,  there 
will  be  those  who  will  appreciate  it. 
www.tutima.com 


tutima 

German  Tradition  Since  1927 


Cigar  King  &  Fine  Watches  -  Scottsdale,  AZ  (480)  214-0238 
Jackson  Square  Fine  Jewels  -  Redwood  City,  CA  (650)  365-3000 
Swiss  Watch  Gallery  -  Laguna  Hills,  CA  (949)  458-1962 


For  a  booklet  on  TUTIMA  INSTRUMENT  \«j        ;,  including  authorized  dealers  in  North  America,  please  contact:  Tutima  USA,  Inc.,  T:  888-462-7888,  info@tutima.com 
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Boats  by  Bernadette  Bernon 


it 


alencia,  Spain,  will  host  the  America's  Cup  this 
year,  and  from  early  spring  until  July,  the  lively 
Mediterranean  city  will  be  overrun  with  fans  in 

(search  of  the  best  view  of  the  races  as  well  the  region's 
legendary  paella.Things  get  started  April 
3,  when  the  defending  America's  Cup 

[champion,  Switzerland's  Alinghi,  races  1 1 

J  challengers  from  around  the  world  in  the 
Louis  Vuitton  Cup,  the  prestigious  elim- 

Nination  contest  for  the  main  event.  For  four  days,  the 

I  complete  fleet  of  America's  Cup-class  yachts — together 
totaling  almost  300  tons  of  carbon  fiber  as  well  as  hun- 

»  dreds  of  millions  of  dollars  in  research  and  develop- 

i  ment — will  blast  across  the  starting  line,  all  battling  in 
the  Vuitton  Cup's  final  "act."  It's  the  last  time  all  the  con- 
tenders sail  together:  Afterward,  Alinghi  trains  on  her 

j  own,  while  from  April  16  to  May  7  the  11  challengers,  > 
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Scramblin 


for  the  Cup 


including  boats  from  Sweden,  Italy,  New 
Zealand,  Spain,  South  Africa,  France, 
Germany  and  China,  as  well  as  Larry 
Ellison's  BMW  Oracle  Racing  from  the 
United  States,  do  battle  in  the  head-to- 
head  round-robin  stage  of  the  Cup.  Four 
boats  qualify  for  the  semifinals,  from  May 
14  to  25;  two  make  the  finalsjune  1  to  12; 
and  the  winner  faces  Alinghi  in  the  32nd 
America's  Cup  Match  June  23  to  July  7. 
The  Cup  is  a  best-of-nine  series  that  tests 
the  abilities  of  two  teams  over  a  range  of 


conditions.  The  match  might  be  over  in  a 
5-0  washout.  Or,  as  in  1983,  it  may  come 
down  to  a  final  race  for  the  prize.  Prior  to 
the  first  Louis  Vuitton  Cup,  in  1983,  the 
challenger  had  never  beaten  the  -defender 
in  America's  Cup  racing  in  132  years,  but 
things  have  changed  recently:  Four  of  the 
past  six  contests  have  seen  the  challenger 
emerge  victorious.  Follow  the  televised  ac- 
tion on  Versus  (previously  OLN),  and  visit 
the  official  website  of  the  America's  Cup 
for  more  details,  www.americascup.com. 


The  ultraportable 
Far  Harbour  39 


Boat  in  a  Box 


FAR  HARBOUR  39  IS  THE  FIRST  MOTOR  SAILER  SPECIFICALLY  DESIGNED 
to  fit  into  a  standard-size  shipping  container.  This  means  you  can  ship  your  boat — includ- 
ing the  lead-bulb  steel  keel  and  rig— at  standard  rates  as  freight,  anywhere  in  the  world, 
at  a  fraction  of  the  cost  of  shipping  it  on  the  deck  of  a  freighter.  Inexpensive  truck 
and  rail  transport  means  you  can  then  select  inland  lake,  canal  or  waterway  destinations 
that  otherwise  might  have  proved  too  costly  or  impractical.  The  inspiration  of  Seattle 
naval  architect  Bob  Perry,  the  Far  Harbour  39  is  a  long  and  lean  boat  perfect  for  a  cruis- 
ing couple  and  can  be  easily  reassembled  in  one  day  with  standard  boatyard  equipment. 
Under  power,  this  clever  craft  soars  along  at  more  than  eight  knots;  under  sail  in  ten- 
knots-apparent  wind  she  reaches  almost  seven.  The  Far  Harbour  features  a  pilothouse, 
40-horse  Yanmar  and  elegant  accommodations  belowdecks,  all  for  $250,000,  including 
commissioning,  in  the  water  and  ready  to  cruise.  (401)  851-7925,  www.containeryachts.com. 


RAISE  THE  ROOF 

The  new  Hinckley  T38  R 
Convertible  runabout  features 
a  retractable  convertible 
top — a  first  in  the  marine 
industry — that  folds  up  or 
down  at  the  push  of  a  button 
and  stows  itself  out  of  sight. 
Within  moments  it  protects 
you  from  rain  or  opens  up  to 
a  sunny  day.  This  racy  little 
sled  has  a  top  speed  of 
37  knots,  shallow  draft,  bow 
thruster,  jet-drive  propulsion, 
standing  headroom 
below,  cockpit  seating  for  ten 
and  a  full  galley.  The 
T38  R  Convertible  (about 
$895,000)  also  features  the 
company's  signature  Jet 
Stick,  a  joystick-like  device 
that  maneuvers  the  boat  with 
ease  and  accuracy.  (866) 
446-2553,  www.thehinckley 
company.com. 
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With  its  pink  sand  beaches  and  turquoise  waters,  you'll  definitely  feel  the 
love  of  Bermuda.  This  island  paradise  is  less  than  two  hours  from  the  East 
Coast,  assuring  that  you  can  spend  more  time  with  the  ones  you  love  and 

less  time  getting  there.  BERMUDA 

For  full  details,  and  to  book  tickets  and  reservations,  call  1-800-BERMUDA  ~  ~ 

or  visit  www.bermudatourism.com. 


A  Piece  of  the  Action 


INSTEAD  OF  CARRYING  THE  FINANCIAL  RESPONSIBILITY  OF  A  LARGE 
yacht  yourself,  now  you  can  buy  ten  percent  of  it  and  enjoy  up  to  four  weeks  of  the  year 
in  the  Caribbean  or  other  charter  locations.  First  Choice  Marine,  whose  group  includes  some 
of  the  premier  chartering  companies  in  the  world,  is  promoting  a  partial-ownership  concept 
called  First  Choice  Yachting  that  offers  customers  the  opportunity  to  purchase  a  percentage 
of  the  prestigious  Fairline  Squadron  74  motor  yacht.  The  program  works  by  dividing  Squadron 
ownership  into  ten  units  of  ten  percent  each  ($430,000).  Owners  can  purchase  one  or  mul- 
tiple units;  each  unit  gives  the  owner  exclusive  cruising  time  aboard  the  luxury  yacht  every 
year,  complete  with  captain  and  gourmet  chef.  First  Choice  can  also  charter  the  owners'  time 
on  their  behalf  if  they  opt  not  to  use  it.  Visit  www.fairline.com  for  information  on  Squadron 
and  www.firstchoicefractional.com  for  information  on  the  fractional-ownership  program. 


BOTTOM  FEELER 

The  German-designed 
Buegel  anchor  features  a 
sharp  tip  for  penetrating 
almost  any  bottom  and  a  roll 
bar  that  orients  it  to  the 
correct  position  to  dig  into 
the  seabed.  This  rugged 
steel  hook  with  no  moving 


parts,  has  become  a  favorite 
of  long-distance  European 
cruising  yachtsmen,  and  it's 
now  available  in  the  United 
States  from  the  International 
Yachting  Center.  $259- 
$985,  (252)  796-4774, 
www.  inter-yacht,  com. 
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Dig  in  with  a 
Buegel  anchor. 


Soothing  Rest  For  Mind  And  Body. 


un^sta 

 ^(eszopiclone)€ 


It's  what  you've  been  craving.  Peaceful  sleep  without  a  struggle.  That's  what  1,2 and  3  mg tablets 

Lunesta®  is  all  about:  helping  most  people  fall  asleep  quickly,  and  stay  asleep  all  through  the  night.  It's  not  only 
non-narcotic,  it's  approved  for  long-term  use.  So  you  can  feel  comfortable  taking  it  night  after  night.  Talk  to  your 
doctor  first  before  using  sleep  aids  for  extended  periods.  Tonight,  just  close  your  eyes,  and  leave  the  rest  to  Lunesta. 
Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  1-800-Lunesta. 

IMPORTANT  SAFETY  INFORMATION:  Lunesta  works  quickly,  and  should  be  taken  right  before  bed.  Be  sure  you  have  at  least 
eight  hours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to  prescription  Lunesta,  you  should  not  drive 
or  operate  machinery.  Do  not  use  alcohol  while  taking  Lunesta.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may 
include  unpleasant  taste,  headache,  drowsiness  and  dizziness.  See  important  patient  information  on  the  next  page.        2006  sepiacor  inc. 


Lunesta 

(eszopiclonejc 


1,2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  I  •  raveling,  such 

as  during  an  airplane  flight  and  the  p_  up  before 

the  effect  of  the  medicine  is  gone.  Th  ;n  called 

"traveler's  amnesia."  Memory  probleri  s 
reported  rarely  by  patients  taking  LUt, 
studies.  In  most  cases,  memory  problems  :a 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA, 
there  is.  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 

these  behavior  changes. 

it  is  also  important  to  realize  it  is  rarely  clear  whether  these 
bahavior  changes  ara  caused  by  the  medicine,  are  caused  by 
curred  on  their  own.  In  fact,  sleep  problems 
may  be  due  to  illnesses  that  were  present 
>s  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusual  or  | 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potential 
effects  in  the  unborn  baby  when  used  during  the  last  weeks 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  pregnant, 
if  you  are  planning  to  become  pregnant,  or  if  you  become 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  present 
in  breast  milk  after  use  of  the  medication.  The  effects  of  very 
small  amounts  of  LUNESTA  on  an  infant  are  not  known; 
therefore,  as  with  all  other  prescription  sleep  medicines,  it  is 
recommended  that  you  not  take  LUNESTA  if  you  are  breast- 
feeding a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  other 
sleep  medicine,  you  should  observe  the  following  cautions: 

1.  LUNESTA  is  a  prescription  medicine  and  should  be 
used  ONLY  as  directed  by  your  doctor.  Follow  your 
doctor's  instructions  about  how  to  take,  when  to  take, 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medicine  for 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thoughts 
or  behavior  during  treatment  with  LUNESTA  or  any 
other  sleep  medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  may  be 
taking,  including  medicines  you  may  buy  without  a 
prescription  and  herbal  preparations.  You  should  also 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  alcohol 
while  taking  LUNESTA  or  any  other  sleep  medicine. 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  8  or 
more  hours  of  sleep  before  you  must  be  active  again. 

6.  Do  not  increase  the  prescribed  dose  of  LUNESTA  or 
any  other  sleep  medicine  unless  instructed  by  your 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  problems 
the  first  night  or  two  after  stopping  any  sleep  medicine. 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if 
you  are  planning  to  become  pregnant,  if  you  become 
pregnant,  or  if  you  are  breastfeeding  a  baby  while 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never  share 
LUNESTA  or  any  other  sleep  medicine  with  anyone 
else.  Always  store  LUNESTA  or  any  other  sleep  medicine 
in  the  original  container  and  out  of  reach  of  children. 

1 1 .  Be  sure  to  tell  your  doctor  if  you  suffer  from  depression. 

12.  LUNESTA  works  very  quickly.  You  should  only  take 
LUNESTA  immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  with 
or  immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e..  ages  65  and 
over)  and  people  with  liver  disease,  should  start  with 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor  may 
choose  to  start  therapy  at  2  mg.  In  general,  adults 
under  age  65  should  be  treated  with  2  or  3  mg. 

15.  Each  tablet  is  a  single  dose:  do  not  crush  or  break 
the  tablet. 

Note:  This  summary  provides  important  information  about 
LUNESTA.  If  you  would  like  more  information,  ask  your 
doctor  or  pharmacist  to  let  you  read  the  Prescribing 
Information  and  then  discuss  it  with  him  or  her. 
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Earplugs 

q  Sold 

Separately 

With  2,000  watts  per 
channel,  the  Mcintosh 

Reference  System 
doesn't  miss  a  beat. 


np 

o  the  average  music-loving  civilian,  a  stere 
with  the  firepower  of  the  Mcintosh  Laborator 
Reference  System  might  seem  like  overkill 
its  2,000-watt-per-channel  amplifiers  and  500-poun 
speakers  better  suited  to  a  concert  hall  than  a  living  roon 
But  sometimes  too  much  is  just  the  right  amount,  espe 
dally  when  it  comes  to  audio  equipment.  Few  stereo 
even  the  expensive  ones,  can  express  the  full  potential  d 
recorded  music,  be  it  a  Nirvana  song  or  a  Rachmaninoi 
concerto.  When  the  music  spikes — an  orchestral  clima> 
perhaps,  or  a  big  power  chord — the  typical  amp  lacks  th 
wattage  to  handle  the  surge,  forcing  it  to  play  somethin 
less  than  a  perfect  replica  of  the  signal  it's  receiving 
But  the  Reference  System,  with  its  16,000  watts  of  pea! 
power,  is  all  but  immune  to  that  problem.  Whether  th 
volume  level  is  ambient  or  spine-shaking,  the  amps' out 
put  will  sound  as  rich  as  a  live  performance. 

The  speakers,  which  are  as  tall  as  most  NBA  centers 
represent  a  technical  breakthrough  o 
their  own.  Instead  of  the  typical  design 
which  might  include  one  large  woofei 
one  large  mid-range  speaker  and  a  fe\ 
tweeters,  the  XRT2K's  have  a  'Tin 
source  array"  of  six  woofers,  40  tweeter 
and  64  mid-range  "drivers."  Stretchinj 
from  floor  to  ceiling,  this  multiplicit 
of  small  speakers  fills  a  room  up  t< 
175  feet  long  with  a  perfectly  balance 
blanket  of  sound.  And  the  sweet  spot  i 
everywhere,  the  volume  constant  fron 
six  inches  or  30  feet  away. 

Mcintosh  Laboratory  has  beei 
making  high-end  audio  equipment  ii 
Binghamton,  New  York,  since  1949 
much  of  it  still  in  heavy  use  today.  Bu 
the  Reference  is  the  system  the  com 
pany  has  always  wanted  to  build.  If] 
expense  was  spared,  from  the  inter 
changeable  tube  and  solid-state  pre 
amplifiers  to  the  aluminum  speake 
Cabinets,  the  impregnable  aluminun 
wall  between  the  left  and  right  chan 
nels  and  the  switching  nodes  vacuum 
sealed  in  glass  cylinders.  This  could  b 
the  last  stereo  you'll  ever  buy.  And  fo 
the  price,  it  ought  to  be.  • 


$191,000.  www.mcintoshlabs.com. 
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Since  business  is  all  about  relationships,  MY  M&M'S-  gives  you  a  whole  new  way  to  connect  with  clients,  employees  and 
customers.  You  can  print  your  logo  on  your  company's  colors;  even  add  your  own  custom  message  -  perfect  for  any  occasion. 
So  go  to  mymms.com/business43  now,  and  make  an  impression  that  will  last  long  after  the  candy's  gone. 

Order  MY  M&M'S  for  your  business  today! 

ONLY  ONLINE! 
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Where  Business    Recreation  Merge 


By  Kurt  Repanshek 


In  Utah  the  Outdoor  Sports  Industry  Finds  Paradise 

Meandering  chasms  of  red  rock,  swift  rivers  raging  with 
white  water  and  snow-capped  mountains  that  soar  into  the 
sky  and  harbor  vast  expanses  of  wilderness.  Utah's  out- 
door dynamics  are  so  alluring  that  the  state  is  increasingly 
acknowledged  as  the  outdoor  products  and  recreation  cap- 
ital of  the  United  States. 

Amer  Sports  Corporation,  the  world's  largest  sports 
equipment  company,  claims  the  Atomic,  Salomon  and 


Suunto  brands.  It  is  moving  its  Winter  &  Outdoor  U.S.  unit 
to  Utah.  Black  Diamond  Equipment,  a  leading  manufacturer 
of  climbing  and  backcountry  ski  gear,  has  been  based 
here  for  years  because  of  the  outdoor  playgrounds.  And 
twice  a  year,  the  Outdoor  Retailers  Show  comes  to  Salt 
Lake  City  to  introduce  the  latest  in  outdoor  gear,  gizmos 
and  clothing. 

"It's  very  natural  for  us  to  pursue  this  industry  cluster 
because  this  is  the  place  to  be  for  these  particular  kinds  of  com- 
panies and  businesses,"  says  Jason  Perry,  executive  director  of 
the  Governor's  Office  of  Economic  Development.  "Our  natural 
surroundings,  the  great  climate  and  the  four  seasons  can  lend 
themselves  well  to  any  kind  of  business  that  wants  to 
work  in  this  sector,  (continued  on  pace  5) 


•  Lake  Powell,  Utah 


Interestingly  enough,  quality  of  life 
improves  quality  of  business. 


NEVER  MINO  THE  CORPORATE  INCENTIVES,  EASY  COMMUTES  AND  EDUCATED  WORKFORCE, 
THE  REAL  REASON  TO  MOVE  YOUR  BUSINESS  TO  UTAH  IS  THE  INCREDIBLE  LIFESTYLE. 

•  Skiing:  Thirteen  highly  accessible  resorts,  all  with  the  Greatest  Snow  on  Earth? 

•  Nightlife:  Surprisingly  exciting  clubs,  bars,  dining,  resorts,  spas  and  festivals. 
#)  Golf:  From  mountains  to  red  rocks,  over  130  picturesque  courses. 

Boating:  Everything  from  easy-going  houseboating  to  adrenaline-filled  white  water. 

•  Hiking:  Five  national  parks  worth  of  monoliths,  arches,  mesas,  cliffs  and  canyons. 


MM 


MMM 


For  more  information  on  doing  business  in  Utah,  visit: 
www.goed.utah.gov  1 1-800-200-1160 
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PARK  CnY  CATERS  to  the  ACTIVE 


It's  obvious  that  Park  City  residents  and  visitors 
relish  their  highly  active  lifestyle  365  days  a  year. 
After  six  months  of  tackling  the  slopes  at  Deer 
Valley  Resort,  The  Canyons  Resort  and  Park  City 
Mountain  Resort,  folks  merely  change  clothes,  swap 
skis  and  snowboards  for  mountain  and  road  bikes,  hiking 
boots,  golf  clubs  or  paddles  and  head  right  back  outside. 
That  mentality  makes  it  easy  to  understand  why  visitors 
who  come  for  the  winters  often  wind  up  staying  for 
the  summers. 

And  why  not?  With  week  after  week  of  sun-washed  days, 
nearly  400  miles  of  mountain  bike  and  hiking  trails  to  explore, 
endless  miles  of  road  cycling  and  12  nearby  golf  courses, 
Park  City  is  a  fitness  junkie's  Nirvana. 

At  the  Park  City  Mountain  Resort,  you  can  test  your  nerves 
at  speeds  upwards  of  40  mph  while  negotiating  the  twists 
and  turns  of  the  Alpine  Coaster.  This  rolling  toboggan  carries 
two  riders  down  a  mile-long  course  that  cruises  through  the 
trees  between  the  PayDay  and  Homerun  trails.  Or,  head  to 
the  Utah  Olympic  Park  and  try  Xtreme  Zipline,  which,  billed 
as  the  world's  steepest  zipline,  slings  you  along  at  speeds 
reaching  50  mph  down  the  length  of  the  120-meter  ski  jump. 
Mountain  biking  is  the  king  of  summer  at  Deer  Valley,  which 
has  a  well-deserved  reputation  for  cutting  some  of  the  most 
challenging  cycling  trails  in  the  West.  Of  course,  if  you  prefer 
a  slower  pace,  the  resort  also  offers  lift-supported  biking  and 
hiking  and  scenic  chairlift  rides. 

At  The  Canyons,  the  Flight  of  the  Canyons  Gondola  is  a 
great  way  to  both  admire  and  experience  the  mountains. 
From  the  resort  base  to  mid-mountain,  the  gondola  whisks 
passengers  to  8,000  feet,  providing  sweeping  views  of  the 
Wasatch  Range.  At  the  top,  thick  forests  flank  the  resort's 
namesake  canyons  and  harbor  miles  of  hiking  and  mountain 
biking  trails. 

But  visiting  Park  City  in  the  summer  isn't  all  about  ioco- 
motion.  Historic  "Old  Town"  is  where  everyone  retreats 
after  a  day  in  the  mountains  to  relax  in  one  of  the  more 
than  100  restaurants  and  bars  that  span  the  culinary  spec- 
trum from  Thai  and  Southwestern  to  French,  northern 
Italian  and  nouveau  American.  A  stroil  along  Main  Street 
before  or  after  dinner  reveals  Park  City's  artistic  side  within 
countless  galleries  that  display  the  works  of  national  masters 
as  well  as  local  favorites. 

Taking  advantage  of  the  long  summer  days,  a  Park  City 
summer  is  filled  with  events  for  residents  and  visitors  alike. 


While  the  traditional  Independence  Day  Celebration  and  the 
Park  City  Kimball  Arts  Festival  draw  thousands  downtown, 
the  summer-long  concert  series  draw  music  lovers  into  the 
mountains.  Deer  Valley's  grass-covered  slopes  serve  as  the 
venue  for  the  Fidelity  Investments  Park  City  Jazz  Festival,  as 
well  as  the  Utah  Symphony  &  Opera  Deer  Valley  Music 
Festival.  The  Sundance  Outdoor  Film  Screenings  draw 
crowds  to  City  Park  every  Friday  to  view  films  culled  from  the 
Sundance  Film  Festival. 

These  are  just  a  few  examples  of  the  unique  ways  Park  City 
takes  advantage  of  its  picturesque,  sun-filled  surroundings.  ■ 


Park  City  Chamber  /  Convention  &  Visitors  Bureau 
www.parkcityinfo.com 


hat  every  mountain  expedition  needs: 
a  really  comfortable  base  camp. 

expect  the  mountains  to  have  cooler  temperatures,  beautiful  scenery  and  miles  of  hiking  and  biking  trails.  What 
arises  visitors  to  Park  City,  Utah,  however,  is  that  it's  such  a  nice  place  to  relax  between  excursions.  Here,  you'll  find 
IOO  restaurants  and  bars,  more  unique  shops  and  brand  name  outlets  than  you  can  shake  a  pinecone  at,  several 
impionship  golf  courses,  lodging  options  to  fit  'every  taste  and  budget,  and  a  mountain  range  of  summer  concerts, 
Irting  events  and  arts  festivals.  It's  a  nonstop  recreational  paradise.  Of  course,  the  mountains  are  pretty  amazing  too. 
more  information  or  to  request  a  free  summer  vacation  planner,  call  8oo-453-I3^°  *2Q5>  or  visit  parkcityinfb.com. 


paricgcity 

A  MOUNTAIN   RANGE   OF  POSSIBILITIES 
parkcityinfo.com 
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This  is  the  place  to  develop, 

Where  Business  ^Recreation  Merge    to  test  and  to  sell" 

The  juxtaposition  of  met- 
ropolitan areas  along  the  Wasatch  Front  and  the  adjacent 
wilderness  and  nearby  canyon  country  are  precisely  what 
make  Utah  attractive  to  gear  manufacturers,  who  benefit 
from  testing  grounds  that  also  provide  a  high-quality  lifestyle 
for  their  employees.  Rimming  Logan,  Ogden,  Salt  Lake  City 
and  Provo,  the  Wasatch  Range  offers  topography  built  for 
both  winter  sports  and  long  summer  hikes.  Just  a  few  hours 
south  from  the  front  are  Zion,  Bryce  Canyon,  Capitol  Reef, 
Arches  and  Canyonlands  national  parks.  Their  landscapes 
feature  towering  cliffs  and  rushing  rivers,  tight  slot  canyons, 
stone  arches,  and  red-rock  backcountry  primed  for  mountain 
bikers,  hikers,  paddlers  and  canyoneers. 

There  is  also  a  clustering  of  companies  in  the  state  that 
is  spawning  marketplace  synergies.  For  example,  Ogden  is 
home  to  businesses  that  build  skis,  ski  goggles  and  skiwear, 
among  other  products. 

"These  companies  are  not  just  sharing  ideas,  they're  creating 
an  economy  around  their  products,  where  they're  buying 
from  each  other  and  creating  one  place  for  everyone  to  go," 
explains  Perry.  "Right  now,  if  you  talk  about  some  of  these 
outdoor  areas,  people  around  the  world  are  saying,  'Wow, 
Ogden,  Utah,  is  the  place  to  be  right  now.'" 

The  state's  economy  is  so  hot  that  officials  even  have  the 
welcome  mat  out  for  professionals  looking  to  relocate. 
Those  interested  in  connecting  with  prospective  employers 
can  send  their  resumes  to  resumes@utah.gov. 

Getting  You  There  and  Outside  Quickly 

The  Salt  Lake  City  International  Airport  makes  Utah's 
mountains,  rivers  and  red-rock  canyon  country  one  of  the 
nation's  most  accessible  outdoor  playgrounds.  Lying  west  of 
downtown  Salt  Lake  City  and  near  the  southeastern  lip  of  the 
Great  Salt  Lake,  the  airport  sits  within  a  two-and-a-half-hour 
flight  of  half  the  U.S.  population,  making  it  possible  to  leave 
your  home  in  the  morning  and  be  hiking  in  snowfields  at 
10,000  feet  by  afternoon. 
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THE  SALT  LAKE  CITY 
INTERNATIONAL  AIRPORT 


TROUT  FISHING  IN  BROWN'S  HOLE, 
GREEN  RIVER. NORTHEASTERN  UTAH 


Is  it  merely  coincidence  that  Delta  Air  Lines  has  made  Salt 
Lake  City  International  its  second-largest  hub,  or  that  the1 
airport  is  the  25th-busiest  in  the  country?  With  partners) 
Sky  West,  Shuttle  America  and  Atlantic  Southeast,  Delta) 
offers  nearly  600  flights  daily  from  the  airport.  Hundreds 
of  additional  flights  are  provided  by  Continental,  United, 
Southwest  and  other  airlines. 

Not  only  is  the  airport  well-situated  relative  to  the  rest  of 
the  country,  but  its  location  next  to  Salt  Lake  City  provides  air 
travelers  a  vantage  point  that  vividly  demonstrates  the  lure  of 
Utah  to  businesses  and  vacationers  alike.  As  jets  approach 
Salt  Lake  City  International,  outside  their  windows  stretch 
panoramic  views  of  Utah's  rugged  Wasatch  and  Oquirrh 
ranges.  Down  below,  the  bustling  capital  and  other  cities 
stretch  for  miles  along  the  Wasatch  Front. 

The  cities'  close  proximity  to  the  mountains  —  mere  minutes 
separate  the  metropolitan  areas  from  the  wilderness  areas  — 
makes  it  easy  to  escape  into  the  mountains  for  climbing,  hiking, 
fishing  or  simply  relaxing  in  the  alpine  setting.  Take  a  little 
more  time  and,  within  60  minutes  from  the  airport,  you'll  find 
11  world-class  ski  resorts  that  offer  hiking  and  mountain  bik- 
ing in  the  summer,  while  five  national  parks  are  short  com- 
muter flights  or  drives  away. 

For  businesses  that  rely  on  air  freight,  Salt  Lake  City 
International's  location  at  the  junction  of  Interstate  80  and 
Interstate  15  is  wonderfully  convenient. 

The  airport's  efficiency  complements  its  location.  Though 
more  than  800  flights,  carrying  73,000  seats,  come  and 
go  daily  from  the  airport,  in  2005  Salt  Lake  City  International 
ranked  first  in  the  U.S.  for  on-time  departures  and  second 
nationally  for  on-time  arrivals. 


With  over  800  daily  flights, 

getting  here  isn't  hard 


. . .  deciding  what  to  do  when  you  arrive  is. 


Just  10  minutes  from  downtown  Salt  Lake  City  and  less  than  an  hour  from  exquisite  mountain  venues,  Salt  Lake  City  International  Airport  is 
your  gateway  to  cultural,  entertainment  and  recreational  opportunities.  With  nonstop  service  to  over  1 00  destinations  and  daily  flights  from  over 
25  international  locations,  you  can  easily  get  here  from  almost  anywhere.  For  airport  details,  visit  our  website  at  www.slcairport.com. 

Salt  Lake  City  International 

Top  photo:  Michael  Schoenfeld;  bottom  photos:  Utah  Office  of  Tourism,  Frank  Jensen  and  Steve  Greenwood  -Airport  i 
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_  _, .  Raw  Energy  and 

jJ£^H  Excitement  in 

Where  Business tx Recreation  Merge    Uintah  County 

Uintah  County  may  be  a 
bit  removed  from  Utah's  populous  Front  Range,  but  that  suits 
residents  and  visitors  just  fine.  Neither  congestion  nor  sprawl 
is  a  problem,  while  snow-capped  mountains,  alpine  lakes, 
trout-stocked  reservoirs  and  rollicking  rivers  that  gave  birth 
to  the  white-water  industry  provide  a  breathtaking  backdrop. 
Dinosaur  National  Monument,  which  holds  the  largest 


I 


Uintah  County  and 
Vernal  City,  Utah 


Jurassic-age  fossils  in  the  nation,  is  within  the  county's  bo 
ders,  along  with  some  of  Utah's  best  fly-fishing  waters  an 
hunting  grounds  for  deer,  elk  and  moose. 

Within  this  milieu,  a  growing  infrastructure  and  labcj 
force  answer  the  demands  of  industry.  Though  Uinta 
County  is  well-known  for  its  plentiful  natural  gas  reserve; 
its  economic  sector  is  primed  to  diversify.  Through  th 
$200  million  Utah  Science,  Technology  and  Researc 
Initiative,  both  new  and  existing  companies  can  obtain  th 
R&D  assistance  they  need  to  develop  and  commercializi 
innovative  technologies,  whether  the 
lie  in  the  biomedical  or  high-tech  sector! 
or  elsewhere. 

In  anticipation  of  this  economic  surge, 
the  county  recently  decided  to  inves 
$50  million  in  its  public  schools  and  ha 
planned  new  subdivisions  that  takj 
advantage  of  the  scenic  backdrop.  Th 
county  is  also  extending  and  widenint 
the  runways  at  its  airport,  which  alread 


We  Have  Gas ! 


and  a  lot  more  too! 


Top  ten  reasons  why  you  and  your  business 
should  be  here 

1 .  Oil,  gas,  and  mining  capital  of  Utah. 

2.  Largest  shopping  hub  between  Salt  Lake  City 
and  Denver  via  US  40. 

3.  State  and  local  tax  and  education  incentives 
and  grants  available. 

X.   Technical  college  and  university  campuses. 
5.   Hi-tech  infrastructure. 

5.   Low  labor,  land,  construction  utility  and  yes  - 
living  costs  too! 

Highly  productive  and  loyal  workforce. 
Pro  business  government  -  We  want  you  here! 
World  famous  outdoor  recreation  and 
cultural  heritage. 
10.  Named  one  of  America's  best  small  cities. 


7. 


9. 


Come  for  a  visit  - 

Stay  for  a  lifetime! 


Uintah  County- Vernal  City  Economic  Development 

Bill  Johnson  Executive  Director 


147  E.  Main,  Vernal,  UT  84078 

435-781-6731 

bjohnson@co.uintah.ut.us 
w  w  w.w  muhitab  .org 


handles  corporate  traffic  as  well  a 
twice-daily  service  to  Salt  Lake  City. 

From  Wasatch  Front  to  canyon  country  ti( 
the  inner  highlands,  Utah  is  ready  to  play.  I 

Utah  Web  Directory 

Governor's  Office  of  Economic  Development 
www.goed.utah.gov 

Park  City  Chamber  /  Convention 
&  Visitors  Bureau 
www.parkcityinfo.com 

Salt  Lake  City  International  Airport 
www.slcairport.com 

Uintah  County-Vernal  City 
Economic  Development 
www.vernalutah.org 

Producer:  Frank  Long 
Writer:  Kurt  Repanshek 
Editor:  Laurie  Corson 
Designer:  Michael  Castellano 


RED  CANYON  OVERLOOK  IN TH£ 
FLAMING  GORGE  NATIONAL 
RECREATION  AREA 


Sport  by  Ben  Cramer 


to 


Pitch  Man 

Ireland's  most  beloved  hurling  champion 

hails  from  County  Cork— by  way  of  Fiji, 


ean  Og  O'Hailpin  and  his  two-time  defending 
J  national  champion  Cork  County  hurling  team 
^  have  just  taken  the  field.  In  distinct  swaths  of  red 
nd  blue,  53,286  screaming  fans  erupt  as  a  marching 
band  parades  the  Cork  and  Tipperary  squads. Today,  the 
[population  of  the  tiny  town  of  Thurles  in  Tipperary 
County — Ireland's  traditional  "Home  of 
Hurling" — has  multiplied  by  700  percent 
for  the  Munster  Senior  Final,  the  match 
Ithat  crowns  the  champs  of  Ireland's  most 
dominant  hurling  province.  Another  half  a 
million  have  tuned  in  nationwide.  That's 
the  rough  equivalent  of  30  million  Amer- 
icans watching  a  regional  lacrosse  game. 

And  Sean  Og — Irish  for  Young  Sean  or 
Sean  Jr. — is  the  most  recognizable  hurler 
in  all  of  Ireland,  and  probably  the  best 
athlete  in  the  sport.  In  2004,  O'Hailpin 
was  voted  by  hurling's  players'  union  as  the 
national  "Hurler  of  the  Year."  In  2005,  he 
won  Ireland's  "Sports  Personality  of  the 
Year,"  bestowed  by  national  public  broad- 
caster RTE. 

He's  easy  to  spot,  just  back  of  the 
marching  band,  seventh  in  the  line  of 
Cork  players,  the  one  with  the  dark,  curly 
hair,  the  rugged  jaw,  the  one  that  doesn't 
look. .  .Irish.  Sean  Og's  the  one  with,  well, 
the  dark  skin,  and  is  the  only  non-Irish- 
born  hurler  at  this  top  level  of  play. 

The  tension  in  the  stadium  rises  as  the 
players  line  up,  shoulder  to  shoulder,  and 
the  referee  approaches  center  field.  He 
drops  the  sliothar  (a  baseball-like  ball)  into 
a  frenzy  of  swinging  hurleys  (three-foot 
wooden  sticks),  and  the  second-biggest 
hurling  match  of  the  year  surges  to  life. 


Eyes  on  the  sliothar:  hurli 
star  Sean  Og  winds  up. 


ForbesLife  I  123 


Explaining  hurling  to  an  outsider 
is  a  little  like  explaining  Sgt. 
Pepper's  Lonely  Hearts  Club  Band 
to  an  11-year-old.  You  can  get 
him  to  sing  the  songs,  but  how  could  he 
ever  really  it}  I  felt  like  the  11 -year-old 
a  few  nights  before  the  Munster  Final, 
when  a  hurling  reporter  shook  his  head  and 
told  me — four  pints  into  what  I  thought 
was  a  profound  discussion  of  hurling — "I 
feel  like  I  could  talk  to  you  for  four  weeks 
and  still  not  make  you  really  understand." 


ing  towns.  In  today's  game,  proper  offici- 
ating generally  prevents  serious  injuries, 
but  players  still  leave  the  pitch  bloodied 
by  cuts  and  scrapes — and  the  occasional 
wound  from  a  hurley  to  the  head. 

Today,  hurling  is  a  fixture  of  Irish  life. 
Every  day  of  the  year,  in  public  parks,  on 
roadside  pitches  or  in  Dublin's  81,000- 
seat  hurling  stadium,  there's  a  game  in 
progress.  And  it's  quintessentially  Irish 
in  another  way:  The  sport  is  a  bastion  of 
humility.  Not  only  do  jerseys  not  bear 


I've  gotten  older  that  I  do  kind  of  appre< 
ciate  [that]," says  the  clean-living  O'Hailpin, 
29,  over  a  pint  glass  of  water  at  Mulligan'sj 
Cork's  favorite  hurling  pub.  "Over  the  last 
ten  years,  it's  always,  'Oh,  your  mom  ij 
from  Fiji  and  your  dad  is  from  Ireland 
Ooh,  that's  unique.' But  the  older  I  get,  the 
more  romantic  it  looks." 

When  Sean  Og  was  three  years  old,  the 
family  moved  from  Rotuma  to  Australia, 
still  a  world  away  from  the  home  oi 
hurling,  but  that's  where  Sean  Og  first 
learned  of  the  game.  Returning  from  a  trip 
to  Ireland,  Sean  Sr.  brought  his  five-year 
old  son  a  hurley  and  sliothar.  "Dad  said  it's 
an  Irish  game.  He  showed  me  how  yon 
throw  it  up  and  hit  it,"  Sean  Og  recalls. 
"[It  was]  like  giving  a  kid  a  bat  and  base 
ball  and  saying,  'So,  this  is  the  sport 
of  baseball.T  didn't  get  it."  Nevertheless 
each  September  during  those  Aussie  years, 
Sean  Sr.  would  wake  young  Sean  up  at 
midnight — there's  a  nine-hour  time  dif- 
ference between  Sydney  and  Dublin — to 
listen  to  the  live  radio  broadcast  of  the 
All-Ireland  Hurling  Final.  "To  be  honest, 
I  was  just  kind  of  like,  'Okay  then,  Dad, 
that's  great,'"  says  Sean  Og  with  a  laugh. 
"I  knew  Ireland  existed,  but  it  was  really 
in  the  back  of  my  mind." 

In  1988  the  family  moved  again,  this 
time  to  Ireland,  putting  the  11 -year-old 
through  a  very  tough  transition.  "There 


Here's  what  an  American  gathers.  The 
field,  or  pitch,  is  enormous,  almost  60 
percent  bigger  than  an  American  football 
field.  Fifteen  players  on  a  side.  Checking 
as  in  ice  hockey.  No  pads.  Balancing  the 
ball  on  the  ends  of  their  hockeylike  sticks, 
players  break  loose,  seize  the  ball  in  hand 
and  then,  from  up  to  100  yards  out — 
that's  home-run  distance  at  Fenway — hit 
it  through  the  air  with  a  full,  roundhouse 
Barry  Bonds  swing.  Through  goalposts. 
While  running.  With  stick-wielding  men 
whacking  at  them.  Hurling  is  the  fastest 
field  sport  on  earth,  a  thrilling,  lightning- 
quick,  stunningly  high-skill  rough-and- 
tumble  game. 

Also  difficult  for  an  outsider  to  appre- 
ciate is  the  game's  history.  It's  old — not 
old  as  in  basketball,  old  as  in  Before 
Christ,  first  played  in  Ireland  at  least  3,000 
years  ago.  Its  great  battles  were  days  long, 
violent  warlike  matches  between  disput- 


o  It 
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players' names,  but  (Reggie  Bush  take  note) 
a  player's  number  is  determined  by  his 
position  on  the  field.  O'Hailpin  wears  #7 
because  he  plays  left  halfback.  Period. 

The  sport's  intrinsic  Irishness  makes  it 
so  extraordinary  that  Sean  Og  O'Hailpin 
has  become  the  country's  modern  face  of 
hurling.  Born  to  an  Irish  father  and  Fijian 
mother  on  th«  tiny  island  of  Rotuma, 
which  sits  in  stark,  Pacific  isolation  some 
400  miles  north  of  Fiji,  he's  literally  from 
the  other  side  of  the  world.  "It's  only  as 


weren't  many  dark  people  coming  to  Cork 
then,"  Sean  Og  says,  in  his  pitch-perfect 
Cork  accent.  "Those  initial  years  were  a 
struggle.  If  you  ask  anyone  today,  they'll 
say, 'The  OHailpins?  Tight  family!'  Well, 
moving  12,000  miles  and  knowing  no 
one,  of  course  you're  going  to  be  a  tight 
family.  We  had  only  ourselves  to  rely  on." 

OHailpins  parents  enrolled  him  in 
a  school  where  instruction  was  strictly 
in  Irish,  although  the  native  tongue  is  spo- 
ken properly  by  only  five  percent  of  the 


Even  at  the  most  beautiful  vacation  resort,  hepatitis  viruses  could  be  just  about  anywhere:  from  the 
swimming  pool  to  a  cold  drink  to  a  gourmet  dinner  for  hepatitis  A,  and  from  unsafe  sex  to  contaminated 
manicure  equipment  for  hepatitis  B.  And  after  diarrhea,  hepatitis  A  is  one  of  the  most  common  travel  illnesses. 
Both  hepatitis  viruses  can  cause  serious  illness,  and  hepatitis  B  can  cause  permanent  liver  damage. 

So  ask  your  doctor  or  pharmacist  about  TWINRIX.  TWINRIX  is  the  only  vaccine  that  can  protect  you 
from  both  hepatitis  A  and  hepatitis  B.  Whether  you're  vacationing  in  the  Caribbean,  Central  or  South  Amenca, 
Africa,  or  Asia,  you  may  be  at  risk.  Find  out  more  at  travelsafefy.com. 

As  with  all  prescription  medications,  please  talk  with  your  healthcare  provider  to  see  if  TWINRIX  is  right  for  you 
In  clinical  trials  with  TWINRIX,  the  most  common  side  effects  included  pain  and  redness  at  the  injection  site, 
headache,  and  tiredness.  These  effects  were  mild  and  did  not  last  more 
than  48  hours.  (See  Adverse  Reactions  section  of  the  Prescribing  Infor- 
mation for  TWINRIX  for  other  potential  side  effects.)  As  with  any  vaccine, 
there  is  a  small  risk  of  allergic  reactions.  If  you  notice  any  problems 
following  vaccination,  or  if  you  are  allergic  to  any  component  of  the 
vaccine  such  as  neomycin,  yeast,  or  latex,  please  inform  your  healthcare 
provider.  For  more  information  on  TWINRIX,  visit  www.gskvaccines.com 
or  see  accompanying  Patient  Information  Leaflet  for  TWINRIX. 


TWINRIX 

Hepatitis  A  Inactivated  & 
Hepatitis  B  (Recombinant)  Vaccine 

Why  take  the  risk?  There's  TWINRIX. 

Ask  your  doctor  or  pharmacist  about  TWINRIX  today. 
www.travelsafely.com 


Manufactured  by  GlaxoSmithKline  Biologicals,  Rixensart,  Belgium 
TWINRIX  15  a  registered  Irademark  ol  GlaxoSmithKline   Distributed  by  GlaxoSmithKline,  Research  Triangle  Park,  NC  27709 


c  20CI7  The  GlaxoSmithKline  Group  ol  Compamps 
All  rights  reserved  Printed  in  USA  TWN666P.0  lanu. 


If  you  don't  have  pte«riptic 


PATIENT  INFORMATION 

TWINRIX®  (Twin-rix) 

[Hepatitis  A  Inactivated  &  Hepatitis  B 

(Recombinant)  Vaccine] 

Read  this  information  carefully  before  you  receive  this 
vaccine. 

•  This  information  does  not  take  the  place  of  talking  with 
your  doctor,  nurse,  or  other  healthcare  professional. 

•  Ask  your  healthcare  professional  for  a  copy  of  the 
Centers  for  Disease  Control  and  Prevention's  (CDC) 
Vaccine  Information  Sheets  prior  to  immunization. 

What  is  TWINRIX  and  what  is  it  used  for? 

TWINRIX  is  a  vaccine  given  to  adults  (18  years  of  age  or 
older)  to  prevent  two  potentially  serious  diseases:  hepatitis 
A  and  hepatitis  B.  The  vaccine  works  by  causing  the  body 
to  produce  its  own  protection  (antibodies)  against  these 
diseases.  The  vaccine  cannot  cause  these  diseases. 

•  Hepatitis  A:  The  hepatitis  A  virus  can  cause  a  mild  flu- 
like illness,  jaundice  (yellow  skin  or  eyes),  stomach 
pains,  and  diarrhea.  It  can  also  result  in  more  serious 
illness  leading  to  hospitalization  or,  in  rare  cases,  death. 

•  Hepatitis  B:  The  hepatitis  B  virus  can  cause  short-term 
(acute)  illness  that  leads  to  loss  of  appetite,  tiredness, 
pain  in  muscles,  joints,  and  stomach,  diarrhea,  vomiting, 
and  jaundice  (yellow  skin  or  eyes).  It  can  also  cause 
long-term  (chronic)  illness  that  can  lead  to  serious 
consequences  including  liver  damage  (cirrhosis),  liver 
cancer,  and  death. 

Vaccination  is  the  best  way  to  protect  against  these  dis- 
eases. As  with  any  vaccine,  TWINRIX  may  not  protect 
100%  of  individuals  receiving  the  vaccine  (especially  those 
with  immune  system  disorders),  and  is  not  recommended 
for  treatment  of  hepatitis  A  and  hepatitis  B. 

How  is  TWINRIX  given? 

You  should  receive  a  total  of  3  shots  given  in  the  arm  on 
a  0-,  1-,  and  6-month  dosing  schedule.  In  other  words, 
the  first  dose  is  given  anytime,  the  second  dose  is  given 
1  month  after  the  first  dose,  and  the  third  dose  is  given 
6  months  after  the  first  dose.  Make  sure  you  receive  all 
three  doses.  If  not,  you  may  not  be  fully  protected  against 
the  diseases.  If  you  miss  a  scheduled  dose,  talk  to  your 
doctor  and  arrange  another  visit  as  soon  as  possible. 

Who  should  not  be  given  TWINRIX? 

Before  you  receive  TWINRIX,  you  must  tell  your  doctor 

or  healthcare  professional  if  you: 

•  are  younger  than  18  years  of  age 

•  previously  had  any  allergic  reaction  to  TWINRIX,  or  any 
ingredient  contained  in  this  vaccine,  including  yeast  and 
the  antibiotic,  neomycin  (see  list  of  ingredients).  Signs 
of  a  severe  allergic  reaction  may  include  hives,  difficulty 
breathing,  and  swelling  of  the  throat. 

•  previously  had  an  allergic  reaction  to  any  vaccine  that 
protects  against  hepatitis  A  or  hepatitis  B  diseases 


Also,  tell  your  doctor  if  you: 

•  are  a  pregnant  woman  or  a  nursing  mother 

•  have  a  moderate  or  severe  illness  with  or  without  fever. 
A  minor  infection  such  as  a  cold  should  not  be  a  prob- 
lem, but  talk  to  your  doctor  first. 

•  have  a  bleeding  problem  or  bruise  easily 

•  are  taking  any  other  medicine  or  have  recently  received 
any  other  vaccine. 

What  are  the  possible  side  effects  of  TWINRIX? 

Any  vaccine  may  have  some  side  effects  but  it  is  possible 
that  you  will  have  no  side  effects  from  vaccination.  Side 
effects  with  TWINRIX  included  pain,  redness,  or  swelling 
at  the  injection  site,  headache,  and  tiredness.  Side  effects 
seen  with  TWINRIX  were  similar  to  those  seen  with  sepa- 
rately administered  hepatitis  A  and  hepatitis  B  vaccines. 
Other  side  effects  that  you  may  experience  include 
diarrhea,  nausea,  fever,  and  vomiting.  These  effects  usual- 
ly are  mild  and  do  not  last  more  than  48  hours  following 
the  shot.  If  these  events  continue  or  become  severe,  tell 
your  doctor. 

As  with  any  vaccine,  there  is  a  small  risk  of  allergic 
reactions.  Hives,  swelling  of  the  throat,  and  difficulty  in 
breathing  are  signs  of  an  allergic  reaction.  If  any  of  these 
events  occur,  you  should  seek  treatment  immediately. 
Such  rare  reactions  usually  occur  before  leaving  the 
doctor's  office. 

If  you  notice  any  other  problems  following  vaccination, 
please  inform  your  doctor. 

What  are  the  ingredients  in  TWINRIX? 

TWINRIX  contains  inactivated  virus  particles  of  hepatitis  A 
and  noninfectious  proteins  from  hepatitis  B  virus.  The 
vaccine  also  contains  aluminum  salts,  2-phenoxyethanol 
(as  a  preservative),  sodium  chloride  (NaCI),  phosphate 
buffer,  and  polysorbate  20.  Low  levels  of  formaldehyde, 
cellular  proteins,  neomycin  sulfate  (antibiotic),  and  yeast 
protein  are  present.  Trace  amounts  of  thimerosal  are  also 
present. 

The  tip  cap  and  the  rubber  plunger  of  the  needleless 
prefilled  syringe  contain  dry  natural  latex  rubber. 

Manufactured  by  GlaxoSmithKline  Biologicals 

Rixensart,  Belgium 
Distributed  by  GlaxoSmithKline 

Research  Triangle  Park,  NC  27709 

TWINRIX  is  a  registered  trademark  of  GlaxoSmithKline. 
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copulation.  It  was  a  decision  Sean  Og's 
rather  made  with  an  eye  toward  giving  his 
■dds  the  best  shot  at  overcoming  their 
oreignness  and  integrating  into  the  cul- 
ture. But  ultimately  Sean  Og's  ticket  to  as- 
imilation — and  now  celebrity — was  his 
aarents'  decision  to  sign  the  boy  up  with 
the  local  hurling  club.  In  his  earliest  days 
at  the  game,  he  was  nothing  more  than 
i  kid  willing  to  give  it  a  try.  "Then,  I 
started  to  gain  confidence,"  he  remembers. 
'Coaches  started  asking  me  to  mark  some 
of  the  best  players."  By  the  time  he  was  17, 
O'Hailpin  was  snatched  for  Cork's  1994 
all-county  minor  team.  That  year  and  the 
next,  Sean  Og's  team  reached  the  national 
finals,  playing  in  front  of  tens  of  thou- 
sands in  the  fourth-largest  stadium  in 
Europe,  Dublin's  Croke  Park.  Next,  Sean 


it  was  just  swelling."  The  first  question 
Sean  Og  recalls  asking  when  he  got  to 
a  doctor  was,  "Am  I  all  right  for  this 
Sunday's  game?"  The  doctor  told  him 
he'd  be  lucky  to  walk  properly  again,  let 
alone  run.  "That  was  an  arrow  through 
the  heart,"  Sean  Og  says. 

But  a  year  of  rehab  brought  him  back 
onto  the  Cork  squad.  "The  achievement 
I'd  rank  highest  is  coming  back  from  that 
crash.  I  worked  my  butt  off,"  he  says.  "It 
felt  like  starting  out  again.' 

Sean  Og's  return  from  a  nearly 
career-ending  injury  is  a  part  of  his 
mystique,  but  what  truly  cemented 
his  status  as  Ireland's  favorite  hurler 
was  his  acceptance  speech  for  the  national 
championship  trophy  in  2005.  To  a  huge 


Og  was  selected  to  play  at  the  highest  level 
jas  a  member  of  the  County  Cork  senior 
hurling  team.  "Because  I  had  a  good  sea- 
ison  in  minors,  I  was  recruited  straight  to 
seniors,"  he  says.  "I  skipped  a  step.' 

But  then,  two  days  after  his  23rd  birth- 
day in  2001,  driving  home  to  Cork  from 
Dublin  for  an  evening  training  session 
with  the  team,  Sean  Og  struck  another 
car  head-on.  His  knee  rammed  into  the 
dashboard,  snapping  a  tendon  and  dis- 
placing his  kneecap.  He  pulled  himself 
out  of  the  car,  tried  to  walk  and  wound  up 
in  a  ditch.  "There  was  a  huge  lump  right 
here,"  he  says  pointing  to  his  thigh  "I 
didn't  realize  it  was  my  kneecap.  I  thought 


national  audience,  Sean  Og  spoke  in  ele- 
gant, poised  Gaelic — not  something  any  of 
his  native-born  teammates,  itipr  the  vast 
majority  of  those  watching,  could  have 
done.  It  was  the  event  that  lifted  the  Fijian- 
Irishman's  profile  from  great  athlete  to 
great  Irish  champion. 

"Gaelic  is  part  of  the  culture.  Hurling  is 
part  of  the  culture,"  says  Sean  Og.  "I  kind 
of  felt  what  better  day  to  do  the  speech 
in  Irish  than  on  All-Ireland  Final  day?  I 
felt  it  was  a  duty."The  reaction  surprised 
him.  "The  number  of  people  who  still  stop 
me  today  and  say,  'Great  speech,'  even 
now. ...I'm  probably  more  recognized  for 
that  speech  than  for  my  game  that  day." 


And  he  is  recognized  all  the  time.  On 
Monday,  the  day  after  the  most  exciting 
Munster  Final  in  recent  years,  in  which 
heavily  favored  Cork  triumphed  after  a  late 
surge  fromTipperary,  Sean  Og,  dressed  in 
a  neat  blue  dress  shirt  and  blue  blazer, 
shows  up  for  work.  With  a  stack  of  roughly 
organized  papers  trapped  under  his  arm, 
he  knocks  on  the  locked  door  of  the  Ulster 
Bank  in  downtown  Cork  City.  Still  closed. 
For  the  third  time  in  a  few  minutes,  a 
supporter  approaches  him,  a  white-haired 
man  who  slaps  O'Hailpin  on  the  back  and 
says,  "Well  done  yesterday!"  O'Hailpin  an- 
swers back  once  again,  in  his  booming, 
cheery  voice,  "Good  man!  Thanks." 

All  of  O'Hailpin's  teammates  have 
full-time  jobs  or  are  in  college.  The  closest 
thing  to  a  perk  is  that  companies  snatch 
them  up  as  employees.  (What  manager 
wouldn't  hire  a  national  sports  star  to  sit  at 
a  desk  or  hawk  his  product?)  But  the  jobs 
hurlers  do  are  no  sham.  O'Hailpin  oversees 
commercial  loans.  ("The  people  in  the 
office  know  the  last  thing  I  probably  want 
to  talk  about  is  hurling,"  he  says.)  One 
Cork  player  is  a  cop.  Another's  a  full-time 
farmer.  And  one  actually  manufactures 
hurleys,  including  those  used  by  Sean  Og 
and  many  of  the  other  Cork  players.  Only 
very  recendy  have  hurlers  been  allowed  to 
receive  off-field  endorsements.  But  even 
the  most  lucrative  of  these  pay  a  pittance, 
and  the  best-known  players  are  lucky  to 
fetch  a  few  of  them  annually.  Nike  pays 
LeBron  James  $90  million.  Guinness  paid 
Sean  Og  around  15,000. 

But  that's  hurling  for  you:  still  a  provin- 
cial sport.  "I'd  love  to  see  the  day  when  the 
game  has  a  worldwide  appeal,"  says  Sean 
Og.  "I'd  like  to  see  the  day  when,  at  Croke 
Park,  you  see  people  like  myself — half 
Fijian — and  a  kid  from  Nigeria  or  India  or 
Romania  or  Russia  or  Poland.  But  some 
people  view  it  as  an  all-Irish  thing  played 
by  Irish  people."  Could  Ireland's  growing 
population  of  immigrants,  many  of  whom 
have  young  children  just  learning  the 
game,  push  the  sport's  visibility  beyond 
national  boundaries?  That's  Sean's  hope, 
and  he  visits  hurling  matches  at  summer 
sports  camps  to  encourage  it  along.  "I  see 
a  lot  of  colored  kids,  and  I  always  make  a 
point  of  going  over  to  them.  'How  you  get- 
ting on?'  I  say.  'You  enjoying  the  game? 
Keep  your  head  up.'"  • 
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Passions  by  Stephanie  Cooperman 


'  Clockwise  from  ^ 
top  left:  Yale  Lock 
Manufacturing 
Company's  Double 
Pin  Dial  Time  Lock; 
Linus  Yale,  Jr.'s  Magic 
Key  Lock;  W.B. 
Dodds  Treasury  Lock  . 


•  r 

I  he  second  floor  of  20  West  44th  Street  looks 
like  Alcatraz — if  Alcatraz  were  in  midtown 
Manhattan  and  had  three  stories  of  towering 
bookshelves  instead  of  cell  blocks.  The  build- 
ing's occupants,  the  General  Society  of  Mechanics  and 
Tradesmen,  allow  the  public  to  enjoy  most  parts  of  its  li- 
brary. Except  for  the  dark  landing  on  the  left.  To  turn  on 
the  lights  there  you  need  an  appointment  with  John 
Erroll,  curator  and  bank  lock  aficionado. 

"I'm  an  archeologist  of  American  tech- 
nology" says  Erroll,  65,  one  recent  Monday 
afternoon  as  he  pulls  a  cord  and  waits  for  the 
flickering  bulbs  to  commit.  With  his  glasses 
and  plaid  shirt,  Erroll  would  fit  well  in  a  Norman 
Rockwell  painting.  He  exudes  a  scholarly  quality  as 
he  circles  the  room's  cases.  "This  is  industrial  art  in  the 
highest  range  of  the  word."  This  being  the  John  M. 
Mossman  Lock  Collection  of  475  bank  vault  locks,  keys 
and  other  tools — a  metal  tribute  to  capitalism  and  the 
steel  doors  that  protect  it. 

Erroll  features  many  of  these  locks  in  American  Genius: 
Nineteenth-Century  Bank  Locks  and  Time  Locks,  a  book 
he  cowrote  with  his  son,  David.  "These  locks  were  made 


Perfect 
Combination 


Erroll  never  met 
a  lock  he  didn't  like. 
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in  a  much  different  world,"  Erroll  says. 
"Unparalleled  craftsmanship.  The  attempt 
to  make  all  things  beautiful.  These  men 
spared  no  expense."  All  of  which  is  espe- 
cially striking  considering  the  locks'  elabo- 
rately decorated  wheels,  gears  and  tumblers 
were  meant  to  be  kept  hidden.  Thieves  in 
the  1800s  broke  into  bank  vaults  by  observ- 
ing the  lock's  inner  workings  through  the 
keyhole.  Early  advances  were  made  to  keep 
Peeping  Toms — and  their  sticky  fingers — 
away  from  all  those  greenbacks. 

"This  is  the  Day  &  Newell  Parautoptic," 


A 


he  says,  pointing  to  a  black  box  with  gold 
tumblers.  "State  of  the  art  in  the  1840s.  You 
couldn't  see  inside.  You  take  the  key,  put  it 
in  the  lock  and  open  it.  Then  you  rearrange 
the  key's  changeable  bits  and  lock  it.  Only 
the  new  version  would  open  the  lock." 
The  Day  &  Newell  remained  unpickable 
for  ten  years  until  another  lock  maker, 
Linus  Yalejr.,  finally  beat  it.  He  published 
his  results  in  the  Boston  Post.  "Then  he 
patented  a  way  to  avoid  the  weakness  and 
put  Day  &.  Newell  out  of  business." 

Such  one-upmanship  was  common  in 
the  lock-making  world.  Erroll  and  his  son 
spent  five  years  zigzagging  between  the 
country's  branches  of  the  national  archives 
researching  American  Genius.They  pieced 
together  history  from  an  immense  amount 


of  litigation.  "It's  all  there  in  the  depositions. 
The  craftsmen  were  fiercely  competitive. 
Friendly  and  collegial,  yes.  But  they  would 
do  anything  to  control  the  market."  He 
points  to  another  Yale  lock,  the  Magic  Key. 
"The  bit  detaches  from  the  shaft  and  trav- 
els inside  the  lock  when  it's  opened.  It  reat- 
taches as  the  lock  is  closed....  Ingenious." 

Lock  makers  had  to  stay  one  step 
ahead  not  only  of  each  other  but  also  of 
ever  more  ambitious  thieves.  Consider  the 
iconic  image  of  a  robber,  hand  on  dial,  ear 
pressed  to  a  lock,  waiting  for  gravity  to  pull 


the  tumblers  into  position.  James  Sargent's 
rollerbolt  combination  lock  fixed  this 
weakness  with  a  magnet  that  kept  the 
tumblers  pressure-free. 

But  robbers  didn't  stop  there.  "When 
safes  became  so  strong  they  couldn't  break 
through  the  lock,  they'd  kidnap  the  cash- 
ier and  get  the  combination  out  of  him," 
Erroll  says.  The  answer  to  a  rash  of  armed 
robberies  in  the  1870s:  an  additional  clock 
mechanism  made  to  prevent  vaults  from 
being  opened  until  a  preset  time  and  day. 

Time  locks  are  some  of  the  most  in- 
tricately designed  pieces  in  the  Mossman 
collection.  Sargent  8c  Greenleaf's  1877 
Model  2[6]  features  black-dial  movements, 
a  bronze  case  with  surface  jeweling  and  a 
scarlet  interior. The  Yale  Lock  Co.'s  answer 


was  the  Double  Pin  Dial,  among  the  most 
complicated  locks  ever  made,  and  priced  I 
at  $400,  the  equivalent  of  $10,000  today. 
It  could  lock  or  unlock  automatically  at  I 
every  hour.  For  $50  extra,  a  "Sunday  Attach-  j 
ment"  would  keep  it  locked  every  seventh 
day.  "These  types  of  locks  are  still  in  use 
today,"  Erroll  says.  "You  know  that  clock  on 
your  safe  deposit  box?  It's  a  time  lock." 

Erroll's  infatuation  dates  back  to  age  16, 
when  he  talked  his  way  into  the  New  York 
Public  Library's  restricted  area  to  read 
books  about  how  to  pick  locks.  Today,  he's 


mastered  the  skill.  "It  comes  in  handy.  I 
help  people  now.  Locked  homes,  cars,  desks, 
those  kinds  of  things."  His  own  home  bears 
the  burden  of  his  obsession.  "I  have  250 
time  locks  all  over  my  house.  On  the  man- 
tie.  On  the  end  tables.  Everywhere." 

But  surely  everyone  has  gone  high- 
tech nowadays?  "Actually,  most  banks  still 
use  mechanical  locks,"  he  says.  Erroll  him- 
self yearns  for  a  simpler  time  and  place, 
before  ATMs,  car  alarms,  even  garage 
door  openers.  "I  don't  have  a  garage.  But  il 
I  had  a  choice  between  a  time  lock  and  a 
garage  door  opener,  I'd  take  the  lock."* 

American  Genius:  Nineteenth-Century 
Bank  Locks  and  Time  Locks,  $95.  The 
Quantuck  Lane  Press. 
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I  was  standing  in  the  stirrups 


stretched  over  the  horse's  neck.  The  reins  were  clenched  in  my 
teeth.  I  was  gripping  the  mane  with  my  left  hand  and  swinging 
a  quirt  with  my  right,  whipping  the  horse  up  a  steep  mountain- 
side. There  were  hundreds  of  feet  to  climb  to  the  top  and  a  thou- 
sand feet  to  fall  to  the  bottom.  It  had  been  raining  all  night.  The 
grass  was  slick.  Hooves  churned.  Forelegs  milled  the  air.  Hind 
legs  buckled.  The  horse  was  on  the  verge  of  flipping  backwards. 
And  that  was  the  least  of  my  worries. 

In  the  first  place,  I  don't  know  how  to  ride.  I  can't  ride  a  horse 
up  a  mountain.  I  can  barely  ride  a  horse  at  all.  Until  shortly  be- 
fore doing  this  impression  of  Sir  Edmund  Hillary  as  Roy  Rogers, 
my  equestrian  experience  was  limited  to  going  around  in  circles 
to  calliope  music  on  a  pony  with  a  pole  through  its  middle. 

In  the  second  place,  I  was  in  Kyrgyzstan.  Not  only  didn't  I 
know  what  I  was  doing,  I  didn't  know  where  I  was  doing  it.  And 
I  wasn't  in  the  Westernized,  cosmopolitan  part  of  Kyrgyzstan — 
such  as  it  is — with  hospitals  and  ambulances.  I  was  in  the  part 
with  no  roads,  electricity  or  cell  towers.  A  satellite  phone  was  in 
my  saddlebag,  but  I  couldn't  get  a  satellite  connection.  Even  by 
the  standards  of  outer  space,  Kyrgyzstan  is  remote.  If  something 
happened  to  my  horse  it  would  be  shot.  For  me,  the  medical 
treatment  wouldn't  be  that  sophisticated. 

Furthermore,  there  wore  blond  hairs  all  over  my  clothes  and 


luggage.  How  would  I  explain  this  to  my  redheaded  wife?  I  hac 
a  love  affair  in  Kyrgyzstan.  Not  only  that,  but  with  a  male.  Hie 
legs  are  so  beautiful.  And  he  has  four  of  them. 

All  this  began — as  such  things  tend  to — over  a  couple  o! 
drinks.  I  was  having  them  with  my  friend  from  Yorkshire,  Adriar 
Dangar,  whose  surname  is  only  slightly  misspelled.  Adrian  runs  s 
small  bespoke  travel  agency  called  Wild  and  Exotic.  I  was  telling 
him  that  I  planned  to  go  to  one  of  the  former  Soviet  Republics  ir 
Central  Asia  to  write  about  how,  or  if,  democracy  is  developing  ir 
a  place  with  no  democratic  traditions.  This  seemed  a  safer  way  tc 
investigate  the  question  than  going  to  Fallujah.  I  was  wrong. 

"Funny  you  should  mention  Central  Asia,"  Adrian  said.  He 
told  me  that  he  was  organizing  a  horse  trek  in  Kyrgyzstan  with 
Alexandra  Tolstoy  and  her  husband,  Shamil  Galimzyanov.  She 
is  the  Great-Great-Great-  (give  or  take  a  Great-)  niece  of  the  au- 
thor. Though  English  by  birth,  she  speaks  Russian  and  lives  ir 
Moscow.  Shamil  is  a  Tatar  from  Uzbekistan  whose  family  ha; 
been  training  horses  since  horses  were  the  diminutive  things  with 
toes  that  we  see  in  the  natural  history  museum.  Shamil  knows  the 
region.  So  does  Alexandra.  A  few  years  ago  she  and  three  girl- 
friends from  college  retraced  the  Silk  Road  on  horses  and  camel; 
for  5,000  miles  from  Turkmenistan,  near  the  Iranian  border,  tc 
Xi'an,  China.  "We'll  have  a  great  trip,"  said  Adrian.  "Come  along 
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bu'll  see  parts  of  Kyrgyzstan  the  Kyrgyz  haven't  seen." 
"But  I  can't  ride,"  I  said. 

Adrian  has  been  riding  since  he  was  in  utero.  He's  been  master 
f  hounds  for  several  particularly  neck-breaking  fox  hunts.  He's 
idden  across  the  Serengeti  and  over  the  Andes.  "Nonsense,"  said 
idrian,  "a  horse  trek  is  just  backpacking  on  someone  else's  back." 

Thus,  eight  months  later,  I  found  myself  in  a  tent  camp  in  the 
eights  of  Central  Asia.  Kyrgyzstan  (I  looked  it  up  when  I  got 
ome)  is  a  South  Dakota-sized  nation  that's  all  but  lost  among 
he  Tian  Shan  Mountains,  the  "Heavenly  Mountains,"  that  di- 
ide  China  from  the  trans-Ural  steppes.  It  is  north  of  Kashmir 
nd  Afghanistan,  beyond  the  Hindu  Kush  and  the  Pamirs,  past 
hat  even  Alexander  the  Great  considered  worth  conquering, 
he  country  is,  or  might  as  well  be,  the  "Kafiristan"  of  Kipling's 
The  Man  Who  Would  Be  King. 

A  fellow  named  Djuman  Kul,  who  looked  like  Genghis  Khan 
ind  was  wearing  a  felt  hat  as  tall  and  amazing  and  elaborately  em- 
broidered as  anything  the  Pope  dons  for  Easter,  was  choosing  my 
nount  from  a  herd  of  wild  Kyrgyz  horses.  They  were  wild  enough, 
t  least,  that  nobody  had  bothered  to  name  them.  I  had  been  pic- 
ring  something  on  the  order  of  a  shaggy  little  Mongolian  pony 
at  would  let  my  feet  drag  reassuringly  on  the  ground.  But  these 
orses  were  five  feet  tall  at  the  shoulder.  They  were  thin  and  boney- 
eaded  as  fashion  models  but  sinewy  like  a  California  governor  left 
utdoors  to  eat  grass  all  winter.  And  the  horses  were  stallions,  with 


loyd  Landis  levels  of  testosterone.  Like 
loyd  and  Tour  de  France  officials,  they 
ere  kicking  and  biting  each  other. 

Djuman  Kul  led  the  lone  palom- 
no  forward.  He  told  me  in  Kyrgyz, 
hamil  translating,  "This  horse  is 
trong,  but  kind."  I  wish  I  had  not 
iverheard  Djuman  telling  each  of  the 
3ther  trekkers,  "This  horse  is  strong, 
1  Dut  kind." 

I  dubbed  the  horse  "Trigger"  and  hopped  aboard.  There  is 
i  trick  to  this.  You  turn  the  left  stirrup  backwards,  place  your 
eft  foot  into  it  and,  springing  with  your  right  leg,  swing  your- 
;elf  up  so  that  you. ..slam  your  whole  body  smack  into  the  side 
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of  the  horse.  S  hamil  helped  me  up. 

I  had  an  excellent,  if  precarious,  view  of  Kyrgyzstan.  It 
looks  like  the  American  West.  Not  the  dry-gulch  Western  movie 
American  West,  but  the  whole  West — purpled  mountain  majesty, 
fruited  plain,  noble  forest  spires,  canyons  as  grand  as  all  get-out, 
packed  into  one  place  with  about  as  much  sign  of  human  habita- 
tion as  Lewis  and  Clark  saw.  (Sacagawea,  please  go  to  the  satellite 
phone.)  It  would  have  taken  my  breath  away  if  I  hadn't  been  too 
scared  to  breathe. 

Not  that  Trigger  was  giving  me  much  to  be  scared  of.  I'd  du- 
tifully taken  some  riding  lessons — in  an  indoor  ring  atop  horses 
named  Elmer's  and  Library  Paste.  I  assumed  a  proper  "seat,"  plac- 
ing the  balls  of  my  feet  on  the  stirrup  treads  with  heels  down  and 
foot,  hip  and  shoulder  aligned.  I  held  the  reins  low  and  felt  for 
the  correct  gentle  contact  with  Trigger's  mouth.  I  applied  a  sub- 
tle pressure  with  my  lower  legs  and  gave  the  reins  the  requisite 
slight  flick.  Trigger  stood  there.  I  tried  all  of  the  above  a  little 
more  forcefully.  Trigger  stood  there.  I  tried  more  forcefully  yet. 
Trigger  stood  even  more  there.  Everyone  else  was  riding  away. 

Djuman  Kul  handed  me  the  quirt.  He  pantomimed  a  fero- 
cious Patrick  O'Brian  novel  shipboard  lashing.  It  is  one  thing  to 
beat  a  miscreant  of  about  one's  own  size  who  has  been  firmly  tied 
to  a  mast.  Beating  a  900-pound  critter  that  could  buck  you  to 
China  and  run  over  there  before  you  landed  and  then  kick  and 
bite  you  is  another.  Trigger  received  the  sort  of  spanking  that  a 
six-year-old  gets  on  a  birthday.  He  ambled  off,  thankfully  in  the 
right  direction. 

That  direction  was  onto  the  middle  of  a  bridge  over  a  small 
but  Napoleonic  mountain  stream.  I'd  noticed  the  bridge  earlier. 
What  I'd  noticed  was  that  I  wouldn't  care  to  cross  it  on  foot.  It 
was  made  of  several  logs  arranged  like  the  losing  turn  in  a  game 
of  Pick-Up  Sticks.  I  cared  a  lot  less  to 
cross  it  on  six  feet,  two  of  which  had  come 
out  of  their  stirrups. 

"Let  the  horse  do  the  thinking!"  Shamil 
yelled.  It  is  an  experience  to  stake  your 
life  on  a  brain  to  which  you  wouldn't 
assign  the  simplest  task  such  as  keeping 
the  lawn  short  without  destroying  the 
flower  beds.  I  endured  a  mortal  version  of 
the  fear  my  wife  feels  whenever  she  sends 
me  to  the  grocery  store. 

On  the  other  side  of  the  bridge  was  a 
cliff,  five  or  six  hundred  feet  high.  The 
horses  went  right  up  it.  Trigger  found 
each  tiny  notch  in  the  rocks  by  feeling 
around  with  his  horseshoe  as  though  he 
were  typing  a  blog.Then,  when  his  post- 
ing seemed  strongly  enough  put — 
DEATH  TO  REPUBLICANS  ON 
OUR  BACKS!!!— he  pressed  "send." 
I  didn't  die  because  there  was  always 
one  part  of  Trigger  that  held  still  enough  for  me  to  cling  to,  des- 
perately. His  withers  were  firmly  planted  as  his  backside  fluttered 
in  the  breeze.  His  loins  stayed  solid  while  everything  up  front  gy- 
rated in  scree. 


Left  to  right:  a  rocky 
ascent  in  the 
Chatkal  mountain 
range;  one  of  the 
expedition's  two 
six-wheeled  Soviet 
army  trucks,  surplus 
from  the  Afghan 
war;  Krygyzstan  is 
roughly  the  size  of 
South  Dakota,  and  as 
hilly  as  Colorado. 
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Atthetopoftheclifftherewasnorop.Therewasmoreand     aplomb  and  authority  as  Tip  O'Neill  sat  in  the  House  A 


steeper  cliff.  Traversing  this  was  a  path  the  width  of  a  dollar  bill. 
The  landscape  had  been  turned  180  degrees.  The  horizon  was 
viewed  by  ignoring  the  climbing  coaches' advice. 

I  don't  own  a  hunt  cap,  and  I  wasn't  about  to  show  up  in 
Kyrgyzstan  wearing  my  daughter's  pink  Hello  Kitty  bicycle  hel- 
met. Now  I  saw  that  headgear  was  necessary  only  to  preserve 
enough  dentition  to  identify  the  corpse. 

I  rode  with  one  stirrup  banging  against  the  cliff  face  like 
the  knell  of  doom  and  the  other  a  footrest  on  a  bottomless 
pit.  Beyond  the  cliff  were  for- 
est glades  of  the  kind  that,  at 
American  ski  resorts,  put  an  end 
to  Sonny  Bono  and  Michael 
Kennedy.  They  had  it  easy.  The 
wet  clay  of  Kyrgyzstan  is  deeper 
and  faster  than  Rocky  Mountain 
powder,  and  Trigger  is  more 
self-willed  than  any  pair  of  Rossignols.  We  went 
up,  whit  li  was  bad,  then  down,  which  was  worse. 
Plummeting  through  a  boulder-choked  chute 
there  were  times  when  Trigger  was  beyond  ver- 
tical, when  my  boot  heels  were  out  past  his  ears 
and  1  didn't  need  a  haircut — that  was  Trigger's 
tail  flopping  over  my  face. 

After  nine  hours  we  reached  camp  on  the 
Arkit  Sai  River.  Shamil  and  Alexandra  have  two 
seven-ton,  six-wheel-drive  ex-military  trucks, 
surplus  from  the  Soviet  Union's  Afghan  war. 
One  is  rigged  as  a  kitchen  and  the  other  carries 
the  gear.  A  camp  staff  of  half  a  dozen  drove  in 
these  down  logging  skids  and  sheep  tracks  and 
across  country  to  meet  us  each  evening. 

Tents  were  up.  Latrines  had  been  dug.  A  table 
was  set  with  a  line  of  vodka  bottles  down  the 
middle.  A  local  lamb  was  roasting.  And  I  was 
splayed  on  the  river  bank  rev  eling  in  my  good  for- 
tune. 1  wasn't  dead.  And  I  wasn't  dead  in  a  mag- 
nificent place.  And  I  magnificently  wasn't  dead 
among  splendid  people,  whom  I've  neglected  to  mention  because 
I've  been  too  busy  being  scared. 

There  were  14  of  us,  including  Adrian,  Alexandra 
and  Shamil: 
Andrew  Stott — senior  executive  for  Nestle,  UK, 
master  of  camp-craft  and  avid  fox  hunter,  who  could 
lead  a  charge  of  the  Light  Brigade  every  bit  as  well 
as  he  charges  (quite  reasonably)  for  coffee  and  cocoa. 
Ettie  Boyd — superb  athlete  and  corporate  headhunter,  the 
horsewoman  who  saved  me  from  my  own  "Into  the  Valley  of 
Death"  experience  by  tactfully  pointing  out  that  whipping 
Trigger  while  yanking  on  his  reins  was  making  htm  as  confused 
and  stupid  as... 

"Me?"  I  suggested. 

Claire  Morrissey— North  Dublin  colleen  possessed  of  the 
Irish  way  with  dumb  animals,  sits  on  a  horse  with  the  same 
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Representatives  (but  cuts  a  much  finer  figure). 

Jennie  Crohill — Norfolk  countrywoman  and  seemingly  aij 
unassuming  farm  inspector  for  the  British  government  but  actu 
ally  the  hero  who  shot  the  last  feral  coypu  in  England.  (It  wouhj 
sound  more  thrillerish  if  I  left  that  unexplained,  but  a  coypu  is  i 
nutria,  a  giant  South  American  aquatic  rat  with  a  body  two  fee 
long. They  were  raised  for  fur,  escaped,  bred  in  the  wild  and  weri 
playing  merry  hell  with  the  Norfolk  marshes. 

Bahar  Ghaffari — exquisite  Persian  miniature,  looks  19  bui 
she's  a  Master  of  the  Universe  investment  banker  for  Lehmatj 
Brothers  in  Hong  Kong,  juggling  equity  derivatives  so  comply 
they  make  Alan  Greenspan's  head  throb. 

Camilla  Coventry — raised  on  a  ranch  in  Australia,  but  shj 
and  Crocodile  Dundee  are  from  the  outback  the  way  Lauren 
Bacall  and  Mel  Brooks  are  from  New  York.  Studied  theatei 
and  can  produce  and  direct  Annie  Get  Your  Gun  and  do  all  th^ 
stunt  work  too 
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Jean-Baptiste  Oldenhove  de  Guertechin  and  Gaetane  Schaeken 
Willemaers — Belgians  with  resumes  as  elaborate  as  their  names. 
He  a  global  management  consultant  with  a  degree  in  civil  engi- 
neering and  an  MBA  from  the  Wharton  School  of  Business. 
She  an  international  finance  lawyer  and  the  former  counsel  to 
Belgium's  Minister  of  Foreign  Affairs. 

I  larold  van  Lier — another  Belgian,  a  movie  producer  turned 
hotelier  because  guest  towels  have  more  to  say  for  themselves  than 
entertainment  executives.  He  is  on  his  honeymoon. 

Emily — Harold  s  beautif  ul  English  bride,  a  relief  worker  spe- 
cializing in  third  world  sanitation  problems  (of  which  I  was  one  at 
the  moment).  She  has  given  up  international  aid  work  to  come  to 
the  aid  of,  well,  people  such  as  ourselves  who  read  ForbesLife,  at  the 
Grand  Hotel  des  Bains  in  Brittany  (www.grand-hotel-des- 
bains.com).  As  the  name  implies,  it  has  plenty  of  sanitation. 

"You  had  better  have  another  vodka,"  said  Shamil,  "because 
tomorrow  the  riding  becomes  difficult." 
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eft  to  right:  A  Kyrgyz 
E  irl  and  baby; 
le  author  astride  his 
|mre-footed  steed, 
[rigger,  for  whom 
being  beautiful  was  a 
lareer";  brave  riders 
raverse  a  moonscape 
ibove  the  tree  line. 


We  rode  through  the  village  of  Kizel 
Kel',  where  Djuman  Kul  and  our  horses 
were  from.  A  lone  electrical  wire  and 
a  notional  road  connected  it  to  the 
world.  And  even  this  much  civilization 
the  Kyrgyz  leave,  spring  through  fall,  to 
graze  their  herds  in  the  mountain  pas- 
tures. Stay-behind  women  and  kids  and 
||he  80-year-old  blacksmith  (who  had  "about  40"  grandchildren) 
lame  out  to  say  hello  and  feed  us  apricot  jam. 

We  went  up  into  a  cartoon-beautiful  forest,  climbing  with  an- 
imation— feature-length  animation — through  Shrek-colored  fern 
blades  with  sunlight  pixilating  in  the  tree  leaves.  Irish  Claire  her- 
self had  never  seen  anything  so  green.  We  emerged  to  a  view  that 
:  ooked  even  less  real  and  left  me  faint  with  a  wish  that  it  weren't. 

We  were  on  a  scimitar  of  a  ridge,  thousands  of  feet  in  the  air. 
Snowcapped  mountains  loomed,  but  they  loomed  below  us.  We 
:ould  see  rivers,  in  extremely  small  scale,  threads  of  blue  monofil- 
ament. Mile-wide  turquoise  lakes  glinted  minutely,  beads  lost  in 
i  shag  rug.  We  were  at  the  top  of  the  Chatkal  Range  of  the  Tian 
iShan,  above  everything. 

Above  almost  everything.  Obese  thunderheads  materialized 
Ion  top  of  us.  A  Jovian  flatulence  erupted.  The  sky  would  have 
[been  black  if  it  hadn't  been  bright  orange  with  lightning. 

Gaetane's  curly  hair  stood  on  end,  making  a  nimbus  three 
Itimes  the  size  of  her  head. 

"It  is  an  interesting  phenomenon,  an  effect  of  ionization,"  said 


Jean-Baptiste. 

"You  look  like  Medusa,"  said  Harold.  "But  much  prettier,  of 
course,  and  without  the  snakes." 

"@#$%*&!  GET  DOWN!"  screamed  the  nervous  person 
from  a  country  with  frequently  toasted  golfers. 

The  best  we  could  do  was  a  thicket  of  stunted  trees  with  a  lush 
undergrowth  of  stinging  nettles.  It  poured.  It  blew.  The  temper- 
ature dropped  30  degrees.  The  nettles  were  enjoyed  by  the  horses. 
Ettie  and  Claire  got  under  their  mounts.  This,  if  you've  seen  a 
horse  relieve  itself,  was  a  calculated  risk  of  a  worse  wetting. 
Camilla  said,  "I  know  what — The  Sound  of  Music." 

The  hills  are  alive  with  the  sound  of. . . 

KA-BOOM 

"##$%*&!  GET  DOWN!" 
Doe,  a  deer,  a  female  deer, 
Ray,  a  drop  of  golden... 
KA-BOOM 

"@#$%*&!  GET  DOWN!" 

The  paths  down  from  the  ridge  were  washed  out.  Shamil 
found  a  crevice  leading.. .somewhere.  It  was  too  muck-sunk  and 
brush-filled  to  ride.  Wc  had  to  lead  the  horses. 

An  enormous  creature  is  behind  you,  threatening  at  every  mo- 
ment to  add  the  mud  luge  to  the  list  of  Olympic  equestrian 
events.  Taking  a  fall  off  a  horse  is  just  a  matter  of  one's  own 
slobby  body-mass  index  hitting  the  ground.  It  is  not  to  be  com- 
pared to  a  horse  taking  a  fall  on  you. 

There  were  places  where  leading  was  impossible.  We  had  to 
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jump  and  slide  on  our  own,  then  call  the  horses  like  dogs,  asking 
them  to  perform  stunts  that  Lassie  would  have  leftTimmy  down 
the  well  rather  than  attempt. 

Trigger,  who'd  shown  no  previous  inclination  to  obey,  or  even 
notice  me,  turned  petlike  and  followed  with  puppyish  devotion. 
The  crevice  opened  into  a  gorge  and  the  gorge  opened  into  a 
canyon,  and  once,  when  he  and  I  were  stuck  on  a  ledge,  Trigger 
gave  me  a  little  nudge  away  from  the  abyss.  (Though  it's  possi- 
ble Trigger  is  dyslexic  and  was  pushing  in  the  wrong  direction.) 

The  rain  kept  on  and  so  did  we,  in  a  trail-breaking  slog  until 
our  spirits  had  descended  as  far  as  we  had.  And  there  on  the 
canyon  floor  were  our  trucks. 

Using  a  frayed  old  Soviet  topo  map,  drivers  Valeri  and  Andrei 
had  guessed  where  we  might  emerge.  The  cook,Tyota  Vera,  and 
her  helpers,  Nadia  and  Lyuda,  had  a  hot  meal  ready.  A  tarp  was 
stretched  over  the  table. 

"You  had  better  have  another  vodka,"  said  Shamil,  "because 
tomorrow  the  riding  becomes  very  difficult." 

t  did.  We  climbed  3,000  feet  up  a  slope  like  a  graph  of 
crude  oil  prices  to  have  lunch  with  the  shepherds  of  Kizel 
Kel'. Their  yurts  are  streamlined  for  the  mountain  winds — 
Airstream  trailers  made  of  felt  but  with  more  spacious  and 
contemporary  open-plan  interiors.  We  ate  yogurt  and  lit- 
tle balls  of  goat  cheese  fermented  in  burlap  sacks  and  we 
drank  the  whey  that  dripped  from  the  bags.  The  Kyrgyz  bring 
litde  with  them  by  way  of  provisions  except  their  livestock. 


We  rode  out  through  a  canyon  with  walls  that  will  dwarf  the 
luxury  resort  that  is  going  to  be  built  there  someday,  through 
clouds  of  blue  butterflies  where  the  parking  lot  will  be,  and  under 
a  natural  bridge,  naming  rights  available.  The  striated  sediment 
in  the  sandstone  cliffs  had  been  bent  by  mountain-building  into 
a  Brobdingnagian  taffy-pull.  Owners  of  leisure  homes  will  be 
sure  to  frame  this  view  in  the  great  room's  palladian  window. 
Hundreds  of  feet  up,  ibex  skittered  across  the  openings  of  unex- 
plored caves.  Unexplored  cave  tours  at  ten,  noon  and  two.  Shamil, 
reconnoitering  the  canyon  on  foot  a  month  before,  had  seen  a 
Tian  Shan  brown  bear  and  the  spoor  of  a  snow  leopard.  Call  the 
concierge  for  safari  bus  reservations. 

"This  canyon  is  one  vast  herbaceous  border,"  said  Jennie, 
standing  by  a  yard-wide  clump  of  irises  and  naming  a  dozen 
other  plants.  "All  these  have  to  be  so  carefully  tended  in  England, 
and  here  they  just  grow." 

"Herbaceous  Boarder"  is  a  clever  name  for  the  upscale  bed  and 
breakfast  that  will  cater  to  the  more  ecologically  conscious  visitors. 

We  vilified  progress  all  the  way  to  our  cooked  meal,  distilled 
beverages  and  double-walled  synthetic-fabric  tents.  The  river  at 
the  canyon's  mouth  will  survive — sweeping  fly  fishermen  and 
kayakers  straight  to  perdition.  We  tried  to  take  a  bath  in  it.  Ettie 
had  the  guts  to  go  first,  lowering  herself  into  water  the  tempera- 
ture of  decompressing  freon  and  being  beaten  by  the  roil  of  peb- 
bles in  the  current.  "Yow,"  she  said,  "this  is  worse  than  a  spa.  You 
know,  there  are  people  who  pay  thousands  for  things  like  this." 

"Us  among  them,"  said  Andrew. 
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We  rode  for  two  days  through  the  Chatkal  Range's  meadow 
Fairways,  not  one  of  them  less  than  a  par  99. 

Being  careful  on  Trigger  wasn't  hard.  The  other  horses  were 
■galloping  around.  But  for  Trigger,  as  for  many  of  the  world's  great 
fceauties,  being  beautiful  was  a  career.  Doing  anything  else  that  he 
Ihdn't  have  to  was  a  waste  of  his  valuable  talents.  Trigger  would  go 
Ivhere  the  other  horses  went  with  a  Kate  Moss  vacuity.  But  out  on 
mis  own,  on  open  ground,  he'd  prance,  flare  his  nostrils,  arch  his 
leek  nobly,  gaze  at  the  fields  of  wildflowers  and  eat  them. 

Trigger  and  I  were  married  or — I'll  have  to  check  the  laws  of 
Cyrgyzstan  on  this  point — joined  in  a  civil  union.  Anyway,  there  I 
vas  on  top  going  "Yes,  Dear."  Of  course  the  other  riders  were  skilled 
nd  accomplished.  Although  some  of  them  said  they  weren't. 
"I  haven't  ridden  since  I  was  a  kid,"  said  Bahar. 
"Bahar,"I  said,  "you  are  a  kid." 

"Jean-Baptiste  has  spent  only  two  hours  before  on  a  horse," 
aid  Gaetane.  Jean-Baptiste  blushed  with  modest  embarrassment 
t  being  a  natural  athlete  and  quick  study. 
I  am  neither.  And  I'm  pushing  60  with  a  short  stick.  And  I  was 
chafed  and  sore  in  surprising  places.  In  un- 
Left  to  right:  a  surprising  places,  too.  Do  not  wear  jeans 

ighter  moment  along  t_    j   j  -i     j  a  u 

fa  steep  ascent;  a  on  a  hundred-some-mile  ride  through  a 
kiderless  horse  graduate  course  in  geography.  You'll  have 

■reads  gingerly  past  permanent  seams  right  where  Levi's  do. 
f  recent  landslide.       But  j  was  ^  mbbed  raw  in  my  belly  but_ 


Iton  where  the  pommel  of  my  saddle  had  dug  into  my  gut  going 
up  hill  and  in  the  small  of  my  back  where  the  saddle's  cantle  had 
caught  me  going  downhill,  and  the  bottoms  of  my  feet  ached  be- 
cause I'd  been  pressing  on  the  stirrups  with  an  automobile  driver's 
instinctive  hope  that  one  of  these  things  was  the  brake. 

Yet  every  night,  after  half  a  bottle  of  vodka  or  so,  I  became  a 
brilliant  rider.  In  fact  we  all  became  quite  brilliant.  Jean-Baptiste 
discovered  that  he  could  play  the  guitar.  Camilla  staged  a  produc- 
tion of  Grease,  complete  with  choreography 

A  week  into  our  trip  we  awoke  below  the  mountain  where 
Trigger  would  experience  near-gymnastics.  It  stood  at  the  end  of 
a  seemingly  endless  meadow.  Blossoms  of  clouds  drifted  down 
from  its  peak  on  sunbeam  stems  arranged  in  an  urn  of  celadon 
mist,  or  something  like  that.  It  was  a  scene  to  make  me  wax  as 


florid  as  the  nature  poets  of  the  Romantic  era,  although,  com- 
pared to  Kyrgyzstan,  the  Lake  District  of  England  looks  like  a 
rest  stop  on  1-95. 

"I  think,"  said  Shamil,  "when  we  die  this  is  what  we  see." 

I'm  glad  to  say  that's  not  the  means  by  which  I  saw  it. Trigger 
didn't  tumble.  We  made  it  to  the  top.  And  I  could  ride  Trigger 
after  all.  He  didn't  change  direction  with  leg  pressure.  It  was  reins 
on  his  neck  that  made  him  turn.  The  quirt  was  no  punishment, 
just  a  memo  from  middle  management.  I  couldn't  post:  That  is  I 
couldn't  rise  rhythmically  with  Trigger's  trot.  His  gait  was  too 
much  like  a  hoppy  toad's.  But  I  could  canter  if  I  kept  my  mind — 
and  my  behind — on  what  I  was  doing. 

And  I  had  other  epiphanies  up  there.  I  wasn't  scared.  I  was  still 
a  coward,  but  I'd  run  out  of  fear.  The  grassy  slope  had  depleted 
my  proven  reserves  of  trepidation,  vast  as  they  were. 

I'd  also  run  out  of  adjectives.  My  ability  to  describe  was  as 
exhausted  as  my  ability  to  worry.  We  went  through  a  bunch-of- 
superlatives  countryside  down  to  a  highly-evocative-metaphor 
valley  and  on  to  our  campsite  that  was,  oh,  darn  nice. 

Except  there  was  no  camp.  The  trucks  and  the  crew  weren't 
there.  The  rain  had  been  causing  landslides  on  their  routes. 
Alexandra's  horse  had  gone  lame  and  she'd  ridden  in  one  of  the 
trucks  that  day.  It  began  to  rain  again.  There  was  no  food.  Our 
canteens  were  empty.  The  sun  set.  It  rained  harder. 

Miles  down  the  valley  was  a  government  forestry  station,  inter- 
mittently occupied.  The  horses  were  worn  out.  We  hobbled  them 
and  began  to  walk.  The  flashlights  were  with  the  camping  gear. 

Hours  later,  at  that  moment  in  a  cold,  wet,  dark  hike  to  an  un- 
certain destination  when  the  soul  cries  out  for  a  cozy  office  cubi- 
cle and  a  job  making  dinnertime  phone  calls  asking  people  to 
switch  their  cable  service,  Alexandra  appeared.  Indeed  there  had 
been  a  landslide.  She  and  the  camp  staff  carried  the  supplies  and 
equipment  to  the  other  side  of  the  debris.  They  commandeered 
a  logging  truck.  And  they  brought,  thank  god,  the  vodka. 

The  weather  cleared  the  next  day  and  so,  eventually,  did  our 
heads.  We  rode  on  through  mountains,  fields  and  forests.  The 
Mongols  and  the  Huns  and  Shamil's  ancestors  must  have  felt  like 
this.  They  didn't  really  mean  to  overrun  the  known  world  and 
sack  it,  they  just  didn't  want  to  stop  riding. 

And  one  afternoon  on  the  banks  of  a  lake  called  the  Sary 
Chelek,  the  "Golden  Bowl," I  galloped  Trigger.  A  real  gallop  with 
all  hooves — and  not  me! — launched  in  the  air.  We  ran  for  a  mile 
and  a  half.  We  were  a  centaur.  Trigger  was  Pegasus.  I  was  Alexander 
on  Bucephalus,  conquering  Kyrgyzstan  after  all. 

Now  I  know  what  it  is  to  be  a  chevalier,  to  be  the  Man  on 
Horseback.  I'm  making  the  patio  into  a  paddock.  I'm  building  a 
stable  in  the  carport.  I'm  getting  Trigger  a  green  card.  I'm  learn- 
ing to  jump  so  I  can  go  fox  hunting.  There  are  plenty  of  foxes  in 
our  suburb.  And  a  hell  of  a  hunt  it  will  be,  because  the  neighbor's 
hedge  has  a  swimming  pool  on  the  other  side.  I  wear  my  new 
jodhpurs  around  the  house,  and  all  that  I  talk  is  horse  sense. 

"One  small  sore  butt  for  man,"  says  my  wife,  "one  giant  pain 
in  the  ass  for  mankind."  • 

Wild  and  Exotic's  next  Kyrgyzstan  trip  runs from  June  22  to  July  7. 
$4,100  per  person.  011-44-1439-748401,  www.wildandexotic.com. 
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To  repair  the  soul,  repair  to  California. 

•  As  an  apothegm,  it  needs  work,  but  you  grasp  the  drift.  •  I  had  lectures,  one  in  San  Francisco, 
another  a  few  days  later  down  the  coast  in  Santa  Barbara.  In  San  Francisco  I  was  speaking  on 
the  topic  "Polonium  210  Versus  Arsenic:  Which  Is  the  Right  Assassination  Tool  for  You}"  Santa 
Barbara  was  the  annual  convocation  of  the  Pacific  Rim  Royal  Philatelic  Society,  where  I  would 
give  the  keynote  address  on  Tonga's  use  of  dried  turtle  saliva  as  backing  for  its  commemorative 
stamps:  "Adhesive  or  Heresy?"  I  was  walking  into  a  veritable  hornet's  nest.  •  These  engagements 
would  require  me  to  deploy  every  axon  and  dendrite  in  the  old  synaptic  pantry.  I  wasn't  at  all 
keen  to  make  two  transcontinental  round-trips  on  the  Flying  Greyhound  in  the  space  of  a  week. 
So  when  my  manager,  Tatiana  Rimskii- Shostakovich,  suggested  that  we  instead  drive  from  San 
Francisco  to  Santa  Barbara,  I  eagerly  assented.  •  Tatiana  is  pretty  much  (and  muchly  pretty)  an 
all-round  genius  with  the  logistics  and  advance.  Through  her  contacts  in  the  automotive  arena, 
she  had  secured  the  use  of  a  spanking-new  Mercedes  SL  550  roadster  (sticker  price:  just  under 
$100,000).  She  had  also  arranged  lodgings  in  some  of  the  finest  hostelries  on  the  California 
littoral.  A  gem,  Tatiana.  I  live  with  the  fear  that  she  will  someday  awake  and  ask  herself  why  a 
woman  of  her  capabilities  should  be  content  to  be  my  factotum.  •  The  night  before  the  San 
Francisco  engagement  we  dined  at  the  downtown  Trader  Vic's  restaurant.  It  is  a  wan  version  of 
the  original  Trader  Vies  in  Emeryville,  just 
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expensive.  Actually,  I  had  come  for  the  men's  room.  Before  you 
leap  to  conclusions:  It  is  decorated  with  satirical  international 
nautical  signal  flags  (i  AM  OUT  OF  VODKA  AND  DECLARING  AN 
EMERGENCY)  originally  published  in  this  very  magazine.  The 
editors  had  asked  me  to  pop  in  and  inspect  the  installation,  to  see 
if  it  made  good  viewing,  mounted  above  the  urinals.  Important 
to  know  this  sort  of  stuff. 

As  it  turns  out,  the  flags,  embossed  on  wooden  plaques,  are 
such  popular  items  that  they  are  routinely  stolen  by  the  patrons. 
A  compliment  to  the  flags,  if  not  to  the  integrity  of  the  clientele. 
It  became  necessary  to  protect  them  from  plunder  with  panels 
of  Plexiglas.  By  all  means,  go  downtown  for  the  flags;  but  for 
Almond  Duck  and  Samoan  Fogcutters,  go — go — to  Emeryville. 

My  speech  the  next  day  was,  shall  we  say,  politely  received. 
The  Russians  in  the  audience  took  assiduous  notes  during  the 


The  first  leg  of  our  400-mile  journey  took  us  but  a  mile  o|  k 
so.  Tatiana  was  eager  for  me  to  experience  something  called  p 
Swan's  Oyster  Depot,  her  favorite  restaurant  in  San  Francisco 

We  stood  in  line  outside  in  the  cool  Bay  Area  drizzle,  undej  V 
the  awning  of  the  neighboring  See's  Candy  store,  inhalin 
warm  caramel  aromas  of  fresh  peanut  brittle,  gathering  a  fiercfl 
appetite.  Part  of  the  pleasure  of  Swan's  is  in  the  waiting.  Swan' 
does  not  take  reservations.  It's  a  cash-only,  working-class  joint 
one  long  marble  counter  seating  20.  Through  the  window  we 
watched  with  watering  mouths  the  men  behind  the  countei 
scoop  small  pink  shrimp  and  fresh-shucked  oysters  and  cookec 
crabs  from  mounds  of  ice  and  arrange  them  on  plates.  Swan' 
has  been  here  since  the  year  the  Titanic  sank,  1912.  An  old  sigr 
says  ALL  KINDS  OF  SHELLFISH,  FROGS,  TERRAPINS,  ETC.  Next  tc 
it  is  a  faded  letter  from  Margaret  Thatcher  expressing  deligh 


After  thumbing  through  the  roadster's  manual- 
about  the  size  of  War  and  Peace — we 
settled  on  a  button  to  put  the  top  down. 
What  luck — it  turned  out  to  be  the  risht  one. 


Polonium  210  portion  of  my  presentation. 

Thanks  to  Tatiana's  negotiations  with  the 
Mercedes-Benz  Classic  people,  we  originally 
had  been  provided  with  a  vintage,  perfect-  f> 
ly  restored  1971  280SE  3.5  cabriolet.  We  ' 
drove  this  chrome  icon  around  the  block,  caus- 
ing heads  to  turn  and  grown  men  to  give  us  r,. 
the  thumbs-up  signal.  The  only  drawback  was  L<| 
the  lack  of  a  CD  player.  I  am  constitutionally  unable  to 
drive  more  than  a  mile  without  Frank  Sinatra.  What  slaves 
technology  makes  of  us,  but  there  it  is,  insoluble.  Tatiana  again 
negotiated,  and  soon  we  had  the  SL  550  roadster,  which  has 
enough  technology  in  it  to  keep  Neil  Armstrong  occupied. 

The  first  thing  one  asks  oneself,  upon  taking  the  helm  of 
a  car  costing  one-tenth  of  a  million  dollars,  is:  Am  I  adequately 
insured? The  second  is:  What  does  this  button  here  do"?  On  a  pre- 
vious trip,  in  another  of  Tatiana's  trophy  cars,  I  had  pressed  a 
sort  of  paddle-thingy  on  the  steering  wheel  while  going  85 
mph.  In  the  next  instant  we  learned  that  I  had  downshifted 
from  fifth  gear  to  first.  It  made  for  a  memorable  moment  on  the 
Pennsylvania  Turnpike. 

After  some  forehead  rubbing  and  thumbing  through  of  the 
manual— approximately  the  size  of  War  and  Peace — we  settled 
on  a  button  to  put  the  top  down.  What  luck — it  turned  out 
to  be  the  right  one.  There  followed  a  breathtaking  display  of 
moving  parts,  a  regular  World's  Fair  exhibit,  "Automated  Con- 
vertible Tops  of  the  Future." 

Thus,  top  down,  off  we  sped  in  our  sporty  roadster.  Is  there 
a  grander  feeling  on  earth  than  being  in  an  open  car  in  San 
Francisco  with  a  beautiful  lady  companion?  I  was  brought  gendy 
to  earth  by  the  minatory  ding-ding-ding  of  an  approaching  cable 
car,  threatening  to  make  Rice-a-Roni  of  my  expensive  fender. 
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over  "that  luncheon  in  that  unique  fisherman  place." 
A  nearby  signed  photo  of  Ronald  Reagan  praises  thd 
"great  chowder." 

Finally  seated,  we  ordered  the  chowder  anc 
Anchor  Steam  beer  and  followec 
that  with  prawn  cocktail  and  ther 
crab  Louis,  succulent  crabmeai 
on  bread  covered  with  lettuce 
shavings  and  Louis  sauce,  a  son 
of  Thousand  Island  dressing.  Ii 
was  authentic,  miraculous,  sublime,  the  kind  of  place  where  yoi 
go  on  eating  because  you  don't  want  it  to  stop.  On  leaving,  ] 
announced  to  Tatiana  that  I  was  relocating  to  San  Francisco  ir 
order  to  eat  all  my  meals  at  Swan's. 

We  sped  off  into  a  San  Francisco  fog  bank,  south,  towarc 
Monterey,  with  Frank  Sinatra  singing  to  us,  "You  make  me  fee 
so  young  " 

There  is  an  admitted  irony  in  driving  frorr 

a  seafood  restaurant  direcdy  to  an  aquarium.  Food  for  the  shrinks 
but  if  you  have  not  yet  seen  the  Monterey  Bay  Aquarium,  you 
must.  You  must,  indeed,  stop  whatever  you  are  doing,  get  on  i 
plane,  cross  an  ocean — whatever — just  go.  It  is  a  glorious,  bril- 
liantly engineered  aquascape.  Two  thousand  gallons  of  fresh  sea- 
water  are  pumped  every  minute  into  100  state-of-the-art  tanks 
It's  enough  to  make  you  want  to  be  one  of  its  inmates. 

Signs  and  banners  urged  us  in  the  direction  of  the  tank  con- 
taining the  aquarium's  resident  great  white  shark.  America  has 
an  apparently  insatiable  lust  for  Carcharodon  carcharias,  a  con- 
tinuing footnote  to  the  fiend  that  Peter  Benchley  unleashec 
upon  us  in  his  1974  novel.  That  of  course  was  a  footnote  to  the 
pale,  wroth  leviathan  Herman  Melville  conjured  in  1851,  so  we 


ciiave  not  been  without  vengeful  sea  creatures  for  most  of  our 
Jlfixistence  as  a  country.  I  myself  am  content  to  leave  the  damn 

fillings  alone,  but,  tourist  that  I  am,  I  meekly  obeyed  the  exhor- 
tations, knowing  at  least  that  at  the  end  I  would  find  myself 
Jin  ace-to-face  with  the  definitive  great  white. 
«;  At  a  mere  five  feet  long  and  100  pounds,  Monterey's  great 
*i  vhite  turned  out  to  be  more  of  a  Pussycat  of  the  Deep.  For  now, 
'in  .nyway.  I  reserve  the  right  to  whistle  a  different  tune  when  it 

»  caches  puberty  and  18  feet.  But  in  the  end,  it  was  the  jellies 
nt!  hat  arrested  our  attention. 

k     It's  not  every  day  that  Oliver  Bath,  lion  of  the  lifestyle  jour- 
ir  nalism  Serengeti,  gets  all  loosey-goosey  about  jellyfish.  Until 
>i;  his  moment,  these  Jell-O  Molds  of  the  Deep  had  been  occa- 
II  jions  of  disgust,  as  when  stepping  on  warm  dead  ones  on  the 
igt  aeach;  and  of  alarmed  pain,  as  when,  taking  a  dip  off  a  sail- 
boat in  the  mid-Atlantic  ocean,  the  said  lifestyle  lion  of  the 
j  .serengeti  swan-dived  into  the  tentacles  of  a  Portuguese  man- 
)f-war,  a  sensation  akin  to  jumping  into  the  bathtub  while 
lolding  a  toaster  oven. 

But  now,  standing  in  front  of  the  displays  of  purple-striped 
ellies,  egg  yolk  jellies  and  crystal  jellies,  I  saw  them  as  the  Creator 
urely  intended  us  to:  behind  thick  glass,  lit  like  a  U2  concert. 

Never  has  nature  been  more  psychedelically  showcased, 
vly  inner  flower  child  dropped  two  hits  of  Purple  Haze  and 
grooved.  The  middle-aged  outer  child  stared  in  at  the  forms  as 
hey  pulsed  and  undulated  kaleidoscopically  about  their  various 
zreise/s,  circular  tanks  developed  in  Germany.  (Who  knew  that 
Germany  was  on  the  cutting  edge  of  jellyfish  enclosures?) 
Tatiana  scribbled  as  I  dictated  metaphors:  "Live  mushroom 
k  :louds,"  "fireworks,"  "fleshy  pink  parachutes,"  "2001:  A  Space 
a  Ddyssey  meets  The  Abyss"  and  "Did  you  put  LSD  in  my  tall 
lonfat  latte  or  is  this  actually  happening?" 

It  was  all  too  much.  Tatiana  finally  led  me  to  a  bench  where 
collapsed,  aesthetically  and  existentially  exhausted,  reduced  to 
numbling  a  paraphrase  of  William  Blake:  Did  He  who  made  the 
'ellies  make  thee? 

awoke  from  my  jelly-trance  sometime 

ater,  as  we  were  making  our  way  down  the  Pacific  Coast  High- 
t;  i  vay.  But  this  too  was  sensory  overload.  What  is  it  with  California 
hat  it  hands  you,  without  even  a  shrug,  these  epiphanies,  one 
fter  another  after  another? 

The  Mercedes  purred  through  Big  Sur's  tight  turns.  The  wind 
rushed  through  our  hair,  the  Pacific  Ocean  hurled  itself  against 
ocks  a  thousand  feet  below,  detonating  vaporous  eruptions, 
he  sun  teetered  above  the  horizon,  drenching  clouds  in  lurid, 
Vlaxfield  Parrish  hues.  It  came  almost  as  a  relief  when,  an  hour 
ater,  we  turned  into  the  long,  steep  driveway  of  the  Ventana  Inn, 
fhe  violent  drama  of  the  coast  yielding  to  a  twilight  calm  of  fra- 
grant gardens,  dripping  fountains  and  the  gentle  croak  of  frogs. 

We  were  warmly  welcomed  with  restorative  wine  and  cheese 
ind  driven  in  a  golf  cart  to  our  room,  a  commodious  suite  with 
ireplace,  wooden  deck,  hammock  and  hot  tub.  Happily  and  bub- 
sly  submerged,  we  drank  Champagne  and  watched  the  final  throes 
)f  the  sunset.  Hot  tubs  are  an  excellent  venue  for  this  sort  of  med- 
iation— the  perfect  platform,  say,  from  which  to  view  the  end  of 


the  world,  though  it  might  be  awkward  presenting  oneself  at  the 
pearly  gates  naked,  dripping  wet,  holding  a  Champagne  flute. 

Later  we  walked  the  quarter  mile  through  softly  lit  forest  to 
dinner  at  Cielo  restaurant.  Here  a  warm  fire  awaited,  as  well  as 
icy  Elite  Martinis,  an  ample  wine  list,  torchons  of  foie  gras,  diver 
scallops  and  cold,  nectarous  ice  wines  that  made  us  forget  the 
glories  of  Swan's  and  the  jellies  and  the  sunset,  at  least  for  a  bit. 

This  surcease  and  tranquility  was  short-lived.  Two  days 
later,  my  speech  to  the  Pacific  Rim  Royal  Philatelic,  in  which 
I  strained  to  bring  about  consensus  on  the  dried  turtle  saliva, 
could  not  honestly  be  called  an  unqualified  success.  Perhaps  you 
read  about  it. 

Suffice  to  say,  tempers  flared,  voices  were  raised  and  long- 
standing friendships  came  to  grief,  along  with  plates  and  wine- 
glasses. I  very  much  doubt  if  the  Four  Seasons  Santa  Barbara, 
a  splendid  establishment — I  especially  enjoyed  the  heated  tile 
floor  in  the  bathroom — will  ever  consent  to  host  us  again.  The 
unfortunate  climax  was  reached  when  Dr.Tuamatoto  Lapunda, 
the  Tongan  Minister  for  Philately,  Urban  Redevelopment  and 
Waterworks — a  kinder,  gentler  soul  you  will  never  meet — was 
physically  accosted  by  an  overwrought  member  of  the  Friends 
of  the  Pacific  Sea  Turtle. 

I  will  not  go  back.  I  3m  finished  with  these  philatelic  hysterics. 
But  as  for  California,  whose  very  syllables  evoke  those  enchanted 
days,  I  feel  I've  hardly  scratched  its  gorgeous  surface.  • 


Trader  Vic's,  www.tradervics.com;  Swan's  Oyster  Depot,  (415)  673- 
1101;  Monterey  Bay  Aquarium,  (831)  648-4888,  www.mbayaq.org; 
Ventana  Inn,  (831)  667-4242,  www.ventanainn.com. 


ForbesLife  I  143 


At  $15,000  per  angler,  a  seven-day  trip  aboard  the  new 

luxury  mother  ship  Atmosphere  is  the  most  expensive  fishing 
excursion  in  the  world.  But  once  you're  exploring  the  virgin  fjords 

and  estuaries  of  Chile's  Patagonian  seaboard,  who's  counting? 

By  Charles  Gaines 

Photographs  by  Tom  Montgomery 
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One  of  the  notable  things  that  make  the  superrich  different  from 
maybe  you  and  certainly  me  is  that  the  possession  of  resources  far 
beyond  any  conceivable  physical  need  often  acts  on  them  like  a  sort 
of  hallucinogen. They  tend  to  walk  around  with  visions  in  the  lizard 
portions  of  their  brains,  having  two  important  advantages  where 
those  visions  are  concerned  over  those  of  us  who  might  have  retched  over  a  pey- 
ote  bud  or  two  or  dropped  a  tab  of  acid  here  and  there:  They  can  better  insulate 
themselves  against  those  visions  they  find  unpalatable  and  actualize  even  the  most 
far-  fetched  ol  the  ones  that  appeal  to  them.  Say  you  are  just  sitting  around  one 
day,  a  young  Chilean  banker  with  a  tooth  for  fishing  and  adventure,  and  into  your 
head  floats  the  image  of  a  very  big  boat  carrying  a  helicopter,  a  variety  of  smaller 
boats  and  an  overall  tab  north  of  $20  million  that  will  allow  you  to  become  the 
first  person  on  the  planet  to  fully  and  luxuriously  access  the  wilderness  paradise  of 
fishing  and  adventure  whose  doorway  is  Chile's  Patagonian  coastline.  Most  of  us 
?*  "would  just  sleep  it  oft,  no?  "This  is  a  vision  that  existed  only  in  my  head," said 
Andres  Ergas.  "Now.you  can  see  it  is  real."  _  I  could  see  that;  and  a  bit  surreal  as 
well — very  like  something  I  might  want  an  opium  dream  to  be. There  before  us, 
tied  fore  and  aft  to  a  dock  in  the  Chilean  port  town  of  Puerto  Montt,  was  the 
gleaming,  blue  hulled,  five- decked -Atmosphere,  and  standing  in  a  smart  line  in 
front  of  it  was  its  grinning  and  uniformed  crew  of  .32,  who  in  a  few  moments 
would  begin  a  six-day  campaign  of  falling  all  over  themselves  to  make  me  and  my 
15  fellow  passengers  more  comfortable  and  variously  happy  than  we  believed  we 
could  be.  In  addition  to  the  ship's  captain  (a  former  Chilcannaval  officer  with  a 


rank  just  below  admiral),  two  pilots  and  the  engine  crew,  etc., 
there  was  an  expedition  manager,  a  helicopter  pilot,  four 
eco-tour  guides,  three  chefs,  bartenders,  waiters,  maids,  eight 
fishing  guides,  two  fetching  and  efficient  young  ladies  whose 
titles  were  hostess  and  concierge,  a  masseuse....  And,  introduc- 
ing us  to  all  these  people,  there  was  our  host — the  well-heeled, 
energetic  young  entrepreneur  from  whose  head  Nomads  of  the 
Seas:  Patagonia  by  Air,  Land  and  Water  had  sprung 
full-blown. 

Andres  Ergas  turned  40  while  we  were  on  his  ship 
with  him  that  week.  Onboard  to  celebrate  his  birthday 
were  some  friends  from  Santiago,  his  wife  and  two 
young  daughters,  and  his  mother  and  father.  The 
father,  Jacob,  had  made  a  fortune  in  banking  and 
other  ventures  in  Santiago  after  moving  there  from 
Germany  as  a  young  man,  only  to  have  it  all  appropri- 
ated along  with  his  house  and  lands  by  the  Allende 
government  when  it  took  office  in  1970.  Suddenly  and 
thoroughly  dispossessed,  Jacob  moved  his  young  family 
to  Brownsville, Texas.  Starting  with  nothing  in  a  for- 
eign country,  he  made  a  second  fortune  there  in  bank- 
ing, and  then  a  third,  the  largest  yet,  when  he  moved 
the  family  back  to  Chile  in  1978  after  the  Pinochet 
coup  that  put  Allende  out  of  power.  Now  one  of 
Chile's  best-known  and  most  successful  businessmen, 
with  half  interest  in  the  country's  second-largest  bank 
among  other  assets,  Jacob  is  tall,  gentle  and  exquis- 
itely polite.  But  unmistakably,  he  is  also  an  old  lion 
who  has  snacked  on  a  lot  of  rivals'  lunches,  and  a 
past  master — and  role  model  for  his  son — at  making 
dreams  snap  to  and  happen  with  no  questions  asked. 


Clockwise  from  top 
right:  Orvis's 
Rosenbauer  casts 
for  fresh  trout;  sushi 
night  onboard  the 
Atmosphere;  an  18- 
inch  lake-caught 
rainbow;  the  cherry- 
red  Bell  407  is  just 
one  of  the  ship's  toys; 
the  author  and  Ergas 
take  a  fishing  break. 


east  and  the  towns  of  Puerto  Montt  and  Punta 
Arenas  to  the  north  and  south — is  inaccessible  ex- 
cept by  helicopter,  floatplane  or  live-aboard  mother 
ship,  and  a  large  percentage  of  its  myriad  trout-hold- 
ing rivers,  lakes  and  lagoons,  and  its  countless  estu- 
aries with  their  seasonal  runs  of  salmon,  have  never 
been  fished.  Taken  as  a  whole  and  in  its  potential, 
Chilean  Patagonia  is  probably  the  great- 
est and  most  varied  salmonid  fishery  in 
the  world.  With  its  fjords  and  bays,  its 
snowcapped  volcanoes,  waterfalls  and 
rain  forests  towered  over  by  the  Andes,  it 
is  stunningly  beautiful,  and  its  prolific 
bird  and  marine  life,  from  penguins  and 
sea  lions  to  blue  and  humpback  whales, 
make  it  one  of  the  finest  eco-tourism 
destinations  on  earth. 


Andres  is  bright  and  solidly  built,  with  icy-blue  eyes  and  the 
three-  or  four-day  stubble  of  beard  that  South  American  men 
seem  to  own  from  birth.  He  is  an  expert  skier  on  snow  and  water, 
an  experienced  jet-boat  jockey,  an  ex-military  sniper  and  an 
officer  in  the  Chilean  Air  Force  Reserve  who  is  licensed  to  fly 
both  helicopters  and  fixed-wing  planes:  an  adrenalinist,  in  short, 
for  whom  15  dutiful  years  in  the  banking  business  was  rich  soil 
for  the  growth  of  visions. 

The  Nomads  of  the  Seas  concept  came  to  him  during  a  three- 
week  camping  trip  to  a  remote  lake  in  Chilean  Patagonia  in 
1997.  Much  of  that  part  of  the  country — a  narrow  2,200- 
kilometer-long  strip  of  magnificently  wild  and  largely  roadless 
landscape  bordered  by  the  Pacific  to  the  west,  the  Andes  to  the 


And  yet,  mused  Andres  Ergas  on  his  camping  trip,  almost  no 
one  can  access  much  of  it.  What  if... 

Custom-built  in  Chile,  the  Atmosphere  is  an  expedition  cruise 
ship  with  an  overall  length  of  150  feet,  a  beam  of  33  feet,  a  top 
speed  of  14  knots  and  a  range  of 6,000  nautical  miles. To  go  com- 
fortably and  safely  to  anyplace  Andres  might  want  to  take  it,  it  is 
fitted  out  with  state-of-the-art  electronics,  twin-screw  propul- 
sion, a  steel  hull,  bow-thrusters  and  stabilizers.  In  addition  to 
its  large  crew,  it  accommodates  up  to  28  passengers  in  14  well- 
appointed  guest  cabins,  each  with  a  sea  view  and  private  bath- 
room. It  has  an  immaculate,  all-stainless-steel  Isselbaecher 
kitchen;  a  main  salon,  divided  into  bar,  lounging  and  dining 
areas,  that  is  lavishly  windowed  and  large  enough  for  a  game  of 
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touch  football;  a  locker  room  for  changing  in  and  out  of  waders; 
four  open-air  saltwater  hot  tubs;  a  sauna  and  a  massage  room. 

But  what  distinguishes  the  Atmosphere  from  your  run-of- 
the-mill  small  luxury  cruise  ship  is  the  system  of  conveyances 
it  carries  aft  of  the  salon.  Back  there,  along  with  two  eight-ton- 
capacity  knuckle  cranes  to  lift  them  in  and  out  of  the  water, 
are  six  23-foot,  200-horsepower  Rogue  jet-boats,  four  McKenzie- 
style  drift-boats,  four  inflatable  Zodiacs  and  a  $250,000,  18- 
passenger,  33-foot  Zodiac  Hurricane  RIB  with  twin 
250-horsepower  four-stroke  outboards  and  a  top  speed  of 
55  miles  per  hour.  A  heliport  above  all  those  water  toys 
is  residence  to  a  cherry-red,  six-passenger  Bell  407 
helicopter — the  air  component  of  the  "air, 
land  and  water"  raids  that  Nomads  of  the  Seas  PuERJo 
now  makes  weekly  from  November  through  K^on^r^r 

April  on  the  pristine  riches  of  the  southern  _  / 

I  i-  TicTocBa-u* 

Chilean  coastline. 

Given  that  Andres,  his  captain, 
his  chopper  pilot  and  his  expedition 
manager  are  all  military  men,  it  is  per- 
haps unsurprising  that  a  week  aboard  pun^ra 
the  Atmosphere  has  more  than  a  few  martial  /\p,Ena.S 
resonances,  albeit  ones  that  hum  with  luxurious 
efficiency.  You  can  bounce  a  dime  off  the  beds  in  your 


CAid 


stateroom,  which  are  made  twice  a  day.  You  are  required  to 
remove  your  shoes  before  entering  the  salon.  Everything  from 
meals  to  the  vast  logistics  of  daily  fishing  and  eco-touring  for  up 
to  28  top-dollar  and  thus  demanding  guests  is  done  on  time 
and  virtually  without  error.  Even  the  language  of  the  ship's 
potential  destinations  in  a  given  week  has  a  campaign  color  to  it: 
five  different  "zones"  of  penetration  south  of  Puerto  Montt,  each 
with  four  separate  anchorages,  and  each  anchorage  with  18  loc- 
ations where  trout  and  salmon  can  be  engaged  by  the 
Nomads'  troops. 

All  this  to  catch  a  fish,  you  might 
wonder?  Well,  yes  and  no.  It  is  perfectly 
possible  to  spend  an  idyllic  week  on  the 
Atmosphere  eating  the  splendid  food,  hot-tub- 
bing and  being  massaged,  venturing  out 
occasionally  in  the  big  Zodiac  with  its 
crew  of  four  eager  young  eco-guides 
fJ\M[V^      to  watch  all  manner  of  bird  life, 
sea  lions,  penguins  and  whales;  and, 
in  the  evenings,  listening  to  the  marine- 
ecology  lectures  given  by  those  guides  and 
watching  the  after-dinner  slide  show  of  the 
day's  events  prepared  by  them  and  the  fishing 
guides — all  while  developing  a  relationship  with 
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the  ship's  copious  store  of  good  Chilean  wines. 

On  the  other  hand,  it  is  also  possible  to  be  my  friend  Tom 
Rosenbauer  and  quite  enjoy  yourself.  Rosenbauer,  who  put 
together  the  group  of  journalists  onboard  the  ship  of  which  I 
was  a  part,  is  marketing  director  for  Orvis  Rod  &  Tackle  and  an 
expert  and  insatiable  trout  angler  v/ho  never  drew  a  nonfishing 
breath  all  week.  On  a  hopelessly  rainy  day  (and  they  are  not  un- 
common in  Chilean  Patagonia)  when  it  appeared  the  helicopter 
might  not  fly,  he  chose  to  wait  on  the  ship  in  the  hope  conditions 
would  improve  instead  of  going  whale-watching  with  the  rest  of 
us.  The  weather  cleared.  In  the  big  Zodiac  we  saw  humpback  and 
90-foot  blue  whales  breaching,  spouting  and  fluking  close  around 
us  all  day  long — a  glorious,  once-in-a-lifetime  show.  Rosenbauer 
had  a  30-fish  day.  Everyone  was  happy. 

Nomads  of  the  Seas  advertises  its  angling  program  as  "extreme 
fly-fishing,"  which  is  both  misleading  and  apt.  Though  some  of 
the  wading  might  require  a  reasonable  degree  of  fitness,  there  is 
nothing  arduous  about  the  fishing;  nor  is  it  technically  very 
difficult;  nor  is  there  any  "you  fall,  you  die"  extreme-skiing  sort 
of  jeopardy  attached  to  it.  It  is,  however,  sublimely  extreme  in 
the  sense  that  you  are  ;  .ting  flies  in  a  serious  wilderness  to  fish 
that  may  never  have  one  before;  and.  (  o  nows,  the  effort 
and  money  and  tran  n  ingenuity  required  utyouin 

position  to  make  those  e  nothing  if  not  e>< 


On  a  typical  week's  trip,  the  Atmosphere  will  stop  in  three  or 
four  anchorages,  from  30  to  300  miles  south  of  Puerto  Montt. 
The  ship  travels  at  night,  and  one  of  the  uniquely  exhilarating  ex-| 
periences  it  affords  is  to  wake  at  dawn,  carry  a  cup  of  coffee  up  to 
the  wheelhouse  deck  and  find  yourself  in  some  ravishing  new  bay 
or  fjord  with  the  snowy  top  of  a  volcano  catching  first  light  above 
the  rain-forested  hillsides  and  porpoises  rolling  around  the  boat. 

After  breakfast,  you,  a  guide  and  another  angler  are  heli- 
coptered or  jet-boated  to  your  fishing  location  for  the  day.  It 
could  be  a  lake  or  a  lagoon,  where  waiting  for  you  is  one  of  the 
drift-boats  that  Andres  has  choppered  in  to  various  locations 
and  left;  or  a  river  that  you  will  float  along  in  one  of  the  inflat- 
able Zodiacs.  Or  you  might  have  chosen  to  experiment  for  the 
day  at  one  of  the  many  estuaries  into  which,  from  November 
through  March,  enter  runs  of  native  coho  and  king  salmon,  as 
well  as  some  Atlantic  salmon  and  steelhead  fish-farm  escapees. 
In  truth,  Nomads  does  not  yet  have  a  proper  handle  on  that 
salmon  fishery,  but  Andres  has  the  resources  to  find  one,  and  its 
potential  for  future  clients  is  enormous. 

In  the  meantime,  the  inland  fishery  for  rainbow,  brown  and 
brook  trout  can  be  sufficiently  varied  and  productive  to  satisfy 
even  the  most  demanding  angler,  and  it  will  only  improve  as 
Andres  and  his  guides  discover  more  virgin  trout  waters  on  their 
frequent  scouting  trips.  A  number  of  people  in  our  group  had 


days  when  they  lost  count  of  the  fish  they  released. 
And  though  none  of  the  leviathan  trout  of  ten 
pounds  or  more  that  Chile  regularly  offers  up  were 
caught  in  our  week,  there  were  plenty  in  the  four- 
to  five-pound  range. 

My  favorite  day  was  one  I  spent  with  the  photo- 
grapher Tom  Montgomery,  Andres  and  his  expe- 
dition manager,  Osvaldo.  A  formidably 
tough  and  resourceful  ex-special  forces 
officer  in  the  Chilean  army  and  chief 
bodyguard  to  Pinochet  when  he  was 
president  of  Chile,  Osvaldo  is  also — as  is 
Andres — a  charming  and  merry  man 
who  can  take  as  unfettered  and  pure  a 
pleasure  in  a  day  of  fishing  as  any  boy 
on  a  farm  pond.  From  a  particularly 
lovely  anchorage  in  Tic  Toe  Bay  we  rode 


Clockwise  from  top 
left:  Renihue  Fjord 
is  one  of  Patagonia's 
many  pristine  water- 
ways; Rosenbauer 
(left)  and  his  guide 
row  a  freshly  caught 
three-pound  rainbow 
to  shore;  lakeside 
lunch;  sea  lions  at 
rest;  a  satisfied  Ergas 
(center)  and  crew. 


were  feeding  on  dragonfiies,  sometimes  jumping  all  the  way  out 
of  the  water  to  take  one,  and  we  caught  many  between  16  and  22 
inches  on  big  dry  flies. 

After  equally  easygoing  fishing  in  the  afternoon,  we  finished 
off  the  day  with  some  close  dolphin  and  whale  sightings  in  Tic 
Toe  Bay  and  a  visit  to  a  rock  island  literally  carpeted  with  sea 
lions,  who  stared  at  us  with  great  romantic  eyes,  their  boxer's  ears 
cocked,  and  then — to  whoops  of  Osvaldo's  delighted 
laughter — flippered  goofily  off  the  island  to  play 
around  the  boat.  Then  it  was  on  to  a  hot  tub  and 
massage,  and  a  dinner  that  started  with  little  cups  of 
ceviche,  followed  by  octopus  sashimi  and  rabbit  ten- 
derloin with  polenta  and  wild  mushrooms. 

But  before  all  that,  we  met  up  for  lunch  with  my 
nephew,  Monte  Burke,  his  boatmate  and  their  guide, 
who  had  been  fishing  the  river  flowing  out  of  the  lake 
from  another  jet-boat  with  results  as  good  as  ours. 
At  the  same  lakeshore  campsite  that  Andres  had  used 
as  a  base  for  his  first  exploration  of  the  area  in  '97, 
we  cracked  a  bottle  or  two  of  vino  tinto  while  Osvaldo 
and  the  guide  built  a  fire  for  a  Chilean  asado  of  beef 
and  sausages.  On  the  lake  a  black-necked  swan  was 
in  full,  stately  cruise,  its  backdrop  a  green  cliff  down 
which  dropped  the  bright  thread  of  a  200-foot  wa- 
terfall. If  life  was  a  bone,  this  would  be  some  of  the 
meat  closest  to  it,  and  I  told  Andres  that  as  we  loafed 
after  lunch  with  Partagas  and  satisfied  minds.  Then  I 
asked  him  if  his  old  campsite  might  be  conjuring  up 
any  new  visions  for  him. 

"My  aim  in  ten  years,"  he  said,  "is  to  have  three 


a  jet-boat  up  a  large,  milky  glacial  river,  with  Andres  slewing 
enthusiastically  through  rapids  and  around  logs  at  30  miles  per 
hour,  then  up  a  clear,  smaller  river  to  its  mouth  at  a  startlingly 
beautiful  lake  of  white-sand  beaches  and  many  islands,  with  an 
enormous  glacier  rearing  above  it  to  the  east  and  the  Andean 
Cordillera  to  the  west — the  very  lake  on  which  Andres  had 
camped  in  1997. 

It  was  a  calm,  warm  day,  and  above  the  great  amphitheater  of 
the  lake  condors  floated  on  thermals  against  an  infinitely  blue 
sky.  We  took  turns  fishing  a  reed  bed  at  the  far  end  of  the  lake, 
both  from  the  boat  and  wading,  and  it  was  the  very  finest  kind  of 
fishing — relaxed,  conversational,  as  bright  as  the  day  with  good 
humor  and  spirit.  And  productive.  The  trout,  mostly  rainbows, 


ships  doing  what  we  do  now — one  based  in  Puerto  Montt,  one 
in  Punta  Arenas  and  one  in  between.  The  whole  Patagonian 
coastline. ..Imagine  it!" 

It  was  a  nice  invitation,  but  with  my  bank  account,  I  would 
have  to  have  been  smoking  something  other  than  a  cigar.  • 

A  week  of  fishing  onboard  the  Atmosphere  is  $14,875  to  $24,098 
perperson  ($10,115  to  $16,386  if  you  choose  not  to  fish).  The  Chilean 
airline  LAN  offers  non-stop  service  to  Santiago  from  a  number  of 
American  cities.  Trips  leave from  Puerto  Montt,  Chile,  on  Saturdays 
from  November  through  April.  For  information,  visit  www.nomad 
softheseas.com  or  contact  Jason  Elkins  at  Orvis  International  Travel, 
(800)  547-4322. 
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A  Flintstonian  meat  manual  Scaling  the  redwoods  Paper  warplanes  Blonde  Redhead's  best  yet  Attenborough's  Planet  Eartl 


rap 


£ 


MOTORSTORM;  Sony;  $60 
(PS3) 


MotorStorm's  extreme  off-road 
racing  for  the  Sony  PS3  leaves 
you  less  muddy  than  ttiL 


thing — but  the  adrenaline  rush  is  pretty 
much  the  same.  This  is  a  dirt-bike-ATV- 
monster-truck  mash-up  that  impressively 
harnesses  the  console's  next-gen 
processing  power.  You'll  hurtle  through 
lovingly  rendered  desert  tracks,  jump 


ramps,  fishtail  through  mud,  careen  past 
precipices,  all  while  trying  to  sideswipe 
and  T-bone  the  competition.  Finishing 
in  first  place  is  nice,  but  pulling  off  a 
top-speed  mid-air  cliff-wall  fiery  crash  is 
way  more  fun.  —TAYLOR  ANTRIM 


THE  RIVER  COTTAGE 

MEAT  BOOK, 

by  Hugh  Fearnley- 

Whittingstall; 

Ten  Speed  Press;  $40 


The  photo  on  this  book's  hefty 
spine — of  the  tousle-haired 
author  ducking  into  a  doorway 
with  a  giant,  unwrapped  rack 
of  ribs  tucked  under  his  arm — 
clues  you  in:  This  guy  gets 
physical  with  meat.  British 
riter,  TV  chef  and  "real  food" 
mpaigner  Fearnley-Whittingstal I  has 
rovided  a  Flmtstonian  portion  here,  a 
encherman's  manual  of  meat  that 
eludes  recipes — from  down-home  steak- 
kidney  pie  to  more  exalted  fare  like 
a  salad  of  seared 
pigeon  breast 
with  pan-juice 
vinaigrette — and 
j^B*^  graphic  how-tos  on 

'iok    buying  and 

butchering,  plus 
answers  to  questions 
you'd  maybe  never 
asked.  Do  game 
birds  really  separate 
their  necks  if  hung  too  long?  The 
uthor  says  no  (he's  tried  it),  and  accuses 
nyone  who  says  he  prefers  grouse  that 
ipe  of  being  a  macho  bragger.  There  are 
■ections  on  "Brains,"  "Tongue,"  "Ears" 
ind  what  are  called  "Fries"  (if  you  don't 
<now,  don't  order  them),  sections  on 
barbecuing  "furred  game"  and  a  trove  of 
[secrets  that  rely  on  slow  cooking  and 
jfcld-time  common  sense.  More  than  you 
lean  digest?  No  doubt.  More  than  you 
want?  Noway.  Fearn ley-Whittingstall's 
jown-in-the-trenches  humor  and  tone  of 
arthy  authority  keep  you  coming 
sack  for  another  slice. 

—  RICHARD  NALLEY 

ARE  WE  ROME?, 

by  Cullen  Murphy;  Houghton  Mifflin; 
$23 

|How  many  times  have  you  heard  someone 
i  pound  the  table  and  declare,  "The  only 
difference  between  us  and  Rome  is  we're 
not  driving  chariots"?  Next  time,  hand 
them  this  marvelous  book  by  Cullen 
Murphy.  It'll  shut  'em  up— or  at  least  get 
them  thinking  seriously  about  the  issue, 


ARE  WE 
ROME 

rm  pall  op  an  mpi«f  and 


CULLEN  MURPHY 


which  is  a  Biggie. 
If  we  are  Rome, 
are  we  living  on 
borrowed  time?  Is 
that  the  barbarian 
horde  pounding  on 
the  front  door? 
(Tell  them  we're 
out.)  For  more 
than  two  decades 
Murphy  was  the 
managing  editor  of  the  venerable  Atlantic 
Monthly.  He  appears  to  have  read 
absolutely  everything  on  his  subject,  and 
with  a  keen  editor's  eye  and  a  deft  touch 
on  the  keyboard,  has  compressed  his 
argument  into  a  lively  and  readable  book. 
It's  rich  in  scholarship,  stories  and 
anecdotes,  and  hooks  you  on  page  one 
with  the  datum  that  the  Roman  road 
system  was  53,000  miles  long — about 
the  length  of  the  U.S.  highway  system. 
Uh-oh.  And  that  border  wall  we're 
building  to  keep  Mexicans  out. ..would 
that  be  some  modern  version  of  Hadrian's 
Wall?  And  this  war  in  Iraq  we  find 
ourselves  in — are  we  repeating  mistakes 
made  2,000  years  ago?  So  are  we  Rome? 
"In  a  thousand  specific  ways,  the 
answer  is  obviously  no.  In  a  handful  of 
important  ways,  the  answer  is  certainly 
yes."  That's  the  worrisome  part.  But 
let  this  wise  and  gentle  docent  of  the  past 
walk  you  through  his  arguments  himself. 
You  may  come  away  shaking  your 
head  with  worry,  but  you'll  also  be 
grinning  with  insight  as  to  how  we  might 
get  out  of  this  historical  mess. 

—CHRISTOPHER  BUCKLEY 

THE  WILD  TREES, 

by  Richard  Preston;  Random  House; 

$26 

The  redwood  trees  of  Northern  California 
are  like  living  dinosaurs,  the  last  holdouts 
of  a  species  whose  fossilized  remains 
have  popped  up  from  Siberia  to  South 
America.  Today's  oldest  specimens  are 
roughly  the  age  of  the  Parthenon, 
some  of  them  approaching  400  feet  in 
height.  Yet  until  recently,  few  scientists 
have  attempted  to  climb  them,  in 
part  due  to  the  logistical  challenges 
involved,  but  mainly  because  they  never 
expected  to  find  much  up  there.  Over 
the  past  15  years,  though,  a  small 
number  of  botanists,  arborists  and  weekend 


explorers  have  exposed  a  whole  new  world, 
humming  with  life,  high  in  the  redwood 
canopy.  Soil  pockets  hundreds  of  feet 
up — gardens  in  the  sky — support  all 
manner  of  ferns,  fruit-bearing  bushes 
and,  strangely  enough,  bonsai  versions  of 
Douglas  firs,  tan-oaks  and  even  redwoods. 
There  are  salamanders,  ants  and 
shrimplike  crustaceans,  many  not  yet 
formally  classified.  The  Wild  Trees,  by 
Richard  Preston,  whose  bestselling 
1994  book,  The  Hot  Zone,  made  Ebola  a 
household  word,  is  at  its  heart  a  science 
book,  describing  in  accessible  terms  the 
wonders  of  this  newly  charted  ecosystem. 
But  with  the  shrewdness  of  an  author 
who  knows  not  to  overburden  his  audience, 
Preston  doesn't  dive  into  the  technical 
stuff  until  about  200  pages  in.  Instead, 
he  draws  sharp,  often  moving  portraits  of 
his  cast  of  modern-day  explorers.  Some 
are  serious  academic  types,  others  thrill- 
seeking  climbers,  while  still  more  are 
everyday  people  whose  only  qualification 
is  that  they  love  big  trees.  One  of  them, 
Michael  Taylor,  discovered  some  of  the 
tallest  redwoods  in  the  world  on  his  days 
off  from  a  job  as  a  grocery  clerk  in 
Eureka.  Once  you're  drawn  into  that  story, 
a  discussion  of  upward  water  transport 
among  coastal  conifers  won't  bore 
you  in  the  least.  —THOMAS  JACKSON 


ICHARD  PRESTON 
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PAPER  PILOT, 

by  Benjamin  Haynes;  Universe;  $25 

In  the  real  world,  F-15  Eagles,  B-52 
Stratofortresses  and  XB-70  Valkyries  are 
killing  machines.  But  as  paper  airplanes, 
they're  just  plain  cool.  Paper  Pilot,  a 
new  book  "promulgated  by"  Benjamin 
Haynes,  features  24  easily  assembled 
punch-out  warplanes,  from 
the  Spitfire  to  the  B-2  Spirit  to 
the  recently  unleashed 
F-22  Raptor. 
Colorfully  illustrated 
chapters  cover  the 
rudiments  of  real-world 
aviation:  flight  control, 
aerodynamics,  engine 
design  and  stealth 
technology.  Naturally,  the 
book  also  provides  detailed 
instructions  on  launching 
your  paper  fighters  into 
backyard  combat,  should  you 
be  forced  to  do  so.  — TJ 
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ON  THE  OTHER  SIDE, 
The  Tierney  Sutton  Band; 
Telarc;  $19 

In  the  current  constellation  of 
female  cabaret  singers,  no  one 
shines  brighter  than 
Tierney  Sutton.  On 
six  albums  recorded 
over  the  past 
eight  years,  she 
has  demonstrated  a 
mastery  of  the 
great  American  Songbook,  but  also  a 
willingness  to  stretch  its  bindings,  often 
by  applying  unpredictable  arrangements 
and  surprising  tempos  to  old  standards. 
Her  seventh  album,  On  the  Other 
Side,  continues  that  tradition.  It  takes  as 
its  leitmotif  the  word,  and  the  human 
condition  of,  happiness — or  lack 
thereof— and  you'll  find  it  in  the  title  of 
nearly  every  cut,  including  "Happy  Days 
Are  Here  Again,"  "Make  Someone  Happy" 
and  "Sometimes  I'm  Happy."  Not  every 
effort  is  successful.  Sutton's  version 
of  "Get  Happy,"  for  example,  has  been 


slowed  to  a  moody  dirge  sounding  more 
like  something  from  The  Doors  in  the 
'70s  than  the  1920s  Harold  Arlen 
classic.  The  singer  and  her  terrific 
five-piece  band  are  right  on  the  money, 
however,  with  the  fun,  scatty  "Happy 
Talk"  and  a  crystalline  rendering  of 
"Haunted  Heart"  that  is — there  are  no 
other  words  for  it — hauntingly  beautiful. 

—PATRICK  COOKE 

23,  Blonde  Redhead; 
4AD,  $15 

Aging  rock  bands  evolve  in  new, 
compelling  directions  (Radiohead,  Wilco, 
Sonic  Youth)  or. ..they  don't  (Oasis, 
R.E.M.,  Red  Hot  Chili  Peppers).  In  1995, 
Blonde  Redhead  debuted  as  a  screech- 
and-drone  art-punk  outfit;  over  a  decade 
later  this  New  York-based  trio  has  burred 
down  its  edges,  shaped  its  sound  and 
pushed  melody  to  the  fore.  The  band's 
seventh  release,  23,  is  its  strongest  yet, 
a  gorgeous  cloud  bank  of  a  record, 
monumental  and  ethereal,  layered  with 
the  swirling  guitars  and  tense  drum  work 


of  Italian  twin  brothers  Amedeo  and 
Simone  Pace,  and  the  spectral  vocals 
of  Japan-born  Kazu  Makino.  (The 
multinational  threesome  also  happens  to 
be  one  of  the  best-looking  bands  in  indie 
rock.)  23  is  at  its  most  invigorating  when 
the  tempo  builds:  in  the  mesmerizing 
title  track  or  in  the  charging,  lush  "Spring 
and  By  Summer  Fall."  But  "Publisher" 
shows  they  can  do  slow  and  steady  as 
well,  with  eerie  drums  and  bass  sounds 
creating  a  warm,  enveloping  effect.  — TA 
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Cabo  San  Lucas   |   Telluride   |   Napa  Valley   |   St.  Barth's   |   Aspen   |   Florence   |   Paris   |   London   |   Solstice  I 


Unique  Perspectives 

{www.solsticecollection.com} 


"...We  then  saw  the  St.  Bart's  house.  Incredible.  At  the  top  of  a  hill,  at  the  end  of  a 
road,  looking  over  the  harbour,  with  a  glass  wall  separating  the  pool  from  the  dining 
room,  so  that  one  could  swim,  see  through  the  dining  room  and  over  the  harbour. 

And  so  it  went.  Each  of  the  houses  is  spectacular.  Beautifully  designed,  built,  and 
finished.  They  feel  like  home.  Or,  more  accurately,  homes.  Very,  very  nice  homes.  And 
the  service  is  impeccable." 

Spencer  H.,  Solstice  Member  Since  2004 


More  Information  877-727-5535 
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Luxury  Residence  Collection 


MIXEL  MEDIA 


Get  a  Real  Bowflex  Body 
for  Just  $20  a  Month!' 


The  new  Bowflex  Xtreme  SE  home 
gym  is  built  to  provide  fast  and  easy 
total  body  results  right  in  your  own 
home.  Compact  enough  to  fit  any 
workout  space,  it  performs  over  65 
gym-quality  exercises  -  as  many  as  an 
entire  health  club  filled  with  machines. 
All  this  for  just  $20  a  month*  -  less 
than  half  the  monthly  dues  of  a  typical 
gym  membership! 

REAL  BOWFLEX"  QUALITY 

Over  1  million  Bowflex  customers  know 
that  nothing  else  compares  to  Genuine 
Bowflex'  Power  Rod'  Technology 
for  professional-level  performance  and 
proven  results. 

CALL  800.298.4594 

www.BowflexWeb.com 


ORDER  WOW  and  pay  just  $20/month! 
PLUS  get  a  FREE  Machine  Mat- 
You  save  $99! 

Not  ready  to  order? 
Request  a  FREE 
Info-kit  DVD  today! 


■  ■ 

■ 


» 


THE  NAKED  CITY; 
Criterion;  $40 


IAKED 


C#J    The  Naked  City,  winner  of 
^^^J    two  Oscars  in  1949,  is  one 
of  those  classics  you 
probably  saw  years  ago,  in 
college  perhaps,  and  though 
you  remember  it  fondly  (not 
least  for  its  famous  closing 
line:  "There  are  eight 

million  stories  in  the 
Naked  City.  This  has 
\mffF  -kW    been  one  of  them"), 
you  see  no  reason  to 
^    experience  it  again. 
But  when  the 
Criterion  Collection 
resuscitates  an  old 
favorite,  it's  usually  worth  a  fresh  look. 
In  addition  to  a  new  digital  transfer,  the 
rerelease  includes  audio  commentary 
by  the  film's  screenwriter,  Malvin 
Wald,  along  with  video  essays  by  NYU 
film  professor  Dana  Polan  and  James 
Sanders,  author  of  The  Celluloid 
Skyline.  If  you  thought  The  Naked  City 
was  just  another  potboiler,  wait  until 
you  hear  what  these  guys  have  to  say. 
It  was  a  turning-point  movie,  they 
argue,  a  documentary-style,  neorealist 
snapshot  of  late-'40s  America,  its  class 
tensions,  postwar  malaise  and  can-do 
spirit  all  wrapped  into  a  taut,  noirish 
plot.  And  the  film  revolutionized  the 
way  Hollywood  movies  were  made. 
Eschewing  the  backlots  of  Southern 
California,  director  Jules  Dassin  shot  it 
entirely  in  New  York  City — 107 
locations  in  all — on  the  wealthy  Upper 
East  Side,  in  the  canyons  of  Midtown 
and  the  rat  mazes  of  the  Lower  East 
Side.  It's  a  veritable  walking  tour 
of  Gotham  in  its  sooty,  postwar  prime, 
enough  reason  alone  to  watch  the  film 
two,  three  more  times  at  least.  — TJ 

PLANET  EARTH; 
BBC;  $80 

An  aerial  view  of  wild  camels  jogging 
through  the  Gobi  desert.  An  avalanche 
snapping  tall  conifers  as  it  thunders 
down  the  hill  toward  the  camera, 
eventually  covering  it.  An  exhausted 
polar  bear,  driven  by  starvation  to 
attack  a  walrus,  meets  with  frustration 


and  injury,  finally  digging  itself  a  place 
to  die.  It's  one  incredible  scene  after 
another  in  this  epic  five-disc,  11-hour 
documentary.  Narrated  by  David 
Attenborough  and  covering  an  array  of 
natural  environments,  from  "Caves" 
to  "Great  Plains"  to  "Jungles"  to 
"Deep  Oceans,"  it  showcases  the  finesl 
examples  of  wildlife  filmmaking. 
Viewers  will  marvel  continually  at  how 
in  the  world  they're  seeing  what  they're 
seeing — whether  it's  a  close-up  of  baby 
owls  taking  their  first  flight  from  the 
branches  of  a  towering  redwood,  a 
100-meter-high  mound  of  cockroaches 
munching  on  bat  guano  or  a  pride 
of  hungry  lions  bringing  down  a  lone 
elephant  (the  last  scene  caught  at 
night,  using  infrared  lenses) — to  the 
point  that  the  cinematography  itself 
almost  steals  the  show.  After  each 
segment,  there's  a  behind-the-scenes 
look  at  the  remarkable  fortitude 
of  the  folks  behind  the  cameras.  (One 
slavishly  devoted  soul  spent  months 
up  in  the  Himalayas,  missing  Christma: 
at  home,  just  to  capture  about  90 
seconds  of  the  rare  and  notoriously  shy 
snow  leopard  on  film.)  The  last  disc 
features  a  discussion  of  ecological 
issues  that  is  surprisingly  sophisticated 
and  fair-minded.  If,  as  one  interviewee 
says,  there's  just  something  about 
nature  that  makes  humans  happy,  the 
cinematic  Prozac  of  Planet  Earth  really 
is  the  next  best  thing  to  actually 
being  there.  —LORRAINE  CADEMARTOR 
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parel 
rmenegildo  Zegna 

>wn  worldwide  for  top  quality  fabrics, 
tis  Italian  menswear  design  house  offers 
ie  ultimate  in  luxury  and  style.  From 
[ade-to-Measure  suits  to  sportswear  to 
ioes,  Ermenegildo  Zegna  can  dress  a  man 
«r  any  occasion.  Call  1-888-S80-3462  or 
— sit  zegna.com 
avazzolo 

isit  www.ravazzolo.com  Or  call  our  agent 
r  the  U.S.:  Luciano  Moresco  &  Co.,  Ltd. 
"all  1-212-397-4300 
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automotive 

>ston  Martin  North  America 

.ston  Martin  is  the  world's  most  exclusive 
?orts  car  company.  Since  1914,  it  has 
reated  motoring  legends  culminating  in 
)day's  DB7  Vantage  and  VI 2  Vanquish 
■all  1-866-NA-Aston  or  visit 
ww.astonmartin.com 
adillac  Motor  Division 
ladillac:  Break  Through! 
risit  www.cadillac.com 

Consumer  Electronics 
Jang  &  Olufsen 

risi t  www.bang  - ol ufsen.co m 

lawaiian  Vacations 
ahala  Hotel  &  Resort 

jail  1-800-367-2525  or  visit 
ww.kahalaresort.com 
The  Fairmont  Kea  Lani,  Maui 

lie  Fairmont  Kea  Lani,  Maui  is  Hawaii's 
nly  luxury  oceanfront  resort  featuring 
pacious  suites  and  villas,  encompasses 
2-acres  of  tropical  landscape  on  Maui's 
outhern  shores.  Call  1-800-441-1414  or 
isit  www.fairmont.com/kealani 
The  Island  of  Oahu 
3ahu,  the  heart  of  Hawaii,  has  more  of 
Hawaii's  experiences  all  on  one  beautiful 
sland.  Enjoy  magnificent  beaches,  world- 
:lass  cuisine,  historic  sites  and  much  more. 
:all  1-877-525-OAHU  (6248) 
)r  visit  www.visit-oahu.com 

Hotel 

Evergreen  Laurel  Hotels 

Evergreen  International  Hotels  in  Taiwan, 
Bangkok,  Penan",  Paris,  and  Fukuoka, 


directly  by  website  visit  or  by  phone  call 

decor,  facilities  an< 

customer  a  home  away  from  home  feeling. 

Loews  Hotels 

The  Peninsula  Hotels 

At  The  Peninsula  Hotel; 
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Westin 

Westin  offers  guests  an  : 
rejuvenate,  renew 

information,  pleas 

Jewelry /Watches 
Ball  Watch 

of  the  most  rugged  watcht 
For  a  dealer  near  you  visit  w  w< 
Chanel 

clinica!  design  and 
innovation  of  CHANEL  maste 

women.  Call  1-800-550-0005  or  visit 

Lorenz  Baumer:  The  Creative  Process 
of  a  Jeweler 

AXA  Art  Insurance  Corporation 

www.axa-art.com 
Hotel  Le  Bristol 

LVMH  Moet  Hennessy 

The  Citigroup  Private  Bank 

Veuve  Clicquot 

Retail 
Davidoff 

f  store  location,  call 
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Tires 

Toyo  Tires 

iy,  innovation  and  value.  Search 
toyo.com  tor  the  latest  tires  to  fit  your  pas- 

Tourism 

Bermuda  Department  of  Tourism 

In  just  under  two  hours  from  the  EastCoast, 

e  rs.  ( lome  feel  the 

]  -S00, Bermuda  or  visit  www.bermi 

Monaco  Government  Tourist  Office 

ever  . .  .  and  yet  surprisingly  affordable!  Bid 
on  exclusive  packages  at  exceptional  rates  at 
our  online  marketpace  wwwjnonacoauctioncom. 
nose  information  call  1-800-753-9 
■  www.visitmonaco.com 
Tourism  Malaysia 

Travel 

Cirrus  Design  Corporation 

cirrusdesign.com 

Hertz 

hertz.com. 

Utah:  Where  Business  and  Recreation 
Meet 

Governor's  office  of  Economic 
Development 

Park  City  Visitors  Bureau 

Salt  Lake  City  International  Airport 

Uintah  Co  Vernal  City 
Economic  Development 
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I   J   ew  people  have  covered  more  intellectual  and  physical 
territory  than  Ray  Bradbury,  author  of  58  books, 
including  Fahrenheit  451,  The  Martian  Chronicles,  The 
Illustrated  Man  and  other  required  reading  for  modern 
civilization,  both  domestic  and  extraterrestrial.  He  even  has 
an  asteroid  named  after  him.  Last  fall  saw  the  release  of 
his  11th  novel,  Farewell  Summer,  the  sequel  to  Dandelion  Wine. 
Another  book  is  due  out  this  summer.  From  his  Los  Angeles 
home,  he  spoke  with  contributing  editor  Finn-Olaf  Jones. 

Is  it  true  you've  never  driven  a  car? 

Until  I  was  381  didn't  have  any  income  to  even  buy  a  car. 
When  we  had  some  success,  my  wife  learned  to  drive  and  we 
got  a  car  and  she  did  all  the  driving.  It  worked  wonderfully. 

Fifty-six  years  ago  in  The  Martian  Chronicles  you  envisioned 
humans  colonizing  Mars  by  2005.  Where  did  we  go  wrong? 
The  terrible  thing  is  we  had  our  adventures  on  the  moon  and 
then  someone  invented  the  space  shuttle,  which  is  a  bore. 
It's  only  300  miles  up.  That's  not  exciting.  You  have  to  have  a 
firm  foundation  on  the  moon  to  go  to  Mars. 

At  least  we  now  have  space  tourists. 
I  don't  want  tourists  going  up  there,  I  want  real 
explorers.  They'll  probably  [reach  Mars]  ten 
years  after  I'm  dead.  I  want  them  to  take  me 
up  and  bury  me  there.  a 

Any  favorite  destinations  other 
than  outer  space? 

I  can't  think  there's  a  better  trip  than 
going  to  London  for  ten  days  and 
seeing  ten  plays,  reviewers  be 
damned. 

Where's  the  best  place  to  travel  if 
you  want  to  write? 
L.A.  is  the  best  environment 
for  a  writer  because  you  arc 
given  freedom.  There's  not  th. 


snobbery  you  get  from  the  intellectuals  in  New  York,  and  no 
one  tells  you  what  to  do.  Paris  is  also  a  wonderful  place  for 
that.  Every  block  there  has  enough  inspiration  for  ten  novelsl 

This  is  the  third  book  inspired  by  your  childhood  in  Waukegan, 
Illinois.  Do  you  ever  go  back? 
Many  times.  The  ravine  and  other  places  from  my  childhood! 
and  in  the  books  are  still  there.  They  named  a  park  after  me. 

You  are  arguably  the  greatest  writer  for  interplanetary  travel,  bull 
who  is  the  best  travel  writer  for  those  sticking  to  our  humble  planet 
F.  Scott  Fitzgerald.  His  novels  had  so  many  asides — about 
the  truth  of  living  and  the  surroundings,  the  scenery,  what  havil 
you.  Tender  Is  the  Night  has  more  texture  of  place  than 
anything  I've  ever  read.  Every  time  I  go  to  Paris  I  buy  anotheij 
copy  of  a  Fitzgerald  book  and  walk  from  the  Eiffel  Tower  to  i 
Notre  Dame,  stopping  in  the  many  cafes  along  the  way  to  read  J 

Ever  think  of  slowing  down  after  58  books? 
I  can't.  I  still  have  vibrations  that  come  through  me  that  need! 
to  come  out.  Since  my  stroke  I've  not  been  able  to  use  my 
hands  to  type.  Now  I  dictate  everything  over  the  phone  to  myl 
daughter  in  Arizona,  who  faxes  me  the  pages  the  next  day  foil 
corrections.  I  have  a  new  play  called  The  Messiah  [which  had 
a  run]  in  Pasadena,  and  my  next  book  will  be  published  in  July 

Do  you  ever  get  recognized  in  Europe? 

Only  twice.  First  time  it  was  by  Madame  Chirac  at  a  fashion 
show,  who  recognized  me  from  a  book  jacket  photo.  The 
other  time  was  when  I  got  off  in  the  train  station  in  Paris  anq 
there  were  200  people  waiting  for  a  cab.  Around  the  corner 
came  a  porter  who  looked  at  me  and  froze.  "Monsieur 
Bradbury,  de  Chroniques  MartiennesT  And  I  said,  "Oui."  He 
went  around  the  back  and  got  me  a  cab  right  away. 

Weren't  you  afraid  to  fly  for  most  of  your  life? 

I  managed  to  avoid  it  until  I  was  62. 1  was  at  the 
opening  of  the  Spaceship  Earth  ride  which  I  helped 
design  for  Disney's  Epcot  in  Florida.  My  train  going 
home  was  canceled,  so  I  thought  God  was  telling  me, 
"Fly,  dummy."They  gave  me  three  double  martinis 
and  poured  me  in  my  seat,  where  I  clutched  the 
armrests  for  the  entire  flight.  When  we  crossed 
the  Grand  Canyon,  Roy  Disney  came  up  and 
said,  "Do  you  want  to  have  a  look?"  and  I 
said,  "Noooo,  that's  alright."  Since  then, 
I  crossed  the  Atlantic  something 
like  20  times  on  the  Concorde,  but 
the  key  to  avoiding  fear  on  that 
was  to  not  look  at  the  bill.  • 
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As  the  world's  largest  manufacturer  of  flat  panels*,  more  people  feel,  see 
and  experience  more  in  front  of  an  LC  Plasma  or  LCD  flat  panel  than  any 
other.  LC's  award-winning  flat  panels  come  in  lots  of  different  sizes  and 
styles.  Many  equipped  with  innovations  like  built-in  DVR  and  full  HD  1080p. 
To  see  more  reasons  why  more  of  the  world  watches  an  LC  flat  panel  than 
any  other,  go  to  www.lgusa.com. 
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2007  CADILLAC  ESCALADE 

"It's  important,  when  going  after  a  goal, 

to  never  lose  sight  of  the  integrity  of  the  journey." 

-Andy  Garcia,  Actor/Director 

Hear  Andy's  story  at  mycadillacstory.com 
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bmwusa.com 
1-800-334-4BMW 


The  Ultimate 
Driving  Machine- 


It  is  our  firm  belief  at  BMW  that  remaining 
independent  is  essential  to  who  we  are. 
We  hold  fiercely  to  this  autonomy  because 
we  know  the  day  we  give  it  up  is  the  day 
we  will  be  asked  to  compromise  our  ideas. 
Perhaps  not  at  first,  but  somewhere  down 


the  line,  we  would  have  to  give  up  something 
that  makes  our  cars  great.  And  to  us  that's  just 
unthinkable.  At  BMW  ideas  are  everything. 
And  we  make  sure  great  ideas  live  on  to 
become  Ultimate  Driving  Machines® 


THERE  ARE  TRIED  AND  TRUE  WAYS 
TO  RAISE  CAPITAL.  IF  ONLY  THE  MARKETS 
WERE  TRIED  AND  TRUE. 


WITH  WACHOVIA 

Your  company  has  plans.  Market  swings  shouldn't 
put  them  on  hold.  Wachovia  gives  you  the  power  to 
succeed  by  leveraging  an  integrated  corporate  and 
investment  banking  platform  and  the  nation's  third 
largest  full  service  retail  brokerage  firm/  By  combining 
our  strengths  and  expertise  with  a  highly  collaborative 
approach,  we  can  develop  a  solution  unique  to  your 
business.  A  solution  that  helps  you  perform  in  all 
market  conditions,  regardless  of  the  ups  and  downs. 


INVESTMENT  BANKING 
ADVISORY 

CORPORATE  BANKING 
EQUITY 

FIXED  INCOME 
RETAIL  BROKERAGE 


wachovia 
Securities 


Wachovia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital 
Markets,  LLC,  and  Wachovia  Securities,  LLC,  members  NYSE,  NASD  and  SIPC,  and  Wachovia  Bank,  N.A.  'Ranking  is  based  on  client  assets  as  of  last  fiscal  quarter 
of  2006.  ©  2007  Wachovia  Corporation 
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49  The  Power  of  Networks 

How  they're  changing  your  life: 

28  great  minds  explain  it  all.  By  Tom  Post 

]  50  Breakthroughs 

52  It's  All  in  Your  Head 

The  latest  supercomputer  is  way  faster  than  the  human 
brain.  But  guess  which  is  smarter?  By  Robert  M.  Metcalfe 

58  The  Disruptive  Power  of  Networks 

The  Internet  has  helped  shake  up  our  world.  Here's  what 
we  can  look  forward  to  next.  By  Vinton  G.  Cerf 

64  A  Budding  Network 

The  many  hands— and  connections— that  go  into 
overnight  delivery.  By  Frederick  W.  Smith 

68  YouToo 

Where  content  is  king— and  little-known  talent  gets 
launched.  By  Chad  Hurley 

72  The  MySpace  Generation 
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Making  Connections 

WHAT'S  IT  WORTH  TO  BE  LINKED  IN?  IN  AN  ELEGANTLY 
simple  formula  published  at  the  dawn  of  the  Internet  era,  Roberl 
Metcalfe,  who  was  in  the  business  of  selling  electronic  gear  to  link 
computers,  came  up  with  this  answer:  The  value  of  the  network  tc 
you  is  proportional  to  the  number  of  other  people  attached  to  it 
Corollary:  The  combined  value  of  the  network,  to  everyone  in  it 
is  proportional  to  the  square  of  the  number  of  participants. 

Metcalfe's  Law  is  a  very  optimistic 
statement  about  connectedness. 
Double  the  number  of  nodes  in  a 
network — of  computers,  phones,  rail 
stations  or,  perhaps,  friends — and 
you  quadruple  its  value.  Too  opti- 
mistic, says  a  revisionist  mathemati- 
cian, Andrew  Odlyzko.  His  measure 
of  networking  value  comes  from  a 
different  law,  described  75  years  ago 
by  the  linguist  George  Zipf. 

Plotting  word  frequencies,  Zipf  observed  that  the  number: 
corresponded  to  the  reciprocals  of  the  words'  ranks  on  the  fre 
quency  table.  If  the,  the  most  common  word  in  English,  appear 
10,000  times  in  a  book,  the  tenth  most  common  word  will  appeal 
1,000  times,  the  hundredth  most  common  100  times 

The  sequence  of  receding  values  1,  %  %  called  the  har- 
monic series,  crops  up  in  all  sorts  of  places.  There's  Zipf  in  the 
size  of  cities,  in  the  popularity  of  Web  sites,  in  the  familiar  rule  o: 
thumb  that  says  a  handful  of  good  customers  account  for  the 
bulk  of  a  company's  sales.  If  you  have  1,745  customers,  the  80-2C 
rule  says  the  top  20%,  or  349,  will  deliver  80%  of  the  dollars. 

You  can  find  a  whiff  of  Zipf  on  our  billionaires  list,  although 
the  chart  follows  a  more  gentle  slope  than  the  harmonic  series 
The  falloff  in  wealth  roughly  matches  the  square  root  of  the 
decline  in  rank.  Michael  Eisner,  somewhere  around  No.  904,  ha; 
a  thirtieth  the  loot  of  No.  4,  Ingvar  Kamprad. 

Now  rank  the  people  on  your  Rolodex,  by  minutes  you  spenc 
with  them  or  importance  in  your  life.  Surely  No.  100  is  worth  less 
than  No.  1 — perhaps  a  hundredth  as  much?  Or  a  tenth  as  much 
Zipf  may  be  a  much  better  measure  of  the  value  of  networking 
than  Metcalfe. 

Go  to  Odlyzko's  Web  page  for  a  connection  to  his  IEEI 
Spectrum  article  elucidating  the  math  of  networks  and  the  gain  tc 
be  had  from  merging  two  networks  into  one  bigger  one.  Turn  tc 
page  52  for  a  fascinating  account,  from  Metcalfe  himself,  of  wh) 
people  are  smarter  than  computers.  They're  more  connected. 


EDITOI 


GOV) 


THESE  DAYS,  IT'S  AS  IF  THE  ENTIRE  WORLD 
WERE  WATCHING  YOU  DO  YOUR  JOB. 

It's  our  job  to  help  make  sure  the  world  likes  what  it  sees. 


i/Ve  help  mitigate  enterprise  risk  so  directors  can  lead  with  confidence. 
Learn  more  at  Life  InsideThe  Fishbowl.com 


F    T  s 


GOVERNANCE  •  RISK  MITIGATION  •  INVESTIGATIONS  •  FINANCIAL  &  OPERATIONAL  ANA EY SIS  •  REPUTATION  MANAGEMEN I 
MYSE:  FCN  ©2007  FTI  Consulting,  inc.  All  rights  reserved, 


Forbes 


President  and  Editor-in-Chief  Steve  Forbes 
Chief  Operating  Officer  Timothy  C.  Forbes 
President  and  Publisher  Forbes  Magazine  Group 

James  S.  Berrien 

Vice  Chairman  Christopher  Forbes 
Group  Vice  President-Editorial  lames  W.  Michaels 
Publisher  Forbes  Magazine  Rich  Karlgaard 
President  ForbesLife  Robert  L.  Forbes 
Chairman  Forbes  International  Brian  Mulroney 
Executive  Vice  President  Electronic  Publishing 
James  Spanfeller 

Executive  Vice  President  Chief  Financial  Officer 

Sean  P.  Hegarty 

Senior  Vice  President  General  Counsel  and  Secretary 

Terrcnce  O'Connor 

Senior  Vice  President  General  Manager  Scott  E.  Masterson 

Senior  Vice  President  Corporate  Communications 

Monie  Begley  Feurey 

Vice  President  Treasurer  Philip  F.  Reville 

Vice  President  The  Forbes  Collections 

Margaret  Kelly  Trombly 

Vice  President  Business  Development  Miguel  Forbes 
Controller  Thomas  J.  Callahan 
Director  of  General  Services  Gary  Prasto 
Director  of  Human  Resources  Margaret  W.  Loftus 
Director  of  Knowledge  Management  Anne  P  Mint? 
Group  Director  of  Production  and  Manufacturing 
Elaine  Y.  Fry 

Group  Director  of  Circulation  Nina  M.  LaFrance 
Director  of  Distribution  Edward  Conrad 
Director  of  Protocol  Cathi  Culbertson 
Director  of  Project  Management  Amy  C.  Berretta 
Director  of  Consumer  Marketing  Carolyn  Topak 
Director  of  Circulation  Planning  &  Operations 
Natalie  Maquiling 

Director  of  Corporate  Communications  Laurie  Baker 
Director  of  Internal  Communications  Diane  Reeves 

Vice  President  Associate  Publisher  Avery  Stirratt 

Vice  President  Conference  Group  Kendall  Crolius 

Vice  President  Marketing  Deborah  Himmelfarb 

Vice  President  Advertising  Sales  Mike  Woods 

New  York  Felix  DiFilippo,  Group  Advertising  Director; 

Nicolle  Anderson,  Jennifer  Giampietro  Cooke, 

Brett  Donahue,  Moira  Forbes,  Hayley  Romer,  Frank  W.  Rosa, 

Kristopher  Weinisch 

Boston  Kristin  Casey,  Mgr. 

Chicago  William  J.  Powers  Jr.,  Mgr.;  James  W.  Wall 

Dallas  lackie  Olson 

Detroit  Shauna  Haras,  Mgr. 

Los  Angeles  Lisa  K.  Carden,  Mattie  Reyes 

Silicon  Valley  Frank  Thorn,  Mgr.;  Denyce  Kehoe, 

Chris  Litchfield 

Southeast  C.  David  Pinkerton  Jr.,  Mgr. 
Washington,  D.C.  Chesley  Bohac,  Mgr. 

Director  of  Economic  Development  Peter  T.  Malloy 

Executive  Director  of  Marketing  Nancy  Bensimon 

Director  of  Research  Linda  Lawrence 

Director  of  Merchandising  and  Events  Marcia  Thompson 

Creative  Director  of  Design  Center  Susanne  Preinfalk 

Director  of  Corporate  Integration  Selden  Blommer 

Director  of  Special  Sections  Carol  Nelson 

Group  Business  Director  Jeff  Reilly 

Marketing  Director  Lawrence  Ganz 

Sales  Director  Conference  Group  Stark  Townend 

President  and  Publisher  Forbes  Asia 

William  Adamopoulos 
Executive  Director  Joyce  Lim 
Japan  Director  Hiroyuki  Nakagawa 
Sales  Directors 
Tokyo  Toshiaki  Iizuka 

Hong  Kong  Eva  Cairns;  Caroline  Tarn,  Mgr. 
Singapore  Serene  Lee,  Margaret  Chua 

Vice  President  Managing  Director  Europe 

Robert  A.  Crozier 

London  Juanita  Caspari,  Sam  Davies,  Regional  Sales 
Directors/Europe 

International  Projects 

Executive  Director  James  W.  LaCirignola 

Forbes  Newsletter  Group 

Vice  President/Editor  Matthew  Schifrin 

Forbes  Investors  Advisory  Institute 

President  Walla,  ,  Forbes 

Vice  President  Vahan  ■■:-.^an 

Advertising  Business 

Manager  Brandon  Russell;  Iv^tte  Reyes 


Readers  Say 

READERS@FORBES.COM 


Shrinking  Returns 

How  hostile,  your  cover,  "Patient,  Fix  Thyself"  (Apr.  9,  p.  80),  suggesting  to  dump 
psychotropic  medications  and  Freud,  reducing  him  to  an  image  of  a  homeless 
scuff  and  then  asserting  that  cognitive  behavioral  therapy  (CRT)  is  the  holy  one. 
Aaron  Beck,  the  Ivy  League  therapist  and  so-called  CBT 
pioneer,  only  puts  a  Band-Aid  on  interpsychic 
and  neuropsychic  conditions  with  his  CBT 
hocus-pocus.  CBT  may  accompany  some 
therapies  with  some  positive  outcomes 
but  will  never  replace  the  real  neces- 
sity for  analysis,  the  human  need  to 
uncover  the  unconscious  reasons 
behind  pathology.  Great  story  not 
only  for  further  stigmatization  of 
Freud  but  for  giving  rationales  to 
those  big-business  managed-care 
programs  that  want  only  to  cut  back 
on  psychotherapy  benefits. 

JAMES  E.  PHELAN, 
M.S.W.,  B.C.D.,  Psy.  D. 
Psychotherapist  Associate, 
American  Psychoanalytic  Association 
Phelan  Consultants  LLC 
Columbus,  Ohio 
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Alone  in  Paradise 

Please  tell  William  Baldwin  to  write  no 
more  Side  Lines  columns  about  Spokane 
and  other  smaller  communities  (Apr.  23, 
p.  14).  The  truth  of  the  matter  is  that  we 
don't  need  any  more  fools  from  big  mar- 
kets moving  to  little  places  like  the  ones 
I've  enjoyed  during  my  60  years  of  life. 

I  shake  my  head  in  puzzlement  at  my 
siblings  in  southern  California.  Complain, 
complain,  that's  all  I  hear.  Their  children 
will  never  be  able  to  afford  houses.  It's  so 
expensive,  and  you  get  so  little  for  your 
money.  Where  I  live,  you  can  buy  a  three- 
or  four-bedroom  house  on  4  wooded  acres 
for  $  1 38,000.  So  please,  stay  where  you  are, 
all  of  you,  at  least  until  I'm  looking  at  the 
grass  from  the  side  that's  full  of  roots. 

RICK  COCHRAN 
Pfafftown,  N.C. 

Bad  Arithmetic 

Two  numerical  errors  appeared  in  our 
Apr.  23  issue.  In  "Building  the  Infinite 


Internet"  (p.  68)  we  misstated  the  number 
of  possible  connections  in  a  communica- 
tions network  with  N  players.  It  is  close  to 
N2/2,  not  N2.  In  "Light  Warfare"  (p.  42) 
we  implied  that  the  largest  lasers  avail- 
able 20  years  ago  produced  1  milliwatt  of 
output.  This  was  too  low  by  a  factor  of 
10  million. 

America  Vs.  American 

We  mistakenly  wrote  in  the  box  to  "The 
Great  Train  Catch-Up"  (Apr.  9,  p.  98)  that 
Bombardier  Transportation  does  final 
assembly  of  railcars  in  New  York  State  to 
enable  its  U.S.  state  and  municipal  cus- 
tomers to  comply  with  the  Buy  Ameri- 
can Act.  These  customers  are  instead 
subject  to  Buy  America  (no  "n")  require 
ments,  which  have  a  purchase  threshold 
of  $100,000,  not  $2,500. 
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ct  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Golden  Times— Even  If  We  Don't  Know  It 


ON  THE  OCCASION  OF  FORBES'  75TH  ANNIVERSARY  15  YEARS 
ago,  the  magazine  devoted  its  anniversary  issue  to  a  series  of 
essays  on  why  America  was  in  such  a  cranky  mood  when  the 
times  were  so  good. 

Today  we  live  in  a  world  that's  demonstrably  better  off  than  it 
was  a  decade  and  a  half  ago.  The  global  economy  is  booming.  Longevity 
is  at  its  highest,  and  effective  health  care  has  made  old  age  more 
active  and  enjoyable.  Yet  the  mood  is  anything  but  optimistic  and  up- 
beat. The  war  in  Iraq  obviously  is  a  downer.  Even  more  worry-induc- 
ing are  the  winds  of  change  blowing  through  our  economy  and  those 
of  the  rest  of  the  world.  People  are  fearful  that  their  lives  can  easily  be 
upended,  with  no  certainly  of  landing  on  their  feet. 

The  Internet  is  eviscerating  the  newspaper 
business,  undermining  both  circulation  and  adver- 
tising. Craigslist — which  is  draining  the  newspapers' 
lifeblood,  classified  advertising— didn't  exist  until 
several  years  ago.  Around  the  world  numerous 
countries  are  moving  up  the  economic  food  chain, 
pressuring  U.S.  manufacturers— not  to  mention  the 
once  seemingly  invulnerable  service  providers,  in- 
cluding architecture  and  medicine — as  never  before. 
X  rays  taken  in  U.S.  hospitals  and  doctors'  offices 
are  often  read  by  radiologists  in  India.  Telephony, 
network  and  cable  television,  music-oriented  FM 
radio,  AM  talk  radio,  even  satellite  radio  and  television  all  see  their 
foundations  crumbling  under  the  onslaught  of  the  Internet. 

Outsourcing  is  a  global  phenomenon.  Indian  information 
giants,  for  example,  now  find  it  cheaper  to  hire  software  program 
developers  in  central  Europe  than  in  India. 

"Creative  destruction"  is  what  the  great  economist  Joseph 
Schumpeter  called  this  process.  Never  before  have  so  many  peo- 
ple been  so  well  off,  and  never  have  so  many  people  had  the 
chance  to  improve  their  lot  in  life.  Yet,  as  happened  in  the  19th 
century  when  industrialization  made  possible  the  greatest  leap  in 
i  global  standards  of  living  and  longevity,  such  progress  can  also 
J  be  disruptive  and  disorienting. 

Confusion  and  worry  are  ripe  materials  for  demagogues,  pro- 
tectionists and  racists.  Trade  protectionism  is  becoming  more 
I  appealing.  It  was  such  protectionism  that  led  to  the  Smoot-Hawley 
!  Tariff  Act  of  1 929-30,  the  precipitator  of  the  Great  Depression.  That, 
in  turn,  made  possible  the  rise  of  Adolf  Hitler  and  World  War  II. 


As  I  said  in  our  75th  anniversary  issue,  "We  are  also  about  to 
witness  a  great  spiritual  revival.  One  impetus:  aging  baby 
boomers  looking  for  greater  meaning  in  their  lives.  ...  This 
revival  won't  be  entirely  religious.  Senator  Gore's  bestselling  book 
[Earth  in  the  Balance]  touts  environmentalism  less  as  a  series  of 
problems  to  be  practically  solved  than  as  something  spiritual, 
transcendental:  Economies  are  expanding  at  the  expense  of  pil- 
laging Mother  Earth,  ultimately  threatening  life  itself 

Today  the  issue  of  global  warming  has  indeed  reached  reli- 
gious proportions.  Even  though  the  science  determining  whether 
carbon  dioxide  is  fundamentally  changing  weather  patterns  is,  at 
best,  mixed,  our  political  and  cultural  elite  say  it 
is  so.  They  angrily  turn  on  anyone  who  dares 
JjjjjJfiSy  question  the  new  orthodoxy  with  a  ferocity  that 
would  do  Cotton  Mather  and  the  perpetrators 
of  the  Salem  witch  trials  proud. 

We  do  not  have  political  leadership  today  that 
dgy      inspires  us  to  look  toward  a  better  and  fast-chang- 
ing future  with  excitement  and  anticipation. 

Moreover,  there  are  plenty  of  bad  ideas  circu- 
lating that  could  create  the  conditions  for  destruc- 
tive political  and  economic  policies.  The  Federal 
Reserve,  for  instance,  created  far  too  much  money 
in  2004-05  but  has  yet  to  soak  up  this  excess.  The 
resulting  inflation  has  triggered  higher  commodity  prices,  particularly 
in  oil.  As  a  result,  we're  now  spending  tens  of  billions  of  dollars  for  what 
may  be  dubious  energy  alternatives.  Inflation  has  also  prompted  a  mas- 
sive amount  of  borrowing  for  corporate  takeovers  and  stock  buybacks. 
This  borrowing  binge  will  enrich  investors  in  the  short  term  (see  Ken 
Fisher's  column,  p.  242).  But  longer  term  it's  setting  up  a  train  wreck 
that  could  be  even  more  destructive  than  the  gaudy  bursting  of  the 
high-tech  bubble  in  2000.  The  potential  political  fallout  from  such  a 
catastrophe  makes  pro-individual,  pro-free-market  advocates  shudder. 

Hedge  and  equity  funds  have  their  place,  but  their  growth  has 
been  artificially  stimulated  by  the  steroid  of  inflation.  Sadly,  Fed 
Chairman  Ben  Bernanke  and  his  colleagues  are  oblivious  to  the 
destructive  forces  they've  set  in  motion. 

We  will  overcome  these  problems — sooner  or  later.  To  quote 
yours  truly  again  from  15  years  ago:  "We  are  in  a  golden  age.  Like 
most  such  eras,  the  luster  will  be  more  apparent  to  historians 
than  to  those  who  live  through  it." 


Playing  With  Matches 


THE  BUSH  ADMINISTRATION  IS  HOPING  TO  FIGHT  THE  FIRES  OF 
protectionism  by  lighting  a  few  fires  of  its  own. 

The  Commerce  Department  has  slapped  tariffs  on  high- 


quality  paper  from  China  because  the  stuff  is  allegedly  subsidized 
by  the  Chinese  government.  The  basis  for  these  duties  is  dubi- 
ous. The  U.S.  has  traditionally  refrained  from  imposing  duties  on 
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supposedly  subsidized  imports  from  nonmarket  economies 
because  it's  so  difficult  to  break  out  what  the  actual  subsidies  are 
for  each  company  and  industry. 

While  the  Commerce  Department's  reasoning  may  be  shaky, 
the  impetus  behind  this  move  is  crystal  clear:  The  Bush  Admin- 
istration hopes  to  appease  congressional  protectionists,  thereby 
helping  to  win  approval  for  free-trade  agreements  (FTAs)  with 
Colombia,  Peru,  Panama  and  South  Korea.  The  White  House 
also  hopes  to  renew  the  President's  fast-track  trade  negotiating 
authority,  which  expires  this  summer.  Under  that  authority  any 
trade  agreement  the  U.S.  negotiates  must  be  voted  up  or  down 
without  amendments  by  Congress.  If  this  authority  is  not 
renewed,  the  current  Doha  round,  which  is  already  in  trouble, 
will  grind  to  a  halt.  No  nation  will  make  concessions  if  it  knows 
the  U.S.  Congress  is  able  to  pass  amendments  that  may  undo  U.S. 
concessions.  This  also  explains  why  the  White  House  is  initiating 
actions  against  China  with  the  World  Trade  Organization,  charg- 
ing that  Beijing  has  been  insufficiently  protecting  intellectual 
property  rights,  as  well  as  committing  other  trade  violations. 


Regardless  of  China's  howls,  it  knew  we  were  going  to  make  thesel 
moves  on  the  trade  front.  And  our  initiatives  may  give  Beijing  thel 
necessary  political  cover  to  continue  its  current — and  unpubli- 
cized — course  of  curbing  abuses. 

Alas,  given  President  Bush's  current  unpopularity,  Americanl 
protectionists,  like  sharks  scenting  blood,  will  take  the  Com- 
merce Department's  move  as  a  signal  to  demand  more.  Numer- 1 
ous  industries  and  companies  impacted  by  Chinese  imports! 
will  demand  relief  with  "countervailing  duties"  on  products! 
from  China.  The  South  Korea  FTA,  for  instance,  is  already! 
attracting  opposition,  even  though  it's  a  fantastic  deal  for  U.S. 
exporters.  Senator  Max  Baucus  (D-Mont.)  whines  that  thel 
agreement  doesn't  go  far  enough  in  allowing  U.S.  beef  imports 
into  South  Korea. 

And  the  WTO  moves  won't  appease  protectionists  one  iota. 

Thankfully,  key  Republican  presidential  candidates  are  firm  I 
free-traders.  And,  despite  all  the  noise  and  very  real  angst  overl 
our  ability  to  compete  in  this  fast-changing  world,  so  are  most 
Americans. 


Experience  Counts 


A  NEWLY  CREATED  GROUP,  THE  SENIOR  PILOTS  COALITION 
(SPC),  has  filed  a  lawsuit  against  the  Federal  Aviation  Adminis- 
tration for  continuing  its  policy  of  forcing  com- 
mercial airline  pilots  to  step  down  at  age  60.  May 
it  succeed — and  quickly. 

The  rule  was  set  in  1959.  The  impetus  behind 
it  was  not  scientific  evidence  but  pressure  from 
the  airlines  to  force  out  older  pilots,  keeping  the 
pipeline  open  for  younger  and  cheaper  replace- 
ments. That  the  rule  still  exists  is  an  outrage, 
especially  considering  that  pilots  over  age  60  who 
work  for  foreign  commercial  airlines  are  allowed 
to  fly  within  the  U.S.  Almost  every  other  country 
has  raised  the  mandatory  retirement  age  to  65. 

The  life  expectancy  of  Americans  today  is  nearly 


Why  ground  vital  experience? 


a  decade  longer  than  it  was  in  1959.  Working  pilots,  in  particular, 
are  far  healthier  than  the  rest  of  the  population.  They  must  pass  a 
rigorous  physical  exam  every  six  months.  SPC  es- 
timates that  5,000  experienced  pilots  will  be  forced 
out  of  commercial  service  in  the  next  couple  of  years. 

The  FAA  continues  to  drag  its  feet  on 
extending  the  age  limit,  making  it  clear  there 
will  be  no  change  for  at  least  two  years.  At  a  time 
when  planes  are  becoming  more  crowded,  air 
traffic  is  growing  and  air  traffic  control  con- 
tinues to  be  run  with  obsolete  technology, 
gratuitously  retiring  veteran  pilots  is  both  pre 
posterous  and  an  air-safety  hazard. 

The  FAA  should  get  off  its  bureaucratic  butt 
and  change  the  rule,  pronto. 
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Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Amalia— 204  West  55th  St.  (Tel.:  212-245- 1234).  A  brand-new, 
stylish  spot  with  sensational  food  that  has  gotten  things  together 
perfectly  from  the  start.  The  eggplant-and-goat-cheese  lasagnette 
appetizer  is  delicious,  and  the  swordfish  and  sea  bass  are  tops.  Des- 
serts are  over-the-top  luscious,  especially  the  apple-and-pecan  crisp. 

Chat  Noir— 22  East  66th  St  (Tel:  212-794-2428).  Charming  town 
house  setting,  but  the  fare  is  ordinary  at  best  and  downright  poor 
at  worst.  The  onion  soup  is  so  salty  its  nearly  inedible;  the  salmon 
tartar  appetizer  and  the  loup  de  mer  main  course  seem  to  lack  fresh- 
ness and  are  strongly  fishy;  the  rabbit  "roulade"  has  little  flavor.  If 
tii  is  kitchen  could  pull  it  together,  this  would  be  a  really  good  place. 

•  Falai— 68  Clinton  St.  (Tel.:  212-253-1960).  A  gem  of  a  find 
for  wonderful  Italian  fare.  All  the  pastas,  risottos,  meat  and  fish 


offered  are  uniformly  fresh,  creatively  prepared,  beautifully 
presented  and  absolutely  scrumptious. 

•  Anthos— 36  West  52nd  St.  (Tel.:  212-582-6900).  The  sweet 
aura  of  success  emanates  from  this  stylish  new  Greek  restaurant. 
Favorites:  what  may  be  the  world's  best  Greek  salad,  delectable 
roasted  chicken,  exquisite  swordfish  and  heavenly  chocolate  torta. 

•  Sakagura— 211  East  43rd  St.  (Tel.:  212-953-7253).  Secreted 
away  in  the  basement  of  a  Midtown  office  building,  this  Japan- 
ese restaurant  has  developed  a  reputation  as  the  mecca  of  seri- 
ous sake  drinking.  But  it's  more  than  that:  It's  one  of  the  best 
places  to  eat  in  town.  The  sashimi  is  superb  (here  the  sea 
urchin  really  tastes  like  the  essence  of  the  ocean),  as  are  the 
soba  noodles  and  just  about  everything  else  on  the  menu.  F 
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Yes,  there's  a  Commercial  Auto  insurer  that's  as  responsible  as  you  are. 

At  Liberty  Mutual,  we  want  claims  management  to  begin  as  quickly  as  you  do.  The  sooner  an  investigation 
'  starts,  the  better  we  can  preserve  critical  evidence,  document  the  damage,  contact  ali  parties  involved, 

,|  I ;  and  resolve  your  claim.  We  assign  a  Claim  Specialist  according  to  your  unique  situation.  And  in  the  end, 

1  f  we  can  help  improve  your  company's  bottom  line. 

i  For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 

i 

: 

i- 

it  Responsibility.  What's  your  policy? 

i 
i 
F 

-  RKERS  COMP  COMMERCIAL  AUTO  PROPERTY  GENERAL  LIABILITY  UMBRELLA  GROUP  BENEFITS 

OOP  Liberty  Mutual  Group. 
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WHEN  MILLIONS  OF  KIDS  ARE  WAITING  FOR 
THE  LATEST  GAME  CONSOLE,  AUSTIN  CANNON 
NEVER  HITS  THE  PAUSE  BUTTON. 
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Austin  Cannon  knows  that  getting  the  hottest  new  game  consoles  to  market  is  all  about  timing.  At  any  given  moment,  Austin  and  his  tea 
able  to  overnight  thousands  of  shipments  to  places  like  Toys"R"Us™  Times  Square  and  over  580  other  Toys"R"Us  locations  acrosj 
U.S.  All  on  time.  All  intact.  Whether  it's  Overnight,  Ground  or  International,  customer  service  is  back  in  shipping,  vwwv.dhl.com/dedicat 
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REGION:  U.S.  ' 

ASSIGNMENT:  DELIVER  THE  MOST  SOUGHT-AFT 

ER  SHIPMENTS 

?mpgfWUIIWWI  mmmi  out 


Other  Comments 


/  skate  to  where  the  puck  is  going  to  be,  not  where  it  has  been. 

—WAYNE  GRETZKY 


Setting  the  Pace  The  U.S.  is  positioned  to  keep  its  place 
in  the  commanding  heights  of  the  world  economy  for  decades  to 
come,  'Iliat  might  seem  a  rather  bold  statement.  But  both  work  force 
expansion  and  productivity— the  two  elements  that  determine  long- 
term  growth— clearly  point  in  that  direction.  Projections  by  the  Cen- 
sus Bureau  show  that  by  2025,  Americas  working  population  will 
have  increased  by  55  million.  Western  Europe's,  meanwhile,  will  have 
shrunk  by  about  10  million.  Productivity  is  a  result  of  many  things- 
education,  culture,  investment,  technology.  Here,  too,  trends  strongly 
favor  the  U.S.  From  1995  to  2004,  U.S.  total  labor  productivity  grew 
on  average  73%  faster  than  the  EUs.  In  2005,  the  average  Ameri- 
can worker  produced  close  to  $81,000  in  real  GDP;  the  average 
European  produced  $66,000— a  difference  of  $15,000,  or  22%. 

Of  course,  no  country's  lead  is  insurmountable,  and  bad  poli- 
cies can  kill  any  economy.  We  worry  that  the  new  Congress  will  over- 
regulate,  overtax,  slap  new  rules  on  U.S.  companies  to  halt  global 
warming  and  shut  the  U.S.  to  free  trade.  These  would  all  be  disas- 
ters for  US.  economic  growth — as  they  already  have  been  in  Europe. 
Barring  an  unforeseen  catastrophe,  the  U.S.  will  be  a  healthy,  grow- 
ing economy  for  decades.  Its  real  competition  will  be  China  and  India. 

— Investor's  Business  Daily 

Paper-Thin  Thinking  Can  practicing  protectionism 

promote  free  trade?  That  seems  to  be  the  strange  logic  of  the  Bush 
Administration,  which  [has]  met  congressional  pressure  to  get  tough 
on  China  with  new  tariffs  on  coated  paper  imports.  Wed  have 
thought  the  White  House  had  learned  the  futility  of  this  exercise 
from  its  2002  steel  tariff  fiasco.  But  apparendy  not.  The  proper  place 
for  Washington  to  take  its  trade  complaints  is  to  the  WTO.  In  Feb- 
ruary, the  U.S.  Trade  Representative  filed  a  case  against  Chinese 
subsidy  programs  aimed  at  promoting  exports.  A  few  weeks  later, 
China  retracted  one  of  those  programs  rather  than  head  to  a  WTO 
arbitration  board.  Meantime,  in  the  name  of  punishing  China,  the 
Bush  Administration  is  punishing  U.S.  paper  consumers  who  will 
now  have  to  pay  higher  prices  dian  their  global  competitors. 
Rather  than  be  appeased  by  these  China  tariffs,  Congress,  Big 
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Labor  and  various  business  interests  are  far  more  likely  to  claim 
policy  vindication  and  demand  more.  The  Bush  Administration  is 
playing  with  matches,  and  we  hope  the  economy  doesn't  get  burned. 

—  Wall  Street  Journal 

Creative  Impulse  The  Internet  has  taken  shape  with 

startlingly  little  planning. . .  The  most  universal  and  indispensable 
network  on  the  planet  somehow  burgeoned  without  so  much  as  a 
board  of  directors,  never  mind  a  mergers-and-acquisitions  depart- 
ment. There  is  a  paradoxical  lesson  here  for  strategists.  In  economic 
terms,  the  great  corporations  are  acting  like  socialist  planners,  while 
old-fashioned  free-market  capitalism  blossoms  at  their  feet. 

—JAMES  GLEICK,  New  York  Times  Magazine 

Gray  Skies  In  1995  when  the  FAA  placed  commuter  airlines 
under  the  same  rules  as  major  ones,  it  allowed  about  200  pilots  over 
age  60  to  keep  flying.  The  result  of  this  little  experiment?  "There 
were  no  medical  events,  no  safety  events,  nothing  to  show  the  group 
couldn't  fly  above  age  60,"  said  [FAA  Administrator  Marion  Blakey]. 
But  "there's  a  heck  of  a  lot  of  experience  behind  those  captain  stripes, 
and  we  shouldn't  have  to  lose  it  as  early  as  we  do." 

[An]  obvious  reason  for  keeping  the  old  rule  is  that  it's  popular 
with  younger  pilots,  whose  career  ascent  can  be  stalled  by  colleagues 
with  greater  seniority.  That  helps  explain  why  pilot  unions  oppose 
a  change.  The  [proposal  to  raise  the  mandatory  retirement  age  to 
65]  could  also  complicate  management  of  major  airlines,  because 
older  pilots  generally  get  higher  pay.  But  while  those  considerations 
are  important  for  union  and  management  policy,  they  shouldn't  gov- 
ern public  policy.  Neither  factor  is  justification  for  keeping  an  anachro- 
nistic rule  that  junks  valuable  skills  and  hinders  flexibility  in  airline 
operations.  Changes  in  nutrition,  medicine  and  social  customs  have 
reshaped  our  perception  of  when  old  age  begins  and  what  it  means. 

— Chicago  Tribune 

Market,  Not  Monopoly  Few  American  wonks  and 

pundits  realize  that  there  is  a  vast  body  of  international  academic  lit- 
erature comparing  market  and  bureaucratic  school  systems,  and  that 
it  favors  markets  in  academic  achievement,  efficiency,  responsiveness 
to  parents'  demands,  and  even  the  maintenance  of  physical  facilities. 
The  statistically  significant  results  for  achievement  and  efficiency  favor 
markets  by  a  10-to-l  margin.  By  contrast,  there  is  no  evidence  that 
imposing  government  standards  improves  the  performance  of  true 
education  markets.  On  the  contrary,  by  placing  all  intellectual  eggs 
in  the  same  basket,  a  single  national  curriculum  would  hobble  com- 
petition and  magnify  the  damage  done  by  every  bad  decision. 

—ANDREW  J.  COULSON,  CATO  INSTITUTE,  Washington  Post 

Crank  It  Up  A  man  with  a  new  idea  is  a  crank  until  the 

idea  succeeds. 

—MARK  TWAIN  F 
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lished  stainless  steel  39  mm  case, 
f-winding. mechanical  movement, 
tier  calibre  049  (21  jewels,  28,800 
rations  per  hour).  Water-resistant 
100  meters.  Scratchproof  sapphire 
stal.  Featuring  a  Cartier  patented 
erchangeable  bracelet  system  with 
nium  inserts  for  quick  change 
m  bracelet  to  strap. 


1-800-cartier  -  www.cartier.com 


The  Eco  Options"  program:  our  biggest 
home  improvement  project  ever. 


The  Home  Depot  cares  about  the  environment  and  preserving  our  natural  resources.  Which 
is  why  we're  expanding  our  successful  Eco  Options  program  nationwide.  Our  customers  will 
have  easy  access  to  a  wide  variety  of  Earth-friendly  products.  And  not  only  can  these  products 
save  homeowners  money,  they  make  it  easy  to  curb  waste,  reduce  pollution,  save  energy,  and 
conserve  natural  resources.  So,  working  together,  we  can  all  hope  to 
make  a  difference.  For  our  people.  For  our  communities.  For  our  planet. 

homedepo.  .com/ecooptions 
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Current  Events 

j  By  Paul  Johnson 
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Needed:  Leaders  of  Courage 


J  WHEN  I  WAS  AT  OXFORD  STUDYING  HISTORY  60  YEARS  AGO  THE 
jjfashionable  approach  was  to  discount  individuals  and  stress  the 
importance  of  forces  and  classes.  Everything  I've  learned  since, 
jreporting  in  the  real  world— and  what  a  violent,  complex  and 
dangerous  world  it  has  been!— has  proved  how  important  out- 
istanding  individuals  are,  for  good  and  evil. 

This  first  became  clear  as  I  watched  U.S.  President  Harry 
iTruman  and  Secretary  of  State  General  George  Marshall  imple- 
[jment  the  Marshall  Plan,  which  saved  battered  postwar  Europe 
Ifrom  destitution  and  the  Soviets.  I  saw  it  again  when  two  great 
Imen,  Chancellor  Konrad  Adenauer  and  General  Charles  de 
|Gaulle,  rebuilt  Germany  and  France  into  powerful  and  influential 
pnations  after  the  shame  and  humiliations  of  World  War  II. 

Again  and  again,  an  enlightened  and  strong-willed  individ- 
ual has  pushed  against  the  prevailing  trends  and  the  prevailing 
■wisdom  to  perform  an  act  of  courage  that  has  changed  history. 
I*  Marshal  Tito,  leader  of  Yugoslavia  (1943-80),  broke  the  mono- 
llithic  mold  of  the  Soviet  empire. 

I*  Lee  Kuan  Yew  of  Singapore  proved  that  a  small  nation  can 
Imake  itself  rich  and  significant — without  great  stores  of  natural 
jiresources — simply  by  using  its  brains. 

|U  Richard  Nixon  ended  years  of  bitter  hostility  between  the  U.S. 
land  China,  forging  relationships  with  Chinas  leaders  and  inaugu- 
rating a  process  that  has  led  this  giant  nation  into  the  world  of 
■enterprise,  capitalism  and  prosperity. 

I*  And  perhaps  most  impressive  of  all,  Pope  John  Paul  II,  Prime 
■Minister  Margaret  Thatcher  and  President  Ronald  Reagan  joined 
■to  bring  down  the  crumbling  walls  of  the  Soviet  empire,  giving 
•hundreds  of  millions  of  people  the  chance  to  enjoy  freedom. 

In  all  these  cases  individuals  were  of  supreme  importance. 
((Without  them  the  world  today  would  be  a  very  different  place. 

Margaret  Thatcher  and  Lee  Kuan  Yew  are  now  in  well-deserved 
nretirement.  George  W.  Bush  and  Tony  Blair,  who  have  shown  courage 
land  the  ability  to  make  tough  decisions,  are  now  nearing  the  end  of 
ftheir  terms.  In  two  to  three  years  time,  given  present  evidence,  there's 
igoing  to  be  a  shortage  of  leaders  who  have  clear  and  sensible  aims 
land  the  strength  of  character  to  pursue  them  robustly.  Who  will  oc- 
cupy the  White  House?  We  don't  know — and  some  of  the  contenders 
Imake  one  tremble.  In  Britain,  Gordon  Brown  is  a  grotesquely  un- 
jpopular  domestic  leader  and  likely  to  prove  an  unreliable  ally  to 
■the  U.S.  David  Cameron,  Brown's  Conservative  opponent,  is  a  self- 
jappointed  martyr  to  Political  Correctness  of  the  most  craven  kind. 

Chancellor  Angela  Merkel  of  Germany  has  proved  a  bitter  dis- 
appointment. The  best  prospect  on  the  European  front  is  Nicolas 


Sarkozy  of  France.  He  is  clever,  experienced,  speaks  excellent  En- 
glish, is  a  warm  admirer  of  America,  is  pro-British  and  is  skeptical 
of  the  dogmatic  excesses  of  Brussels.  He  would  make  a  thoroughly 
welcome  change  from  the  sour  and  sinister  Jacques  Chirac. 

Spirit  of  Reason  Must  Prevail 

Another  newcomer  who  deserves  recognition  and  encourage- 
ment is  Pope  Benedict  XVI.  Just  having  turned  80,  he  has  the 
exceptionally  difficult  job  of  following  a  Pope  of  tremendous 
physical  presence  and  spiritual  power  who  was  the  leading 
churchman  in  the  world  for  a  quarter-century.  Benedict  is  a  differ- 
ent kind  of  person  altogether.  Yet  he  has  marked  intellectual  mer- 
its and  thoroughly  understands  from  the  inside  the  complexities 
of  the  Vatican  machine.  He's  already  come  to  grips  with  the  busi- 
ness of  running  a  global  church  with  more  than  a  billion  followers. 

The  best  kind  of  German  polymath,  Benedict  has  a  broader 
cultural  background  than  any  other  Pope  in  generations.  A  gifted 
musician,  an  expert  on  art  and  architecture,  widely  read  in  the 
classics  and  a  philosopher  of  professional  standards,  he  is  by  any 
standards  an  egghead  and  an  ornament  of  the  European  civiliza- 
tion from  which  he  has  emerged. 

Benedict  is  also  wise,  as  he  shows  every  time  he  speaks  publicly. 
The  lecture  he  gave  in  September  at  the  University  of  Regensburg — 
the  impetus  for  Muslim  fanatics,  who  of  course  had  not  read  the  speech 
and  had  no  idea  what  it  contained,  to  angrily  demonstrate  in  the 
streets — was  in  fact  a  sober,  cogently  argued  and  brilliantly  expressed 
plea  for  the  spirit  of  reason  to  prevail  in  all  religious  discourse. 

The  need  for  reason  to  reinforce,  clarify  and  restrain  faith 
applies  equally  to  Christians,  Jews,  Muslims  and  other  creeds — as 
well  as  to  those  whose  only  religion  is  science  and  technology.  The 
Pope  was  telling  the  world:  We  have  been  given  the  priceless  gift 
of  reason.  So  let  us  reason  together  instead  of  shouting  slogans. 

On  the  occasion  of  the  half-century  celebration  of  European 
unity,  Benedict  made  a  complementary  appeal:  to  incorporate  a 
spiritual  dimension  into  this  grotesquely  bureaucratic  construct 
of  gross  materialism.  Europe,  he  argued,  is  forgetting  its  roots  in 
the  Judeo- Christian  tradition  and  without  them  is  certain  to  die 
and  be  forgotten.  He  struck  a  much  needed  note  of  realism 
against  the  chorus  of  flatulent  self-congratulation  by  the  medioc- 
rities who  currently  "lead"  Europe. 

In  March,  Benedict  reminded  us  of  the  existence  of  Hell.  He 
said,  in  effect,  that  when  in  a  society  both  the  rational  mind  and 
the  uplifting  spirit  are  in  retreat,  disaster,  in  this  world  and  the 
next,  is  just  around  the  corner.  Viva  il  Papa!  F 
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Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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WE  HAVE  A  SHARP  EYE  FOR 
GLOBAL  OPPORTUNITIES. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


,  When  you  realize  that  over  half  the  world's  investment 

TEMPLETON 

global      opportunities  are  located  outside  the  United  States, 

FUNDS 

■v^aE&m&Mm  you  can  begin  to  see  what  global  investing  can  do 
for  your  portfolio.  Of  course,  taking  advantage  of  this  situation 
requires  a  unique  perspective.  With  offices  in  over  25  countries 
and  analysts  using  research  techniques  honed  for  over  50  years, 
we  spot  opportunities  others  might  miss.  That  experience  and 
expertise  have  made  Templeton  a  leader  in  global  investing. 

For  information  about  how  our  perspective  might  benefit  your 
portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PE RSPECTI VE® > 


TEMPLETON  GLOBAL  BOND  FUND 

Overall  Morningstar  Rating™  2/28/07-Class  Af 


Out  of  163  U.S.-Gor 


;d  World  Bond  Funds 


Before  investing  in  Templeton  Global  Bond  Fund,  you  should  carefully  consider  the  fund's  investment  goals. 

risks,  charges  and  expenses.  You  'II  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can 

obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived  from  a 

weighted  average  of  the  performance  figures  associated  with  its  3-  5-  and  10-year  (if  applicable)  rating  metrics. 

Past  performance  does  not  guarantee  future  results. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


tSource:  Morningstar •  ^2/28/07.  For  each  fund  with  at  least  a  3-year  history,  Morningstar*  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
Oncluding  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
Rating  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one 
fund  and  rated  separately.)  rn8  Fund  was  rated  against  163, 144  and  100  funds  and  received  Morningstar  Ratings  of  4, 5  and  4  stars  for  the  3-,  5-  and  10-year  periods,  respectively.  Morningstar 
Rating  is  for  Class  A  sha  es  only  ttiei  share  classes  may  have  different  performance  characteristics.  ©2007  Morningstar.  Inc.  All  rights  reserved.  The  information  contained  herein  is 
proprietary  to  Mornmgstc'  a  'or  its  I  stpro  /iders;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers  are 
responsible  for  any  damage:-:  or  losses  ai  ising  from  any  use  of  this  information 
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China's  Mental  Default 


ON  A  RECENT  TRIP  TO  CHINA  (TO  HOST  A  FORBES  CRUISE  FOR 
Investors),  it  didn't  take  long  to  catch  a  whiff  of  the  fact  that  all  is 
not  perfect  in  the  Middle  Kingdom.  During  the  bus  ride  from 
Beijing  airport  to  the  Shangri-La  Hotel,  the  tour  guide  kept  men- 
tioning housing  prices.  These  were  soaring,  "unlike  in  the  days 
of  Mao,"  she  kept  telling  us,  "when  the  government  provided  for 
housing."  The  guide  linked  the  dead  dictators  name  with  free 
housing  a  half-dozen  times.  There  it  was:  Mao  nostalgia. 

She  also  fed  us  bad  chop  suey  regarding  the  U.S.  dollar.  "The  street 
vendors  don't  take  dollars  anymore,"  she  said.  "You  must  change  dol- 
lars to  yuan."  This  turned  out  to  be  laughably  untrue.  Tiananmen 
Square  was  crammed  with  vendors  who  gladly  took  U.S.  dollars.  They 
pushed,  elbowed  and  practically  knocked  down  your  children  to  get 
to  your  US.  dollars.  I  bought  two  Mao  watches  for  $15.  Each  ceased 
working  about  an  hour  after  the  purchase,  just  like  Mao's  economy. 

Now,  I  don't  doubt  for  a  minute  that  China's  spectacular  9%-to- 
10%  economic  growth  rate  will  continue  for  many  more  years.  You 
can  bet  on  it.  The  Chinese  economy  is  like  a  huge  rubber  band:  At 
one  end  is  the  economy  that  can  turn  out  Apple  iPods  to  perfec- 
tion; at  the  other  end  are  all  those  sad,  sunburned  fellows  with  bad 
teeth  and  Mao  hats — refugees  from  rural  China — who  stand  by 
the  roadside  with  shovels.  You  see  scores  to  hundreds  of  them  at 
every  construction  site.  They  stand  around  smoking  cigarettes  and 
occasionally  haul  a  load  of  dirt  from  here  to  there.  Prison  work 
gangs  are  more  productive.  Which  is  why  the  Apple  iPod  economy 
will  snap  the  shovel  economy  forward.  This  is  guaranteed. 

What's  not  a  slam  dunk  are  changes  in  the  average  Chinese  per- 
son's attitude.  For  every  Chinese  entrepreneur  like  Alibaba's  Jack  Ma 


(check  him  out  on  Wikipedia),  there  must  be  10,000  who  fear  stick- 
ing out,  bucking  authority  or  going  off-script.  You  see  this  every- 
where. One  afternoon  at  the  Shangri-La,  my  wife,  kids  and  I  decided 
to  abort  a  long  elevator  wait  and  take  the  stairs.  Up  we  trudged  to 
the  13th  floor— they  have  13th  floors  in  China— but  on  the  12th  we 
were  met  by  a  startled  hotel  employee.  He  nearly  passed  a  brick  see- 
ing us  on  the  stairway.  He  shouted  for  us  to  walk  back  down. 

"Just  one  more  floor,"  we  begged.  "Down!  Down!"  he  shouted. 

Another  anecdote  among  several:  One  night  the  hotel  left  a 
complimentary  bottle  of  wine  in  our  room.  We  took  it  to  dinner 
in  a  hotel  restaurant.  This  confused  the  waitstaff  no  end.  Four  or 
five  of  them  consulted  frantically.  Finally,  their  leader  stepped  for- 
ward to  say  that  bringing  the  bottle  of  wine  was  "not  permitted!" 

"But  it's  a  gift  from  the  hotel,"  we  protested. 

"Not  permitted,"  repeated  the  waiter.  He  wasn't  angry.  He  wanted 
to  do  die  right  thing,  but  he  was  afraid.  You  could  see  it  in  his  eyes. 

Perhaps  my  Western  eyes  see  this  unfairly,  but  it  seems  to  me 
that  99.99%  of  Chinese  wake  up  each  day  with  a  core  belief:  Any- 
thing not  expressly  permitted  is  not  permitted  at  all. 

But  that's  most  of  life:  Not  permitted!  Ask  yourself:  How  far 
can  China  really  go  if  "not  permitted"  is  the  default  mental  mind- 
set of  the  country's  vast  majority? 

Maybe  this  won't  be  a  key  question  during  the  next  10  years. 
China  has  so  much  catching  up  to  do  it  can  easily  grow  10%  a 
year  for  another  decade.  Crunch  time,  I  think,  will  come  in  the 
10-  to  20-year  time  frame.  Unless  attitudes  change,  that's  when 
the  "not  permitted"  mental  default  will  begin  to  slow  China's 
incredible  march  forward. 


Shameful  Distortion 


I  USUALLY  LIKE  USA  TODAY  FOR  ITS  HEART- 
land  common  sense,  even  when  I  disagree  with 
its  populist  politics.  But  the  newspaper  ran  a 
chart  in  its  Apr.  4  edition  that  is  a  shameful  dis- 
tortion of  the  facts. 

The  chart  accompanied  a  story  entitled  "Is 
Earth  Near  Its  'Tipping  Points'?"  Make  no  mis- 
take. USA  Today  has  jumped  on  the  global 
warming  bandwagon,  as  seen  in  this  opening 
paragraph:  "Earth  is  spinning  toward  many 
points  of  no  return  from  the  damage  of  global 
warming,  after  which  disease,  desolation  and 
famine  are  inevitable,  say  scientists  involved  in  an  international 
report  due  Friday  on  the  effects  of  climate  change." 

USA  Today  is  entitled  to  its  opinion.  What's  terribly  unprofes- 
sional is  the  chart,  a  manipulative  piece  of  distortion  worthy  of 


sr 


-  USA  Today 


Pravda,  not  a  major  American  news  organ. 

The  chart  (see  inset)  has  two  major  problems. 
First  is  the  scale.  The  steeply  rising  trendline 
implies  a  major  spike  in  the  Earth's  surface  tem- 
perature. But  look  hard  at  the  barely  legible  copy. 
From  1860  to  2000,  the  Earth's  average  tempera- 
ture (in  Fahrenheit)  rose  from  56.5  degrees  to 
57.7  degrees.  That's  1.2  degrees  in  140  years! 

Second  is  the  color,  which  goes  from  blue  at 
56  degrees  to  suddenly  orange  and  yellow  (fire!) 
only  1.7  degrees  later.  This  is  the  stuff  of  children's 
books.  The  Soviets  produced  propaganda  more 


artfully.  If  the  case  for  GW  is  that  strong,  why  distort  charts? 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or 
e-mail  him  at  publisher@forbes.com. 
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Years  Ago  in  Forbes 


SEPTEMBER  15, 1917 

The  Pursuit  of  Happiness 

Business  was  originated  to  produce  happiness,  not  to  pile  up  mil- 
lions. Too  many  so-called  "successful"  men  are  making  business 
an  end  and  aim  in  itself.  They  regard  the  multiplying  of  their  mil- 
lions and  the  extension  of  their  works  as  the  be-all  and  end-all  of 
life.  Such  men  are  sometimes  happy  in  a  feverish,  hustling  sort  of 
way,  much  as  a  fly  placed  in  a  tube  of  oxygen  is  furiously  happy 
until  its  life  burns  out.  But  they  have  no  time  for  the  tranquil, 
finer,  deeper  joys  of  living.  They  are  so  obsessed  with  the  material 
that  they  cannot  enjoy  the  immaterial,  the  intangible,  the  ideal, 
the  spiritual — quiet  thought,  self-communion,  reflection,  poise, 
inward  happiness,  domestic  felicity.  What  profiteth  it  a  man  to 
gain  uncounted  riches  if  he  thereby  sacrifices  his  better  self,  his 
nobler  qualities  of  manhood?  Mere  getting  is  not  living. 

SEPTEMBER  15, 1917 

Frick's  Philanthropy 

Henry  C.  Frick,  the  coke  king, 
was  walking  along  a  Pittsburgh 
street  with  a  friend  one  day  when 
an  ambulance  passed.  It  was  a 
lumbering,  cumbersome,  ram- 
shackle contrivance.  "Is  that  the 
best  Pittsburgh  can  boast  in  the 
way  of  ambulances?"  asked  Mr. 
Frick  of  his  companion,  a  Pitts- 
burgher.  The  friend  feared  it  was. 
"Can  you  make  a  few  inquiries 
and  let  me  know?"  he  requested.  The  friend  did.  He  found  the 
city's  ambulance  equipment  was  aged  and  infirm— this  was  years 
ago.  Mr.  Frick  promptly  supplied  funds  to  provide  the  most  mod- 
ern and  comfortable  ambulances  science  and  engineering  could 
devise.  Mr.  Frick's  palatial  residence  on  Fifth  Avenue,  with  its 
wonderful  collection  of  pictures  and  other  art  objects,  is  to  be 
bequeathed  by  him  to  the  City  of  New  York,  with  an  ample 
endowment  fund. 

SEPTEMBER  15,1917 

Pump  It  Up! 

Financially  the  United  States  heretofore  has  been  parochial. 
Unlike  England,  Scotland,  Germany,  France,  Canada,  South 
Africa,  we  have  not  had  tremendously  powerful  banking  organi- 
zations. An  investment  organization  to  market  bonds,  notes  and 
similar  securities  in  every  corner  of  the  United  States  is  now 
being  built  up.  The  new  investment-selling  giant  is  the  National 
City  company,  allied  with  the  National  City  Bank  of  New  York, 


Ambulances  to  art:  Frick. 


and  the  personality  driving  it 
forward  with  titanic  energy  is 
Charles  E.  Mitchell,  its  presi- 
dent, a  comparatively  new  figure 
in  the  financial  world.  These 
two  sentences  from  Mr.  Mitchell 
will  give  a  clue  to  his  make-up: 
"The  principal  duty  of  the  head 
of  a  large  organization  in  the 
formative,  developing  stage  is  to 
pump,  pump,  pump  energy  into 
every  fiber  of  it,  to  train  thor- 
oughly every  member  of  it,  and 
to  infuse  into  every  employee 
white-heat  enthusiasm." 

SEPTEMBER  15, 1917 


The  energizer:  Mitchell. 


The  Greatest  Gift 

Too  few  millionaires  who  aspire  to  win  fame  as  philanthropists 
begin  at  home,  among  their  own  workers.  To  grind  employees 
and  then  donate  a  million  dollars  to  perpetuate  his  name  is  not  a 
particularly  laudable  record  for  any  man  to  live  or  to  leave  behind 
him.  Of  course,  it  is  more  spectacular,  it  makes  more  of  a  splash 
to  do  the  grandiose  act  in  sight  of  all  men,  where  it  will  be  read 
of  and  talked  of.  But  it  is  rather  a  pitiable  form  of  philanthropy. 
Individuals  like  George  Eastman  and  John  N.  Patterson,  both 
employing  thousands  of  men,  who  take  deep  personal  interest  in 
the  happiness  of  their  workers  and  spend  money  freely  in 
furtherance  of  it,  will  by  and  by  come  into  their  own. 

SEPTEMBER  15, 1917 

Rockefeller's 
Lighter  Side 

John  D.  Rockefeller, 
with  great  enthusiasm, 
was  recounting  his  early 
battles  and  experiences. 
One  moment  he  would 
be  lying  back  in  his 
chair  in  a  fit  of  laughter; 
the  next  he  would  be 
gravely  imitating  some 
dignified  banker  who 
had  tried  to  discourage 
Funny  guy:  Rockefeller.  the  young  oi]  operator's 

borrowing  propensities.  His  eyes  would  sparkle,  at  dramatic 
moments  he  would  bang  his  right  fist  into  his  left  arm  and  ask, 
"Wasn't  that  a  funny  one?"  He  abandoned  himself  to  the  recital 
with  such  whole-heartedness  and  light-heartedness  that  he 
became  as  a  young  man.  For  the  time  being  he  forgot  entirely  that 
he  was  the  richest  man  in  the  world,  forgot  all  about  his  responsi- 
bilities and  burdens,  forgot  even  his  seventy-eight  years.  F 
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There's  no  better  way  to  fly.    M  Lufthansa 


A  STAR  ALLIANCE  MEMBER. 


Outfront 


BASEBALL  TEAM  VALUES 


A  Royal  Mess 

The  Royals  have  lost  659  games  in  seven  seasons  under  owner  David  Glass.  Yet 
the  team's  value  has  tripled,  thanks  to  baseball's  welfare  state  |  By  Nathan  Vardi 


KB 


DAVID  GLASS  HAS  PRESIDED 
over  one  of  the  most  embar- 
rassing spectacles  in  Ameri- 
can sports.  Since  he  bought 
the  Kansas  City  Royals  in  late 
April  2000,  the  team  has  lost  659  games 
and  won  only  452,  not  counting  this  sea- 
son, posting  the  second-worst 
record  in  baseball  in  that  time 
(only  the  Tampa  Bay  Devil 
Rays  fared  worse).  In  most 
businesses  abysmal  perform- 
ance is  routinely  punished.  But 
in  Major  League  Baseball  such 
consistent  failure  is  rewarded — 
even  encouraged. 

While  the  Royals  have  lost 
100  games  in  four  of  the  past 
five  seasons,  Glass  himself  has 
been  winning  big.  His  team, 
which  he  bought  for  $96  mil- 
lion in  2000,  now  is  worth 
$282  million,  based  on  FORBES' 
annual  ranking  of  MLB  team 
valuations.  This  rise,  an  aver- 
age of  17%  a  year,  came  despite 
an  18%  decline  in  Royals  ticket 
sales  since  Glass  arrived,  to 
1.4  million  last  year  (even 
leaguewide  are  up  4.5%  to  76  million  in 
the  same  period). 

Glass  has  profited  from  rich  hand- 
outs under  the  league's  revenue-sharing 
program,  imposed  in  1997.  Each  year 
teams  contribu:.  :  34%  of  their  revenue 


from  ticket  sales,  parking,  concessions 
and  local  broadcast  rights  (minus  sta- 
dium expenses)  to  a  pot  that  then  got 
redistributed  to  the  weakest  teams.  In 
2006,  $326  million  was  paid  out  to  the 
losers. 

Thus  the  Royals'  annual  collections 


David  Glass, 

as  sales  l 


the  former  Wal-Mart  exec,  hit  a  home  run  by  striking  out 

from  this  socialistic  setup  have  doubled 
since  2002,  to  $32  million  last  season  (of  a 
total  $123  million  in  team  revenue  that 
year).  But  the  team's  player  costs  inched 
up  only  6%  to  an  estimated  $65  million  in 
that  same  period.  Thus  the  losing  Royals 
have  turned  an  annual  profit  of  close  to 


$10  million  a  year  (earnings  before  inter- 
est, taxes,  depreciation  and  amortization). 

"I  feel  pretty  critical  about  the  way 
Glass  has  managed  the  team,"  says 
Andrew  Zimbalist,  an  economist  who  has 
consulted  Major  League  Baseball  on  its 
system  of  sharing  the  wealth.  "He  looked 
at  a  welfare  system  in  baseball 
and  took  advantage  of  it." 

Glass,  who  declined  to  be 
interviewed,  is  an  iconic  name 
in  business.  As  chief  executive 
of  Wal-Mart  from  1988  to 
2000,  he  oversaw  earnings 
growth  that  averaged  21%  a 
year;  its  shares  produced  an 
average  annual  return  of  26%. 
Glass  left  with  $340  million  in 
Wal-Mart  stock  and  sold  some 
of  it  to  buy  the  Royals  a  few 
months  later.  His  money  went 
to  a  charitable  foundation  des- 
ignated by  the  late  Ewing 
Kauffman,  the  founder  of 
Marion  Laboratories,  who 
started  the  team  in  1968. 

Kansas  City  is  baseball's 
second-smallest  market  by 
population  (after  Milwaukee),  and  operat- 
ing a  franchise  there  is  a  challenge.  The 
Royals'  ticket  prices,  which  run  an  average 
of  $14,  are  the  cheapest  in  baseball  (the 
Red  Sox  charge  a  league-leading  $48). 
"Teams  in  markets  like  Kansas  City  have 
to  go  through  a  cycle  of  being  profitable  to 
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lusband  their  resources  to  put  them  in  a 
position  to  increase  their  payroll,"  says 
lobert  Manfred  Jr.,  a  Major  League  Base- 
)all  vice  president.  "It's  unfair  to  a  team 
ike  Kansas  City  to  say  they  weren't  mak- 
ng  good  use  of  their  revenue  sharing." 

The  league  introduced  revenue  shar- 
ng  a  decade  ago  to  offset  the  drawbacks 
)f  small-market  teams,  sweetening  it  in 
1003.  The  worst-performing  teams  bene- 
it  the  most,  but  the  system  requires  them 
10  use  the  inflow  of  cash  from  the  win- 
lers  "to  improve  its  performance  on  the 
leld."  This  loosely  defined  requirement 
lasn't  been  seriously  enforced. 

Moreover,  the  system  under  the  last 
igreement  all  but  penalized  small-market 
earns  that  became  winners  and  raked  in 
ligher  revenue.  For  every  extra  dollar 
hey  managed  to  take  in  at  the  stadium, 
(hey  got  48  cents  less  in  revenue -sharing 
aandouts.  Thus  in  some  instances  it  may 
lave  been  more  profitable  to  settle  for 
pwer  revenue  to  boost  the  cost-free  cash 
i  ransfer  from  winning  teams. 

The  owners  and  the  players'  union 
oth  tacitly  acknowledge  the  flaw  and 
12  lave  tried  to  fix  it  in  their  just  signed  col- 
ective  bargaining  agreement,  which  runs 
ihrough  2011.  The  new  contract  dictates 
hat  for  every  additional  dollar  of  revenue 
j.  lagging  team  takes  in,  it  loses  only  31 
tents  in  revenue-sharing  payments,  down 
from  a  48-cent  hit  previously. 

The  Royals  have  let  go  of  some  great 
>ut  expensive  players,  including  Johnny 
pamon  and  Carlos  Beltran.  But  at  last 
ilass  is  starting  to  rebuild  his  team.  His 
lew  general  manager,  Dayton  Moore,  is 
he  well-respected  protege  of  the  Atlanta 
>raves'  John  Schuerholz. 

Glass  has  also  picked  up  a  hot  young 
hird  baseman,  Alex  J.  Gordon,  Baseball 
America's  Minor  League  Player  of  the  Year 
a  2006,  when  he  batted  .325  and  hit  29 
lome  runs.  And  Glass  has  opened  his  wal- 
et,  grabbing  Gilbert  Meche,  with  a  55-44 
areer  record  and  4.62  earned  run  average, 
□r  $55  million  over  five  years.  The  sign- 


Fields  of  Green 


Major  League  Baseball  posted  a  record  $496  million  in  operating  income  last 
season.  The  most  valuable  team,  the  Yankees,  was  the  only  franchise  to  lose  money: 
They  paid  $79  million  into  the  league's  revenue  sharing  system.  The  Marlins,  the 
least  valuable  team,  received  $35  million  and  thus  had  the  biggest  profit. 

VALUE. 


RANK  TEAM 

CURRENT1 
(SMIL) 

1-YEAR 
CHANGE 

REVENUES 
($MIL) 

INCOME2 
(SMIL) 

1  New  York  Yankees 

$1,200 

17% 

$302 

$-25.2 

2  New  York  Mets 

736 

22 

217 

24.4 

3  Boston  Red  Sox 

724 

17 

234 

19.5 

4  Los  Angeles  Dodgers 

632 

31 

211 

27.5 

5  Chicago  Cubs3 

592 

32 

197 

22.2 

6  St  Louis  Cardinals 

460 

7 

184 

14.0 

7  San  Francisco  Giants 

459 

12 

184 

18.5 

8  Atlanta  Braves4 

458 

13 

183 

14.8 

9  Philadelphia  Phillies 

457 

8 

183 

11.3 

10  Washington  Nationals 

447 

2 

144 

19.5 

I  11  Houston  Astros 

442 

6 

184 

18.4 

12  Seattle  Mariners 

436 

2 

182 

21.5 

1 3  Los  Angeles  Angels 

431 

17 

187 

11.5 

14  Baltimore  Orioles 

395 

10 

158 

17.1 

15  Chicago  White  Sox 

381 

21 

173 

19.5 

16  San  Diego  Padres 

367 

4 

160 

5.2 

I  17  Texas  Rangers 

365 

3 

155 

11.2 

18  Cleveland  Indians 

364 

4 

158 

24.9 

|  19  Detroit  Tigers 

357 

22 

170 

8.7 

20  Toronto  Blue  Jays 

344 

20 

157 

11.0 

21  Arizona  Diamondbacks 

339 

11 

154 

6.4 

22  Colorado  Rockies 

317 

6 

151 

23.9 

|  23  Cincinnati  Reds 

307 

12 

146 

22.4 

24  Oakland  Athletics 

292 

24 

146 

14.5 

25  Minnesota  Twins 

288 

33 

131 

14.8 

26  Milwaukee  Brewers 

287 

22 

144 

20.8 

27  Kansas  City  Royals 

282 

18 

123 

8.4 

28  Pittsburgh  Pirates 

274 

10 

137 

25.3 

29  Tampa  Bay  Devil  Rays 

267 

28 

134 

20.2 

30  Florida  Marlins 

244 

8 

122 

43.3 

League  average 

431 

15 

170 

16.5 

Revenues  and  operating  income  are  for  2006  season  and  include  revenue  sharing.  'Value  of  team 
based  on  current  stadium  deal  (unless  new  stadium  is  pending),  without  deduction  for  debt  (other 
than  stadium  debt).  Earnings  before  interest,  taxes,  depreciation  and  amortization.  3Sale  to  Sam  Zell 
pending.  "Sale  to  Liberty  Media  pending.  Statistics:  Kurt  Badenhausen,  Michael  K.  Ozanian,  Christina 
Settimi.  For  more  of  Forbes'  proprietary  baseball  information,  please  visit  www.forbes.com/mlb/. 
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ing  was  criticized  for  being  too  rich  and  is 
widely  viewed  as  a  response  to  pressure 
from  fans  and  other  owners. 

Like  baseball  owners  in  Seattle,  San 
Diego,  Cincinnati,  Houston,  Pittsburgh 
and  beyond,  Glass  also  has  hit  up  taxpay- 
ers to  pay  for  a  stadium  overhaul.  Last 
year  in  Jackson  County,  Mo.  he  partnered 

REGULATION 


with  the  Kansas  City  Chiefs  of  the 
National  Football  League  to  spend  $1.4 
million  on  a  "Save  Our  Stadiums"  cam- 
paign, persuading  voters  to  approve  a 
sales  tax  hike  of  3/»  of  a  penny  for  the  next 
25  years  to  help  pay  for  a  $250  million  sta- 
dium face-lift.  The  upgrade  will  translate 
into  significant  new  revenue  for  the  Royals 


from  premium  seating  and  the  like. 

"It's  a  scam,"  says  Robert  Gough 
director  of  the  Jackson  County  Taxpaye: 
Association.  "Glass  kept  a  low  profile,  anc 
everyone  said  we  were  going  to  lose  tin 
team  if  we  didn't  pass  this  tax."  Reward) 
for  losers,  tax  breaks  for  all.  Is  this  wha 
Abner  Doubleday  had  in  mind? 


Don't  Try  This 
At  Home 

Japan's  crackdown  on  consumer  loans 
is  backfiring.  U.S.  politicians  worried 
about  the  housing  market  ought  to 
take  notice  |  By  Tim  Kelly 


LAWMAKERS  PONDERING 
the  merit  of  reining  in 
the  subprime  mortgage 
market  should  take  a  quick 
look  at  Japan.  Heavy-handed 
government  intervention  there 
is  clobbering  consumer  finance 
companies,  hurting  U.S.  in- 
vestors and  quite  likely  damp- 
ening economic  growth. 

In  December  Shinzo  Abe, 
Japan's  prime  minister,  won 
parliamentary  approval  for 
curbs  on  financial  firms  that 
lend  to  less  creditworthy  con- 
sumers. They  include  halving 
the  maximum  interest  they  can 
charge  to  around  15%  and 
banning  companies  from  lend- 
ing a  client  more  than  a  third 
of  his  annual  income.  (Home 
mortgages,  which  carry  low 
interest  rates  in  Japan,  are  not 
the  problem.) 

The  boom  in  subprime 
lending  grew  out  of  Japan's 
decade  of  economic  stagnation. 
The  market  ballooned  to  SI 00 
billion  a  year  as  housewives 
took  personal  loans  to  balance 


their  household  budgets  or 
cash-strapped  shoppers  bor- 
rowed to  buy  big-ticket  items. 

It  was  a  bonanza  for  con- 
sumer finance  companies  bor- 
rowing at  2%  and  lending  at 
29%.  Yasuo  Takei  founded  con- 
sumer financier  Takefuji  in 
1966.  His  widow,  Hiroko  Takei, 
and  her  two  sons  rank  194 
on  FORBES'  global  list  of 
billionaires. 

Abe  initiated  his  clamp- 
down  after  charges  of  abusive 
debt  collection  and  a  wave  of 
lawsuits  accusing  lenders  of 
overcharging. 

The  new  regulations  won't 
take  force  for  another  two 
years,  but  already  Japan's  four 
largest  consumer  loan 
providers  have  started  to  turn 
away  riskier  applicants.  In 
February  the  big  four  trimmed 
approval  rates  to  44%  from 
nearly  two-thirds  a  year  ago. 

Citigroup  in  January 
revealed  that  its  Japan  sub- 
prime  lending  unit  would  post 
a  loss  of  $370  million  for  the 


year,  while  GE  Consumer 
Finance  said  in  March  that  it 
will  close  73  of  its  115  branches 
in  Japan,  which  operate  under 
the  name  Lake,  and  trim  its 
payroll  by  up  to  400  people. 
Stock  prices  of  the  lenders  have 
dropped  sharply — Takefuji's  is 
down  40%  to  $39 — clipping 
North  American  investors,  too. 
Nikkei,  the  Japanese  financial 
daily,  reports  that  Takefuji  is 
more  than  half  owned  by 
foreigners,  including  Brandes 
Investment  Partners  and 


Franklin  Mutual  Advisers. 

The  damage  is  spreading 
to  the  general  economy,  ac- 
cording to  Jesper  Koll,  Merrill 
Lynch's  chief  economist  for 
Japan.  'Abe  has  engineered  a 
credit  crunch,"  he  says.  Con- 
sumers will  have  to  repay 
more  than  $50  billion  to  bring 
loan  levels  down  to  the  gov- 
ernment's target  of  a  third  of 
income,  and  that  could  shave 
maybe  two  percentage  points 
off  GDP  growth,  he  reckons. 
Beware  of  easy  fixes. 


Japanese  consumers  gorged  on  consumer  loans  with 
high  interest  rates  during  the  country's  period  of  economic 
stagnation.  Lenders  now  face  tighter  regulation. 


k     r  ll  Dollar  amount  of  loans  made 

last  year  by  consumer  finance  companies  in  Japan. 

Tota'  annual  consumer 
credit  in  Japan,  including  credit  cards. 


Companies  in  Japan  lending  to 
consumers  without  collateral. 


Sources:  Japan  Consumer  Credit  Industry  Association;  Financial  Services  Agency. 
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"If  I  had  not  been  in  the  car  I  was  in, 
I  probably  wouldn't  be  alive  today." 


©2007  Mercedes-Benz  USA,  LLC 


A  MAJOR  COLLISION  WITH  A  TRACTOR-TRAILER  GAVE  PAULA  VARSALONA 
AN  ALTOGETHER  NEW  APPRECIATION  FOR  MERCEDES-BENZ  ENGINEERING. 


The  truck  stopped  in  front  of  her  without  warning.  Traffic 
was  moving  fast  and  there  was  no 
time  to  react.  The  damage  to  her 
S600  was  severe.  "When  I  looked  at 
the  car,  I  was  speechless.  I  couldn't 
believe  I  was  able  to  walk  away  from 
the  accident.  My  Mercedes  saved  my 
life."  The  front  end  of  the  vehicle 
absorbed  the  tremendous  impact, 
shielding  Paula  from  the  twisting 
Paula  Varsalona  wreckage.  Today,  she  is  an  S-Class 
advocate  through  and  through. 

For  decades,  this  sedan  has  been  proclaimed  the  epitome 
of  automotive  safety.  And  the  newest  generation  of  this 
heralded  vehicle  has  elevated  industry  standards  to  an  even 
higher  level.  Besides  the  sheer  strength  of  the  S-Class,  it  is 


equipped  with  some  of  the  most  sophisticated  safety 
technology  ever. 

Before,  during  and  after  an  accident,  the  vehicle  performs 
dozens  of  intricately  coordinated  steps  to  shield  occupants 
from  possible  danger.  It  is  all  part  of  the  Mercedes-Benz 
safety  philosophy  known  as  PRO-SAFE.'" 

In  a  situation  where  vehicle  dynamics  suggest  that  an 
accident  is  imminent,  the  front  passenger  seat  automatically 
adjusts  to  a  more  favorable  position,  front  seat  belts  tighten, 
fuel  flow  is  cut,  and  the  Emergency  Response  Center  is  imme- 
diately contacted.  These  are  only  some  of  the  measures  taken. 

And  while  the  circumstances  of  Paula's  story  are  personal, 
her  sentiment  is  shared  by  many:  "I  love  all  the  luxury  and 
the  performance.  I  love  the  style  of  my  S-Class.  But  for  me, 
safety  is  number  one.  That  is  why  my  husband  and  I  only 
drive  Mercedes." 


THE  2007  S-CLASS.  Over  one  hundred  years  of  Mercedes-Benz  safety  innovation  showcased  in  a  single  automobile. 
 —   Unlike  any  other.   ~ 


Mercedes-Benz 


il  shown  2007  S  550  with  AMG  Sport  Package. 


MBUSA.uom 

For  more  information,  call  t-800-FOR  MERCEDES,  or  visit  MBUSA.com. 
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Patent  Pirates 

Hedge  funds  and  institutional  investors  are 
financing  the  latest  wave  of  IP  lawsuits. 

By  Nathan  Vardi 


SMHKIttHMjM|HI 


Deep  pockets:  Robert  Kramer's  private  equity  firm  funds  patent  suits — for  a  cut  in  winnings. 


DEEPNINES  IS  A  TINY  DALLAS  SOFT- 
ware  maker  that  protects  corporate 
computer  networks  from  hackers  and 
other  threats.  But  in  August  it  became  an 
attacker,  filing  a  lawsuit  against  McAfee.  The 
suit  alleges  that  the  security-software  giant 
infringed  on  a  DeepNines  patent,  one  that 
combines  an  intrusion  detection  and  preven- 
tion system  with  a  firewall,  in  a  single  device. 
McAfee  denies  the  charge,  saying  the  patent 
relies  on  previously  known  technology,  and 
is  gearing  up  for  a  long  and  costly  fight. 


But  DeepNines  has  found  a  way  to  fund 
its  burgeoning  legal  bills.  In  January  it  sold 
an  $8  million  zero  coupon  note  to  Altitude 
Capital  Partners,  a  New  York  City  private 
equity  firm,  promising  in  return  a  cut  of  any 
winnings  stemming  from  the  lawsuit.  The 
payout  is  based  on  a  formula  that  grants 
Altitude  a  percentage  that  decreases  with  a 
bigger  award. 

This  deal  was  dreamed  up  by  Robert 
Kramer,  who  founded  Altitude  in  2005,  rais- 
ing $250  million  from  hedge  funds  and  oth- 


ers to  invest  in  intellectual  property.  So  fa 
Kramer  has  put  $100  million  to  work  in  nin< 
investments.  He's  got  plenty  of  company  ir 
this  new  game.  Coller  Capital,  a  Londorl 
private  equity  firm  with  a  $2.6  billion  fund 
quietly  formed  Coller  IP  Capital  with  an  eye| 
toward  investing  $200  million  a  yean 
Rembrandt  IP  Management,  a  Bala  Cynwydl 
Pa.  firm,  has  raised  $  1 50  million,  and  North 
water  Capital,  a  $9  billion  Toronto  manage! 
of  funds  of  hedge  funds,  put  together  NV\| 
Patent  Funding  last  year.  Both  exist  solely  tc 
exploit  patent  lawsuits  in  the  U.S. 

Sounds  a  lot  like  patent  trolling,  a  much- 
vilified  practice  in  which  contingency  lawyer! 
or  small  companies  with  no  operations  sue 
businesses  to  extort  money.  But  funds  like 
Altitude  insist  they're  asserting  legitimate 
claims.  "I  don't  get  emotional  about  this  issue," 
says  Kramer,  who  used  to  be  a  managing 
director  at  a  Fortress  Investment  Group  hedge 
fund.  "I  am  a  financial  investor." 

It's  not  easy  to  make  a  buck  Last  year  the 
Supreme  Court  limited  the  ability  of  smal 
outfits  in  patent  cases  to  get  injunctions 
against  large  companies.  Meantime,  there's 
a  proposal  by  Democrats  in  Congress  foj 
patent  reform  legislation,  backed  by  the  likes 
of  Intel  and  Microsoft,  that  would  put  an  enc 
to  triple-irifringement  damages.  But  the  new 
funds  are  still  tempted  by  huge  verdicts  such 
as  Alcatel-Lucent's  $1.5  billion  patent  victor) 
over  Microsoft  in  February  and  NTPs  $612 
million  settlement  with  Research  in  Motion 
Says  Daniel  McCurdy,  a  patent  consultant  ir 
Warren,  N.J.,  "They  are  the  arms  merchants 
in  the  new  patent  wars." 

The  threat  of  war  is  having  an  impact 
Ebay  subpoenaed  Altitude  in  federal  courl 
in  Virginia  to  figure  out  what  Kramer  is  up 
to  with  one  of  his  investments,  Merc- 
Exchange,  whose  main  asset  is  a  $25  millior 
patent  infringement  verdict  against  the  on- 
line auctioneer.  The  six-year-old  suit  claims 
Ebay's  "Buy  It  Now"  feature  infringes  or 
MercExchange's  patents.  Last  year  the  case 
produced  the  Supreme  Court  decision  that 
made  it  more  difficult  to  get  injunctions. 

Kramer  is  also  shaking  up  the  world  ol 
wireless.  In  January  he  invested  $35  millior 
in  Visto,  a  Redwood  City  Calif,  maker  of  soft- 
ware for  wireless  e-mail  that  has  sued 
Microsoft,  Research  in  Motion  and  a  unit  ol 
Motorola  in  federal  court  in  Marshall,  Tex. 
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Increased  efficiencies 
and  decreased  risks  across 

ABN  AMRO's  4500  branches 
in  53  countries.That's 

certainty 


TATA 


A  business  with  millions  of  customers  globally,  called  for  an  innovative  and  holistic  approach  to 
increase  its  client  satisfaction,  with  decreased  time  to  market  and  reduced  costs  world  over.  To 
achieve  this,  ABN  AMRO  needed  a  comprehensive  IT  solution  that  would  increase  efficiencies  and 
minimise  risks  in  its  daily  operations.  An  IT  solution  not  just  for  the  immediate  time  frame  but  for 
the  future  as  well.  As  one  of  the  world's  fastest  growing  technology  and  business  solutions 
providers,Tata  Consultancy  Services  (TCS)  helped  ABN  AMRO  make  a  seamless  transition  to  a  new 
system  by  leveraging  a  methodology  developed  by  TCS'  Innovation  Labs.  Ensuring  that  ABN 
AMRO  was  a  step  ahead  in  reassuring  its  customers  of  a  higher  and  better  level  of  service.  And  of 
course,  enabling  ABN  AMRO  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  •  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


Outfroni 


a  jurisdiction  known  for  big  patent  pay- 
days. The  tech  companies  all  deny  infring- 
ing on  the  patents.  But  moneylosing  Visto 
won  $7.6  million  in  damages  in  its  first 
victory,  in  December,  against  Seven 
Networks,  a  small  competitor.  "The  prece- 
dent set  with  the  Seven  case  will  replay 
itself  with  anybody  else  who  chooses  to 
see  this  through  litigation,"  warns  Visto 
Chief  Brian  Bogosian. 

Paul  Schneck  has  a  more  audacious 
plan,  buying  up  patents  and  launching 
suits  from  scratch.  A  computer  scientist 
who  once  worked  for  the  National  Secu- 
rity Agency,  the  U.S.  Navy  and  NASA, 
Schneck  heads  up  Rembrandt  IP  Manage- 
ment. His  $150  million  war  chest  has 
helped  him  pick  up  200  patents;  he  is 
currentiy  suing  15  companies  and  plans 
to  go  after  more.  "We  are  focused  on  ob- 
taining jury  verdicts,"  he  says.  "That's  why 
we  put  our  own  money  at  risk,  all  the  way 
from  acquisition  through  appeal." 

First  target:  the  cable  industry.  In 
2004  Rembrandt  spent  $1  million  for  a 
patent  portfolio  from  Paradyne,  once  a 
unit  of  Lucent  Technologies,  in  order  to 
challenge  the  most  fundamental  part  of 
the  cable  business:  how  cable  companies 
and  TV  networks  receive  and  transmit 
digital  broadcast  signals.  It  has  sued 
Comcast,  Time  Warner,  Walt  Disney's 
ABC  and  others,  all  of  which  deny  any 
infringement.  Some  defendants  claim 
the  technology  was  set  by  a  group  that 
included  AT&T,  which  agreed  in  the 
early  1990s  not  to  assert  any  patents  and 
to  license  them  for  a  reasonable  fee.  "The 
patent  system  is  designed  to  allow  peo- 
ple to  protect  the  fruits  of  their  inven- 
tion," says  Daralyn  Durie,  a  lawyer  for 
Comcast.  "But  this  seems  to  be  a  per- 
version of  what  the  system  was  designed 
to  accomplish." 

Schneck  is  also  going  after  the  vision 
business,  laying  claim  to  the  treatment  of 
contact  lens  surfaces,  which  determines 
the  gas  permeability  of  soft  contacts.  He 
bought  the  patents  from  inventor  Sing- 
Hsiung  Chang  and  last  year  sued  Rausch 
&  Lomb  and  Novartis'  Ciba  Vis;  unit 
Both  companies  say  that  Chang  didn'i 
invent  the  technology.  But  Schiu 
them  seeing  double — and  tied  up  in  com 
for  years.  IF 


The  Little  Airline 
That  Could 

Poor  Pan  Am.  The  iconic  American  airline  collapsed  in  1991  under  the 
pressures  of  deregulation  and  high  oil  prices,  resurfacing  a  few  years  later 
only  to  fail  again.  And  now?  It's  sort  of  a  Thomas  the  Tank  Engine. 

The  brand,  once  an  American  emblem  to  legions  of  foreign  travelers,  was 
bought  in  1998  for  $25  million  by  a  small  New  England  railroad  company 
called  Guilford  Transportation,  owned  mostly  by  aviation  enthusiast  Timo- 
thy Mellon.  The  company  started  a  largely  on-demand  new  airline,  again 
called  Pan  Am,  that  flies  from  airports  on  the  fringes  of  big  cities,  like  those 
in  New  Haven,  Conn,  and  Trenton,  N.J.  But  most  recently  Guilford  has 
repainted  260  boxcars,  which  haul  paper  and  chemicals,  with  Pan  Ams 
familiar  blue-and-white  logo.  The  company's  new  name:  Pan  Am  Systems. 

Robert  Culliford,  the  company's  senior  vice  president,  insists  the  brand, 
bankruptcies  and  all,  still  resonates,  reminding  shippers  that  the  railroad  can 
send  their  freight  anywhere  in  the  country.  Customers  "love  the  logo  and  the 
way  it  looks  on  the  boxcars,"  he  says.  ("This  is  like  slapping  'Pan  Am'  on  your 
kid's  toy  wagon,"  harrumphs  Gary  Singer,  chief  strategy  officer  at  branding 
consultancy  Interbrand.) 

Guilford  is  so  pleased  with  the  brand's  appeal  that  by  this  fall  it's  rolling 
out  a  new  line  of  flight  bags  and  apparel  emblazoned  with  the  Pan  Am  logo. 
Among  the  items  are  reproductions  of  the  classic  Pan  Am  flight  bag  that 
John  F.  Kennedy  carried  when  he  traveled  overseas.  The  brand's  mystique  got 
a  kick  in  2002  when  the  film  Catch  Me  If  You  Can  showed  a  svelte  Leonardo 
DiCaprio  posing  as  a  Pan  Am  pilot,  surrounded  by  beautiful  women. 

Trains  and  baggage  may  be  just  the  beginning  of  the  brand's  resurrec- 
tion. Roland  Moore,  an  aviation  attorney  in  Miami,  has  put  a  group  of 
folks  together  to  explore  licensing  the  name  for  a  new  airline  operating 
internationally.  He's  optimistic  that  Pan  Am's  name  recognition  overseas 
remains  bankable. 

"You  could  fly  a  Pan  Am  airplane  into  Frankfurt  Airport,  and  people 
would  say,  'Oh  my  God,  Pan  Am  is  back!'  It  would  be  like  the  glory  days  all 
over  again,"  he  says.  I  think  I  can,  I  think  I  can  . . .  — Jon  Brunei 
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Rams  butt  heads  until  their  horns  fall  off, 


They  can't  find  a  better  way  to  beat  the  competition. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 

www.sas.com/rams 
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□ OU  MAY  NOT  OWN  A  CELL  PHONE,  A  BLACKBERRY,  A  LAPTOP  OR  EVEN  A  CREDIT 
card.  But,  thanks  to  your  Social  Security  number  and  your  latest  purchase  at  the 
drugstore,  your  information  has  probably  been  scooped  up  into  a  database  with  the 
records  of  millions  of  other  people  who  hate  technology,  too.  Linkage  of  all  sorts  is 
unavoidable,  and  that's  not  necessarily  a  bad  thing.  Connections  are  a  fundamental 
condition  of  being  human — from  our  neural  and  immune  systems  to  families  and  friendships. 

In  the  early  days  of  FORBES  magazine,  which  was  founded  90  years  ago,  network"  referred  to  a 
chain  of  radio  stations  hooked  up  by  wire — and,  long  before  that,  to  intersecting  roads,  canals,  rail- 
ways and  telegraph  lines.  Nowadays  the  term  might  refer  to  viral  marketing,  a  way  of  finding  a  job 
or  spouse,  the  means  by  which  Netflix  or  Amazon  knows  which  movies  you  will  like,  a  map  of  the 
brain,  the  sentinel  nodes  in  an  epidemic,  a  grassroots  political  campaign,  the  collection  of  experts 
who  can  solve  an  energy  crisis,  or  a  cell  of  terrorists.  Many  of  these  networks  thrive,  in  large  part, 
because  of  the  Internet.  Digital  technology  creates  new  pathways  to  link  like-minded  people  once 
separated  by  geography,  economic  status,  ethnicity,  religion  or  race. 

"I  read  somewhere  that  everybody  on  this  planet  is  separated  by  only  six  other  people,"  muses 
Ouisa,  a  character  in  John  Guare's  classic  1990  play,  Six  Degrees  of  Separation.  "But  to  find  the  right 
six  people." 

The  28  essays  that  begin  on  page  52,  from  a  cast  of  experts  and  leaders  we  have  assembled  from 
many  different  walks  of  life,  may  help  you  see  networks  you  hadn't  thought  about  before  or  make 
connections  you  never  thought  possible.  Music,  MySpace,  massive  multiplayer  role-playing 
games— they  are  all  connected  here.  —Tom  Post 
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HE  HEROES  OF  THE  INFORMATION  AGE  HAVE  CREATED 
earthshaking  ways  for  us  to  communicate,  as  well  as  to 
transport  goods,  meet  each  other,  experiment  with  new  selves 
and  businesses,  and  approach  global  problems.  They've  concocted 
novel  approaches  to  selling  goods — and  electing  our  public  officials. 
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)n  the  human  network,  people  everywhere  are  experiencing 
I  new  kind  of  day.  Encyclopedias  update  themselves  every 
linute.  Movies  appear  wherever  there's  a  screen  handy  And 
phone  can  double  as  a  train  ticket  or  a  lift  ticket.  Welcome 
b  a  place  where  wikis,  collaborative  applications  and  social 
etworks  are  making  us  smarter  better  and  faster.  Welcome 
p  a  network  where  anything  is  possible.  Because  when  we're 
pgether,  we're  more  powerful  than  we  could  ever  be  apart, 
he  story  continues  at  cisco.com/humannetwork. 


welcome  to 

the  human  network.  Cisco 
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The  latest 
super- 
computer 
is  way 
faster 
than  the 
human 
brain. 
But  guess 
whicn  is 
smarter? 


BY  ROBERT  M. 
METCALFE 


In  Your 

Head 


ETWORKS  ROCK,  ESPECIALLY  ELECTRONIC  ONES.  IN  THE  HISTORY  OF  THE  WORLD  THERE  HAS 
been  nothing  like  them— telegraph,  telephone,  cellular  mobile,  broadcast  radio,  cable  television, 
Internet — to  democratize  the  global,  political  economy,  to  bring  us  prosperity  and  freedom. 

Astonishing  as  they  are,  electronic  networks  can't  hold  a  synaptic  spark  to  the  human 
brain.  We  know  this  intuitively— that  the  intelligence  from  the  brains  network  of  neurons 
makes  even  the  most  advanced  supercomputers  look  pitifully  stupid.  And  yet,  this  paradox:  Why  is  it  that  a 
comparison  of  the  components  goes  the  other  way?  When  you  stack  neurons  up  against  modern  transistors 
in  switching  speed,  the  brain  looks  pathetic. 

Let  me  make  a  stab  at  resolving  this  brain-supercomputer  contradiction  by  bringing  up  the  network 
effect,  as  it  is  quantified  in  a  25-year-old,  and  still  controversial,  law  that  has  my  name  attached. 

The  network  effect,  according  to  Wikipedia,  "causes  a  good  or  service  to  have  a  value' to  a  potential  cus- 
tomer which  depends  on  the  number  of  other  customers  who  own  the  good  or  are  users  of  the  service."  In  the 
early  1980s  I  used  an  early  description  of  this  phenomenon  to  sell  my  invention,  Ethernet,  via  3Com  Corp. 

Using  a  35mm  slide  (see  p.  54),  I  argued  that  my  customers  needed  their  Ethernets  to  grow  above  a  certain 
critical  mass  if  they  were  to  reap  the  benefits  of  the  network  effect.  3Com  sold  $1,000  cards  that  connected 
desktop  computers  into  a  network  Here  was  the  payoff:  The  cost  of  installing  the  cards  at,  say,  a  corporation 
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would  be  proportional  to  the  number  of 
cards  installed.  The  value  of  the  network, 
though,  would  be  proportional  to  the  square 
of  the  number  of  users.  Multiply  the  num- 
ber of  networked  computers  by  ten  and  your 
systemwide  cost  goes  up  by  a  factor  of  ten 
but  the  value  goes  up  a  hundredfold. 

Why  should  that  be  so?  The  network 
effect  says  that  the  value  of  that  Ethernet 
card  to  the  person  on  whose  desk  it  sits  is 
proportional  to  the  number,  N,  of  other 
computer  users  he  can  connect  to.  Now 
multiply  this  value  by  the  number  of  users, 
and  you  have  a  value  for  the  whole  opera- 
tion that  is  roughly  proportional  to  N2. 

I  was  a  little  vague  about  what  "value" 
was,  but  in  those  days  it  had 
something  to  do  with  sharing 
expensive  disks  and  printers, 
exchanging  electronic  mail 
within  buildings  and,  for  a  pio- 
neering few,  access  to  what 
would  later  be  called  the  Inter- 
net. My  3Com  customers  be- 
lieved me  and  bought  more 
Ethernets,  which  proved  to  be 
more  valuable,  and  so  they  told 
their  friends  and  bought  even 
more.  Ethernet  became  a  stan- 
dard in  1982,  and  3Com  went 
public  in  1984.  And  now  Inter- 
net plumbers  are  adding  more 
than  108  Ethernet  switch  ports 
(wall  sockets)  per  year — over  a 
quarter-billion  last  year. 

Now  here's  some  earlier  history. 
Decades  before  Ethernet,  IBM's  Herbert 
Grosch  wrote  that  the  performance  of 
computers  grew  as  the  square  of  their  cost. 
Grosch's  Law:  Bigger  computers  are  better. 
If  you  want  to  design  an  airplane  wing  or 
predict  the  weather,  put  a  lot  of  iron  in  one 
place.  In  1965  Intel  cofounder  Gordon 
Moore  turned  that  formula  inside  out.  He 
famously  wrote  that  transistor  densities 
would  double  about  every  two  years.  In 
other  words,  in  computing  smaller  is  bet- 
ter. Moore  proved  right.  In  1993  George 
Gilder,  seeking  to  quantify  the  network 
effect,  uncovered  a  slide  from  my  1980s 
Ethernet  sales  presentation  and  the  for- 
mula saying  that  value  is  proportional  to 
N2.  He  christened  it  Metcalfe's  !  .aw.  It  savs 


that  bigger  networks  are  better. 

Recall  that  there  is  a  critical  mass  beyond 
which  the  value  of  the  network  exceeds  its 
cost.  Where  is  this  crossover  point?  You  can 
find  it  by  solving  CxN=BxN2,  where  C  is  the 
constant  of  proportionality  of  cost  and  B  is 
the  constant  of  proportionality  of  value.  The 
critical  mass  threshold  can  be  expressed  as 
N=C-hB.  Not  surprisingly,  the  lower  the  cost 
per  connection,  the  lower  the  critical  mass. 
The  higher  the  value  per  connection,  the 
lower  the  critical  mass. 

By  Moore's  Law,  C  goes  down  by  a  fac- 
tor of  two  every  two  years.  And  then  there's 
B,  the  value  to  each  user  of  the  connection 
to  each  other  user.  There  are  ever  more 
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Originally  conceived  as  a  way  to  sell  more  Ethernet  cards,  Metcalfe's 
Law  postulates  that  the  value  of  a  network  is  proportional  to  the 
square  of  the  number  of  users.  In  this  essay  the  author  wonders 
whether  his  law  applies  to  other  networks — namely,  neurons  in  the 
human  brain  and  transistors  in  supercomputers. 


values  to  connectivity  because  there  are  more 
things  to  do  with  it — Amazon,  Ebay,  Yahoo 
and  Google,  to  name  a  few.  According  to 
Metcalfe's  Law,  with  C  going  down  and  B 
up,  the  size  at  which  a  network  of  users 
reaches  critical  mass  has  been  plummeting. 
No  wonder  there  are  suddenly  millions  of 
blogs  and  social  networks. 

It  was  inevitable  that  Metcalfe's  Law 
would  be  taken  in  vain,  as  when  it  was 
invoked  by  Al  Gore  (1996)  and  Bill  Clin- 
ton (1998)  in  commencement  addresses  at 
MIT.  They  (and  I)  used  my  law  to  inflate 
the  Internet  bubble,  which  burst  in  2001. 
For  those  who  believe  the  implosion  was 
the  worst  thing  that  ever  happened,  my 
law  is  considered  dangerous:  They  think 
that  it  overestimates  the  value  of  net- 


works— and  may  even  trigger  Internet 
Bubble  2.0. 1  say,  bring  it  on. 

And  bring  on  modern  supercomputers, 
I  am  a  director  of  a  scientific  supercomputer 
firm,  SiCortex,  in  Maynard,  Mass.  Chief  sci- 
entist Jud  Leonard  told  me  about  his  latest 
transistors  and  the  cluster  supercomputer 
these  transistors  are  networked  to  produce. 
The  SC5832  will  cost  less  than  $3  million  and 
promises  to  increase  scientific  computation 
by  factors  of  ten,  per  dollar,  watt  and  foot 
Its  transistors  are  networked  to  form  64-bit 
arithmetic  processors,  six  of  which  are  fill 
on  a  "multicore"  chip  containing,  thanks  to 
Moore's  Law,  108  transistors.  An  SC5832  cab 
inet  consumes  only  20  kilowatts  but  holds 
972  of  Leonard's  multicore  chips 
or  a  total  of  5,832  processors 
(hence  the  name),  or  10"  tran 
sistors.  Each  of  Leonard's  transis 
tors  can  turn  on  or  off  1010  times 
per  second,  but  they  are  clocked 
at  500  megahertz  to  deliver,  say, 
a  mere  billion  computations  per 
second. 

Now,  let's  turn  to  the  brain's 
"transistors."  It's  been  a  while 
since  I  studied  neurons  for  my 
MIT  undergraduate  thesis  in 
1968  (fortunately  we  can't  find 
copies  of  that  anymore),  and  so 
I  consulted  with  Raymond 
Kurzweil,  a  pioneer  in  artificial 
intelligence,  Tomaso  Poggio,  a 
professor  at  the  McGovern 
Institute  for  Brain  Research  at  MIT,  and 
with  Chris  Diorio,  a  professor  of  comput- 
ing at  the  University  of  Washington. 

In  his  latest  book,  The  Singularity  Is 
Near  (Viking  Adult,  2005),  Kurzweil  shows 
that  transistors  have  come  quite  a  long  way 
since  1968.  Neurons,  on  the  other  hand, 
are  still  pretty  much  the  same.  Intelligent 
design  is  way  faster  than  evolution.  Poggio 
and  his  students  are  now  successfully  using 
transistors  to  emulate  neuron  networks,  in 
particular  those  in  the  visual  cortex  of  the 
brain.  His  computer  software  is  beginning 
to  approach  the  performance  of  the  brain 
in  picking  out  objects  in  a  simple  scene. 
Diorio  studies  how  nervous  tissues  (i.e., 
brains)  work  in  order  to  improve  designs 
for  computers.  His  research  has  resulted  in  I 


FORBES 


MAY  7, 


ltd 


ICf 

Man  I, 

ilatioi  [ 


18  CITATION  BRAVO 
68  CITATION  V  ULTRA 
42  HAWKER  400XP 
16  CITATION  ENCORE 
117  CITATION  XLS/EXCEL 
7  CITATION  VII 
82  HAWKER  800XP 
20  CITATION  SOVEREIGN 
72  CITATION  X 
25  GULFSTREAM  200 
50  FALCON  2000EX/2000 
46  GULFSTREAM  450/400  (GIV-SP) 
16  GULFSTREAM  550/GV 
3  BOEING  BUSINESS  jET 
89  AIRCRAFT  UNDER  MANAGEMENT 


ONLY  NETJETS  OPERATES 
AND  GIVES  YOU  ACCESS 
TO  THE  WORLD'S  LARGEST 
FLEET  OF  PRIVATE  JETS. 


ONLY 

NET} 


N.LY  NETJETS:  MOST  EXPERIENCE  |  MARKET  LEADER  |  WORLD'S  LARGEST  FLEET  |  MOST  AIRCRAFT  TYPES  |  HIGHEST 
\FETY  STANDARDS  |  SUPERIOR  OWNERSHIP  EXPERIENCE  |  GLOBAL  OPERATIONS  |  A  BERKSHIRE  HATHAWAY  COMPANY 

ETjETS  FRACTIONAL  JET  OWNERSHIP  PROCRAMS       THE  MARQUIS  JET  CARD       EXECUTIVE  JET  MANAGEMENT 

NETJETS.COM  1.877.NETJETS 


netw  orks  

BREAKTHROUGHS 


some  early  "synaptic  transistors"  that  learn 
from  their  inputs. 

Kurzweil  and  Poggio  gave  me  some  very 
round  numbers.  They  are  not  responsible 
for  the  fun  I'm  about  to  have  with  them. 

The  brain  does  its  intelligent  computing 
with  10"  neurons,  interconnected  in  a  very 
complicated  network  of  roughly  10lf>  elec- 
trochemical connections,  called  synapses. 
Neuron  synapses  tick  along  relatively  slowly, 
at  abou i  M)  limes  per  second. 

So,  the  brain  and  SC5832  both  have 
10"  computing  elements.  But  the  transis- 
tors  i  Lin  10"  times  faster  than  the  neurons. 
We  might  therefore  easily  assume,  using 
round  numbers  and  neglecting  the  net- 
work effect,  that  the  SC5832's  network  of 
transistors  is  10"  times  as  intelligent  as  the 
brain's  collection  of  neurons. 


configured  with  up  to  8  terabytes  of  semi- 
conductor memory  chips.  But  these  1014 
transistors  don't  compute  or  connect  much. 
It's  hard  to  see  how  adding  them  would 
help  explain  why  the  brain  is  so  much 
smarter  than  the  computer. 

So,  sidelining  glial  cells  and  memory 
transistors,  what  is  the  network  effect  in 
the  brain  when  it  goes  up  against  SC5832? 

Each  transistor  in  SC5832  processor 
chips  connects  directly  to  one,  two  or 
maybe  three  other  transistors.  By  con- 
trast, each  neuron,  with  its  incoming  den- 
drites and  branching  axons,  forms  10'  to 
105  electrochemical  synapse  connections 
with  adjacent  neurons.  Estimates  are  that 
the  brain  of  a  child  has  1016  synapses 
(alas,  the  number  goes  down  with  age). 
So,  the  connections  among  transistors  in 


of  the  brain's  intelligence  is  being  coith 
puted  not  just  along  its  10"  neurons,  buti 
also  at  its  10"'  synapses.  This  means  than 
the  brain  really  has  105  more  networked] 
computing  nodes  than  the  SC5832.  Apply- 
ing my  law's  N2,  which  is  widely  consul 
ered  something  of  an  overestimate  of  the 
network  effect,  the  brain  should  be  10" 
times  more  intelligent  than  the  SC5832,, 
instead  of  104  times  it  seems  to  be.  But  this 
seeming  overestimate  is  easily  accounted! 
for  by  the  fact  that  transistors  are  10''  timesi 
as  fast  as  neurons,  so  that  106  times  10] 
equals  10in.  Bingo:  Metcalfe's  Law  again 
exonerated. 

There  is  one  more  level  to  human  net- 
working. Think  of  networking  not  just! 
synapses  but  entire  human  brains.  There 
are  6.6x1 06  of  us,  and  we  are  rapidly  get- 


 The  network  effect  is  expanding  the  

collective  intelligence  of  the  human  race. 


Not  so.  Kurzweil  estimates  that  the 
human  brain's  networked  intelligence  pro- 
duces the  equivalent  of  10'"  computations 
per  second.  This  is  104  times  more  than 
the  computational  power  of  the  SC5832. 
In  other  words,  the  brain  is  10"xl04,  or 
1010,  times  smarter  than  it  should  be,  just 
counting  computing  elements  and  multi- 
plying their  speeds. 

Could  it  be  that  the  network  effect 
among  synaptically  networked  neurons 
accounts  for  the  brain's  surprising  intel- 
ligence advantage  over  the  s<  5832?  Is  it 
too  much  to  hope  that  Metcalfe's  Law 
might  apply? 

Some  neuroscientists  will  rush  to 
point  out  that  I  have  failed  to  consider, 
among  other  things,  that  the  brain  is 
mostly  not  neurons.  The  brain  also  has 
1012  glial  cells.  And  while  glia  are  hot  in 
neuroscience,  it  is  still  thought  that  they 
don't  do  much  computing  or  communica- 
tion, serving  mainly  to  glue,  feed,  insulate 
and  recycle  the  neurons  they  surround.  It's 
unlikely  they  account  for  much  of  any 
network  effect  among  neuron 

On  the  other  hand,  a  can  be 


the  SC5832  are  on  the  order  of  10",  while 
connections  among  neurons  in  the  brain 
number  10"'. 

But  more  connections  mean  greater 
value — in  this  case,  intelligence.  How 
much  greater  is  the  whole  than  the  sum  of 
its  connected  parts?  The  brain  ends  up 
not  10"  less  intelligent  than  the  SC5832,  as 
we  were  tempted  to  think,  but  104more 
intelligent.  This  is  the  network  effect,  sur- 
prising us  by  a  factor  of  1010. 

How  might  we  have  predicted  such  a 
large  effect?  Metcalfe's  Law  predicts  that 
value  is  roughly  proportional  to  N2.  Try 
squaring  the  connection  advantage  of  the 
brain  over  the  SC5832,  which  is  10\  to  get 
1010.  Done. 

Not  so  fast,  says  Professor  Diorio,  who 
notes  that  I'm  squaring  the  wrong  num- 
ber. Metcalfe's  Law  says  you  square  the 
number  of  computing  nodes,  not  the 
number  of  connections.  Damn. 

On  the  other  hand,  contin- 
ues Diorio  more  kindly,  it's  way 
too  simple  to  say  that  neurons 
compute  and  synapses  connect. 
It's  beginning  to  look  like  a  lot 


ting  better  networked  all  the  time.  The 
Earth  is  a  growing,  "network-effect" 
metabrain. 

Over  the  last  30  years,  using  Moore's 
Law  transistors  and  Metcalfe's  Law  net- 
works, we  have  gone  from  zero  to  109 
people  on  the  Internet.  With  broadband 
deployment,  the  quality  of  an  Internet 
connection  is  going  up  while  costs  go 
down.  Social  networking  is  proliferating 
and  evolving.  New  collaboration  modes 
are  disrupting  science,  media  and  poli- 
tics— for  the  better,  I  think. 

The  network  effect  is  expanding  the 
collective  intelligence  of  the  human  race. 
We  can  hope  that  on  the  whole  we  humans 
are  getting  smarter  by  the  square  of  some 
very  large  numbers.  It's  enough  to  make 
one  optimistic.  F 
Robert  M.  Metcalfe  invented  Ethernet, 
founded  3Com  and  is  a  partner  at  Polaris 
Venture  Partners.  A  recent  func- 
tional magnetic  resonance  image 
lights  up  that  area  of  his  brain 
most  active  when  the  author  was 
asked  to  think  about  his  own 
various  attributes. 
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Sometimes  the  best  place  for  an 
the  middle  of  the  road. 


ie.  The  middle  of  the  road  is  usually  a  dangerous  place.  It's  for  people  who  can't  make  decisions.  So  they  straddle  the 
e  because  they  don't  know  which  way  to  turn.  The  world  of  investing  is  the  exact  opposite.  Here,  the  middle  ground 
'[Wf  is  a  place  between  Large  and  Small  Caps.  A  balance  between  risk  and  reward.  That's  why  there's 
the  MidCap  SPDR.  It's  an  ETF  which  gathers  together  the  precise  middle  of  the  market.  And  lets  you 
ly,  hold  and  sell  it  just  like  a  stock.  Interested?  Then  stop  hopping  around  and  visit  midcapspdr.com.  Find  out  why 
many  investors  have  become  middlemen. 


State  Street  Gwiial  Advisors 

Precise  in  a  world  that  isn't? 


Before  investing,  carefully  consider  the  funds'  investment  objectives, 
risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
and  other  important  information,  call  1.866.787.2257.  Read  it  carefully. 
Fs  trade  like  stocks,  are  subject  to  investment  risk,  including  short  selling  and  margin  account  maintenance,  and  will  fluctuate  in  market  value. 
"SPDR,"  S&P  MidCap  400  "  and  Mil 
duct  offered  by  State  Street  Global  Advisi 

PS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
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Power  Of 
Networks 


The  Internet  has  helped 
shake  up  our  world 
Here's  what  we  can 
look  forward  to  next 


BY  VINTON  G.  CERB 


THIRD  OF  A  CENTURY  AGO  BOB  KAHN 
and  I  were  connecting  different  packet- 
switching  networks — the  first  stirrings  o: 
the  Internet.  Who  knew  that  placing 
powerful,  programmable  assets  into  arj 
interconnected  communication  network  would  be  scj 
unexpectedly  disruptive,  for  good  and  ill?  Consider: 
•  Onetime  receivers  of  information  have  now  become  the 
producers  of  it.  Think  of  e-mail,  blogs,  Web  pages,  instani 
messaging,  YouTube,  Current  TV,  Facebook,  MySpace. 

•  Virtually  any  digital  content  can  be  transported  through  the  Internet  at  playback 
speed  (Google  Video,  Skype,  Vonage)  and  as  file  transfers  (BitTorrent,  Napster).  The 
flat-rate  pricing  of  Internet  connections  challenges  the  a  la  carte  and  content-basec 
pricing  traditional  in  telephone  service,  cable  and  satellite  radio. 

•  The  Internet  has  unleashed  a  flood  of  group  interaction.  E-mail  lists,  multiplayei 
games,  collaborative  working  tools,  group  chat  rooms  are  all  examples  of  many-to- 
many  forms  of  interaction  largely  unavailable  before  the  Internet. 

•  The  global  Internet  permits  the  harvesting  of  the  "long  tail"  of  user  interest  ir 
goods  and  services  without  mass  appeal.  This  was  not  possible  in  a  world  withou 
Ebay  and  Amazon. 

•  Never  in  the  history  of  mankind  has  there  been  such  widespread  and  nearl) 
instantaneous  access  to  such  a  large  quantity  and  variety  of  information — or  such 
clear  evidence  of  the  collaborative  interest  in  the  Internet  user  community  (1 
think  of  them  as  Internauts)  to  share  information.  Wikipedia  and  the  Humar 
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Malaysia 


*LURE 

of  MSC  Malaysia 


MSC  Malaysia  is  fast  emerging  as  a  global  ICT  hub  with  foreign  investors  streaming 
in  and  homegrown  players  increasingly  capturing  global  markets  with  their 
innovative  products  and  services. 

Since  its  establishment  in  the  mid-1990s,  MSC  Malaysia  has  lured  such  international  corporations  as  Shell,  BMW,  DHL,  Dell,  HSBC  and 
many  others  with  a  'best  of  all  worlds'  basket  of  attractive  investment  factors.  Among  them  are  a  track  record  of  political  and  economic 
stability,  a  pro-business  Government,  strategic  location,  world-class  infrastructure,  widespread  use  of  English  as  the  language  of  business, 
cost-competitiveness  and  skilled  manpower. 


A  GOVERNMENT  FOR  BUSINESS 

Malaysia's  Government  has  always  been  an  administration  for 
business.  Through  its  management  agency  for  MSC  Malaysia  -  the 
Multimedia  Development  Corporation  (MDeC)  -  it  provides  one 
of  the  most  investment-friendly  packages  in  the  ASEAN  region. 

MSC  Malaysia-status  companies  enjoy  a  host  of  special 
privileges,  such  as  tax  exemption,  access  to  research  grants,  no 
cap  on  foreign  ownership  and  no  restriction  on  the  employment 
of  foreign  knowledge  workers. 

SPRINGBOARD  TO  REGIONAL  MARKETS 

Malaysia  sits  at  the  crossroads  between  emerging  powerhouses 
China  and  India.  Investors  often  leverage  on  its  strategic 
location  as  a  springboard  into  these  markets  as  well  as  the 
growing  consumer  bases  of  Thailand,  Singapore,  Indonesia  and 
the  Philippines. 

SUSTAINED  COST-COMPETITIVENESS 

Despite  increasing  competition  from  other  Asian  countries, 
Malaysia  has  managed  to  sustain  its  cost-competitiveness. 
Compared  to  other  economies  in  Asia-Pacific,  it  continues  to 
offer  low  rental  rates  and  an  annual  wage  inflation  of  below  5%. 

LARGE  POOL  OF  HUMAN  CAPITAL 

Intended  as  a  catalyst  to  build  a  knowledge  economy,  MSC 
Malaysia  gone  a  long  way  to  fulfill  this  goal  by  creating  a  large 
pool  of  highly-<  ompetent  knowledge  workers. 

Talented,  creative  and  multi-lingual,  the  nation's  human  <  apital 
is  leading  the  way  in  ICT  innovation  and  playing  a  key  role  in 
the  nation's  aspirations  to  be  a  centre  tor  <  realive  multimedia, 
and  outsourr  ing  and  shared  seivii  es. 


GOING  GLOBAL 

Local  innovations  in  ICT  have  made  significant  inroads  into  the 
global  marketplace. 

Malaysian  is  currently  exporting  its  expertise  in  e-Government, 
a  chip-based  identification  and  multipurpose  card,  e-security 
technologies  and  wireless  broadband  solutions  to  regional 
customers. 

GLOBAL  ICT  FORUM  IN  KL 

Come  2008,  Malaysia  will  be  the  point  of  convergence  for  the 
global  ICT  industry,  with  Kuala  Lumpur  hosting  the  World 
Congress  on  Information  Technology  (WCIT  2008). 

The  event  is  expected  to  draw  over  2,500  participants  from 
more  than  80  countries,  bring  together  global  leaders  from 
industry,  business,  government  and  academia  to  impact 
economic  and  social  development  through  the  exchange  of 
policies  and  ideas  on  technology. 

HOME  AWAY  FROM  HOME 

Foreign  investors  have  also  come  to  enjoy  and  admire 
Malaysia's  unique  unity  in  cultural  diversity  and  an  appealing 
lifestyle  that  combines  the  traditions  of  the  East  with  the 
contemporary  ways  of  the  West. 


For  more  information  please  contact: 


—  MALAYSIA  

Spearheading  Trans  formation 

MSC  Malaysia  Client  Contact  Centre  (CMC) 

Multimedia  Development  Corporation  Sdn.  Bhd.  (389346. D) 

MSC  Malaysia  Headquarters,  2360  Persiaran  APEC 

63000  Cyberjaya,  Selangor  Darul  Ehsan,  Malaysia. 

Tel:  +603  8315  3000  Fax:  +603  8318  8519 

Email:  clic@mdec.com. my 


url:  www.msc.com.my 
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Canon 

Future-Focused 

Corporate  Citizen 


People  and  the  Planet:  Precious  Resources 

Canon  is  a  leader  in  business  and  consumer 
imaging  equipment  and  information  sys- 
tems, and  continues  to  expand  its  leader- 
ship in  corporate  social  responsibility  along 
with  its  product  lines.  In  the  Americas, 
Canon's  kyosei  philosophy  of  harmony  between  work 
and  life  energizes  programs  for  children,  future  scientists 
and  the  environment.  A  number  of  innovative  Canon- 
supported  programs  are  helping  to  preserve  and  conserve 
the  planet's  limited  resources  for  future  generations. 


CANON'S  KYOSEI  PHILOSOPHY 

Our  corporate  philosophy,  kyosei,  envisions  all  people, 
regardless  of  race,  religion  or  culture,  harmoniously 
living  and  working  together  into  the  future. 


One  of  these  programs  employs  Canon 
photographic  and  other  cutting-edge  imag- 
ing technology  to  help  manage  national  park 
wildlife  and  ecosystems  at  the  treasured 
Yellowstone  National  Park.  The  education 
and  research  program  "Eyes  on  Yellowstone," 
which  is  made  possible  by  Canon,  has  enabled  strides  in 
conservation  and  endangered  species  protection  at  the 
world's  first  national  park. 


For  years,  Canon's  NU-700N  camera  system,  contains 
under  a  weatherproof  housing,  gathered  valuable  foota; 
of  the  park's  grizzly  bears,  wolves,  bison  and  other  anima 
which  is  still  being  reviewed  by  scientists. 

A  major  effort  to  preserve  the  Yellowstone  photograph 
archives  on  digital  media  will  enable  worldwide  Internl 
access  to  the  work  of  pioneer  photographers  dating  back 
the  1870s.  Through  Canon's  support  of  these  preservatifl 
efforts,  the  wonders  of  Yellowstone's  abundant  and  diver 
wildlife  can  be  appreciated  and  studied  even  by  thoi 
who  never  have  an  opportunity  to  visit  the  pan 
(www.greateryellowstonescience.org/eoyhome.html) 


The  Canon  National  Parks 
Science  Scholars  Program 

Canon,  in  collabora- 
tion with  several  part- 
ners, encourages  doctoral 
students  to  conduct  inno- 
vative research  through 
the  Canon  National 
Parks  Science  Scholars 
Program.  Canon  Scholars 
are  working  in  over  80 
national  parks  through- 
out the  U.S.,  Canada  and 
Latin  America.  Celebrat- 
ing its  10th  anniversary, 
the  program  has  helped 
nurture  the  next  genera- 
tion of  leaders. 


Eight  $80,000  schol- 
arships will  be  awarded 
in  2007  to  Ph.D.  students,  bringing  the  total  number 
students  supported  to  77.  Past  scholars  are  now  workii 
as  ecologists,  university  professors,  national  park  ma 
agers  and  scientific  consultants  in  the  fields  of  conserv 
tion  and  environmental  science,  (www.canonscholars.or 
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At  the  heart  of  Canon's  commitment  to  the  world  community  is  the  belief 
that  we  are  building  a  better  world  for  future  generations.  Our  imaging 
technologies  also  enable  us  to  assist  in  efforts  to  protect  the  environment.  99 

Joe  Adachi,  President  and  CEO,  Canon  U.S.A.,  Inc. 


High  school  students  focus  on 
vital  environmental  issues  when 
they  participate  in  the  Canon 
Envirothon,  one  of  North  America's 
largest  high  school  environmental 
education  competitions.  The  pro- 
gram, celebrating  its  10th  anniver- 
sary this  summer,  engages  more 
than  500,000  students  in  a  yearlong 
irning  process  that  combines  an  in-class  curriculum 
1  th  hands-on  field  experiences. 


Envirothon  exposes 
idents  to  diverse 
vironmental  and  nat- 
al resource  issues, 
osystems  and  topog- 
phy.  The  Canon 
ivirothon  inspires 
ung  people  to  be 
vironmentally  aware, 
tion-oriented  citizens, 
uned  to  the  need  for 
lance  between  quali- 
of  life  and  the  health 
the  environment. 
ww.envirothon.org) 


Canon  has  provided  corporate  support  for  the  award- 
winning  PBS  Nature  series  since  1990.  Produced  by 
Thirteen/WNET  New  York  for  PBS,  Nature  is  public  tele- 
vision's leading  showcase  for  natural  history  and  wildlife 
films.  Canon's  support  also  helps  Nature  provide  educa- 
tional materials  to  every  public  elementary  and  junior 
high  school  in  the  U.S.  (www.pbs.org/wnet/nature) 

N  •  E  *E  ■  T  ♦  F 

The  National  Environmental  Education  &  Training  Foundation 

Every  day  is  Earth  Day  at  Canon,  as  it  demonstrates  lead- 
ership and  commitment  to  positive  progress  in  caring  for  the 
environment.  As  a  supporter  of  the  nonprofit  National  Envi- 
ronmental Education  &  Training  Foundation,  Canon  put  its 
kyosei  philosophy  into  action  once  again  as  the  title  sponsor 
of  this  year's  National  Environmental  Education  Week. 

The  April  15-22  event  leading  up  to  Earth  Day  2007 
was  one  of  the  largest  organized  environmental  education 
efforts  in  the  U.S.  Participants  were  encouraged  to  engage 
in  educational  activities  in  classrooms  and  at  nature 
centers,  museums,  zoos  and  aquariums  with  the  goal  of 
bringing  environmental  awareness  into  people's  daily  lives. 
(www.eeweek.org) 


For  more  information  on  Canon's  Corporate  Social 
Responsibility  projects  benefiting  children  and  the 
environment,  visit  www.usa.canon.com 


Canon 

imageANYWARE 


©  2007  Canon  U.S.A.,  Inc.  Canon  is  a  registered  trademark  of  Canon  Inc.  in  the  United  States 
and  may  also  be  a  registered  trademark  in  other  countries.  IMAGEANYWARE  is  a  trademark  of 
Canon  U.S.A.,  Inc.  All  third  party  trademarks  are  the  property  of  their  respective  owners. 
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Genome  Database  are  but  two  potent  examples. 

•  Social  networking  allows  thinly  distributed  groups  to  dis- 
cover one  another  and  to  make  common  cause.  Politicians 
have  discovered  that  the  Internet  is  a  two-way  street  to  relay 
messages  to  constituents— and  get  them  back!  Fundraising 
and  political  coordination  have  been  raised  to  new  levels 
of  precision  through  the  Internet  and  are  playing  a  visible 
role  in  election  campaigns  (see  story,  p.  94).  Blogging  and 
video-sharing  demonstrate  the  power  of  individual  voices 
to  expose  corruption  and  abuse. 

There  are  dark  sides  we  never  anticipated: 

•  With  more  and  more  information  about  people  avail- 
able online,  the  Internet  exposes  us  to  invasions  of  pri- 
vacy and  identity  theft.  Anonymous  postings  may 
damage  reputations,  and  name  confusion  can  lead  to  a 
great  deal  of  misinformation.  Young  people  have  been 
misled  by  interactions  with  predators;  the  Internet 
makes  it  easy  to  stalk  people. 

•  Hand  in  hand  with  the  privacy  intrusions  are  security 
holes.  Within  a  few  minutes  of  being  placed  on  the 
Internet  a  new  computer  may  be  probed  by  automated 
hackers  seeking  to  identify  new  computer  victims  who 
unwittingly  become  the  host  for  all  sorts  of  pernicious 
activities — sending  spam  and  launching  denial-of- 
service  attacks  among  them. 

Overall,  though,  the  disruptive  aspects  will,  I  believe, 
have  positive  effects,  giving  ample  impetus  to  the  creative 
energy  of  our  global  community.  I  have  said  that  only  1% 
of  all  the  applications  of  the  Internet  have  yet  been 
invented.  What  might  a  few  of  the  other  99%  look  like? 

The  number  of  devices  attached  to  the  Internet  will 
proliferate.  Many  of  them  will  be  household  appliances 
or  office  gadgets.  Some  may  be  installed  in  automobiles 
or  carried  on  our  person,  and  many  may  be  part  of 
widely  dispersed  sensor  networks.  Web-based  inter- 
faces might  be  used  to  allow  users  to  interact  with  and 
control  their  increasingly  capable  and  complex  enter- 
tainment or  office  systems. 

We  will  see  neural  interfaces  to  computer-based 
systems  that  are  the  natural  extension  of  today's 
cochlear  implants.  Some  will  be  sensorineural  (relating 
to  nerves— for  example,  ocular  implants)  and  some  will 
be  sensorimotor  (spinal  implants,  for  instance). 
Whether  we  will  get  a  cognitive  attachment  (a  memory 
implant)  is  still  extremely  speculative.  How  about  a 
brain  backup  every  few  weeks— or  brain  augmentation 
surgery?  While  the  focus  in  the  recent  past  on  neural 
electronics  has  been  on  remediating  impairments, 
there  is  no  reason  why  these  systems  could  not  be  used 
to  enhance  human  capabilities,  just  as  backhoes  and 
calculators  enhance  human  capabilities. 

More  predictable:  self- aware  buildings  and  cars.  They 
will  know  when  they  are  occupied.  They  will  have  the 


Overall, 
disruptive 
aspects 
will  impel 
creative 
energies 
worldwide. 


ability  to  keep  an  inventory  of  contents.  (Hav 
any  of  my  wine  bottles  wandered  off?  Checl 
the  radio  frequency  IDs.)  Many  cars  are  ahead' 
able  to  navigate,  and  some  models  are  aware  a 
their  surroundings,  through  detection  of  nearb 
obstacles  or  other  cars.  Self-guiding  vehicles  an 
a  reality,  thanks  to  the  recent  contest  for  th< 
Darpa  autonomous  vehicle  prize.  It  isn't  hare 
to  project  this  into  a  future  of  self-drivei 
vehicles  and  self-flying  aircraft. 

The  virtual  and  real  worlds  will  merge  s< 
that  Second  Life  (see  story,  p.  76)  will  becom< 
part  of  First  Life.  Virtual  interactions  will  have  real-work 
consequences.  Control  of  the  electrical  grid  and  powe 
generation  systems  could  be  made  to  appear  to  be  part  o 
a  virtual  environment  in  which  actions  in  the  virtua 
space  affect  actions  in  real  space.  If  your  air  conditione 
is  attached  to  the  Internet,  your  utility  might  turn  it  off  tc 
prevent  a  brownout.  Educational  environments  that  mb 
real  and  virtual  instruments  and  places  will  enrich  thi 
learning  experience  of  schoolchildren. 

Personal  health  monitoring  can  be  aggregated  intc 
tracking  entire  populations  to  permit  early  detection  o 
epidemiological  threats  or  important  health  trends 
Such  methods  might  also  increase  the  effectiveness  o 
emergency  treatment  through  controlled  access  to  per 
sonal  health  records.  Planetary  monitoring  and  sensoi 
networks  will  go  a  long  way  toward  understanding  anc 
responding  to  the  threat  of  global  warming. 

Mobile-knowledge  robots  will  mine  the  data  of  the 
Internet,  looking  for  correlations  and  unexpected  patterns 
alerting  humans  to  items  of  interest.  Google  Alerts,  whicl 
are  e-mail  updates  of  relevant  news  items  and  blog  posts 
are  a  prototype  of  such  tools.  Group  alerts  could  become 
the  basis  for  some  forms  of  emergency  management. 

Customization  of  everyday  products  seems  a  likel) 
avenue  for  development.  Capturing  specifications  anc 
turning  these  into  production  orders  is  the  basic  mode 
for  Dell  computers  and  could  easily  be  applied  to  man) 
other  products.  Clothing,  cars,  appliances  of  all  kind: 
seem  likely  candidates. 

Communication  protocols,  programming  languages 
and  operating  systems  have  created  platforms  foi 
innovation  unlike  anything  in  human  history.  Ai 
computing  power,  memory  and  transmission  speeds 
continue  to  increase,  opportunities  to  develop  new 
products  and  services  will  multiply.  Applications  nol 
possible  in  the  past  for  lack  of  such  resources  wil 
become  feasible.  The  Web  will  continue  to  yield  unex 
pected  and  stunningly  useful  services.  Thankfully,  the 
software  frontier  is  endless.  F 
Vinton  G.  Cerfis  vice  president  and  Chief  Internet 
Evangelist  at  Google. 
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Two-thirds  of  the  world 
is  covered  in  water. 
Shouldn't  three-thirds  of 
the  world's  population 
be  able  to  drink  it? 


Water  desalination  from  GE  turns  saltwater  into 
drinking  water  for  areas  that  need  it.  With  such 
an  inexhaustible  supply,  imagine  if,  one  day, 
no  one  need  go  thirsty  again.  It's  all  part  of  our 
blueprint  for  a  better  world. 


imagination  at  work 


ecomagination.com 


i  networks  

BREAKTHROUGHS  Logistics 


it  happened  during  the  Renaissance, 
when  trading  and  merchant  compa- 
nies crisscrossed  oceans;  and  it  hap- 
pened in  the  19th  century,  with  help 
from  railroads  and  telegraphs.  But 
today  it's  happening  faster  than  ever 
before  and  it  means  the  dispersion  of 
products  and  services  of  the  widest 
breadth  imaginable  to  every  corner 
of  the  world. 

We  can  now  get  our  computer 
problems  solved  in  minutes  by  a 
phone  rep  in  India  or  get  a  same- 
day  medical  consultation  by  doc- 
tors in  Tokyo,  London  and  New 
York.  And  we  can  ship  high-tech 
and  high-value-added  goods  within 
one  to  two  business  days,  door- 
to-door,  virtually  anywhere  on 
the  planet. 

We  couldn't  do  any  of  this  with- 
out complex  information  networks. 
FedEx  spends  roughly  $1.5  billion  a 
year  on  information  technology. 
Some  rough  numbers  will  give 
you  an  idea  of  why.  Every  second 
of  every  day  we  have  to  handle 
3,000  transactions,  as  well  as  1,000 
inquiries  on  the  status  of  a  package. 
Orders  go  out  to  70,000  handheld 
devices  carried  by  our  couriers  and 
contractors  and  millions  of  our  cus- 
tomers' desktops.  Every  day  FedEx 
handles  6  million  shipments  around 
the  globe.  We  have  close  to  7,000 
people  in  IT  overseeing  what  Rob 
Carter,  our  chief  information  offi- 
cer, understatedly  calls  "an  intense 
computing  environment." 

Our  networks  link  275,000  team 
members  and  help  operate  677  aircraft 
and  70,000-pius  trucks  worldwide. 
These  systems  have  recently  helped 
deliver  some  unusual  shipments: 

•  Penguins  and  sea  otters  back 
to  their  aquarium  in  New  Orleans 
almost  a  year  after  Hurricane  Kat- 
rina  destroyed  their  home. 

.  504,000  bottles  of  Beaujolais 
Nouveau  from  Lyon-Saint  Exupery 
Airport  to  wine  buyers  in  Japan. 

•  40  tons  of  valuable  a 

from  the  doomed  ocean  liner  R.M.S. 


Titanic,  which  were  marooned  at 
customs  in  Athens,  Greece,  to 
Atlanta,  in  time  for  an  important 
exhibition. 

However,  the  complexity  of 
our  job  is  best  illustrated  in  a 
deceptively  simple  task:  sending 
flowers  to  your  mom  for  Mother's 
Day.  Talk  about  something  that 
absolutely,  positively  has  to  be 
there  overnight.  Let's  follow  that 
order  along  the  physical  network 
of  roads,  airports  and  fiber-optic 
cables,  as  well  as  the  economic 
networks  of  business  partners  and 
social  networks  on  the  Web. 


headed  for  Phoenix.  At  the  Hub  the 
flowers  are  scanned  and  sorted  so 
they  can  make  their  final  destina- 
tion. After  a  cross-country  journey, 
the  flowers  arrive  in  Phoenix.  By 
the  time  they  reach  your  mom  the 
roses  will  have  been  scanned  at 
least  14  times,  so  that  you  can  track 
the  flowers  as  they  move  through 
our  system.  The  roses  are  delivered 
by  a  FedEx  courier  and,  depending 
on  which  service  you  choose,  the 
entire  transaction — from  online 
order  to  signed  box  of  flowers — can 
take  as  little  as  24  hours. 

As  revolutionary  as  it  was  to 


"Smarter"  packages  will  soon 

communicate  to  us  if  

their  environments  chansre. 


You're  in  New  York  City,  and  your 
mom  lives  in  Phoenix.  You  go  online 
to  place  an  order  for  two  dozen  roses 
from,  say,  ProFlowers.com.  (The 
company  is  headquartered  in  San 
Diego,  but  its  roses  may  come  from 
Rio  de  Janeiro  and  arrive,  with 
precustoms  clearance,  in  Miami.) 
ProFlowers  generates  a  shipping 
label  and  notifies  FedEx  Express, 
which  assigns  the  order  a  tracking 
number  and  dispatches  a  courier 
who  scans  that  number,  triggering 
a  notification  event  to  the  FedEx 
and  ProFlowers  networks  and  to 
the  customer  that  the  roses  have 
been  picked  up  in  ProFlowers'  dis 
tribution  center.  Once  in  FedEx's 
hands  the  flowers  will  be  worked 
into  our  network  and  will  head  to 
our  World  Hub  in  Memphis— 
which  accommodates  400  flights 
and  1.5  million-plus  packages  every 
day;  more  than  15,000  employees 
can  sort  up  to  500,000  packages 
an  hour. 

Your  mom's  roses  have  a  dis- 
tinct bar  code  that  signals  they're 


provide  customers  the  visibility  to 
track  packages  online,  which  We 
introduced  in  1994,  customers  now 
expect  such  service.  But  a  pilot  ini- 
tiative we're  working  on  will  soon 
let  you  see  the  progress  on  a  real- 
time basis,  with  the  aid  of  tools  like 
Google  Maps.  Packages  will  become 
"smarter."  That  is,  they'll  be  able  to 
communicate  to  FedEx  if  their 
environments  become  too  hot  or 
too  cold,  or  if  light  has  penetrated 
the  package,  indicating  a  possible 
security  breach.  FedEx  SmartPack- 
age,  or  active  sensor  technology,  has 
the  ability  to  dynamically  locate, 
track  and  provide  information 
about  shipments. 

This  networked  world  makes 
for  interesting  times.  At  FedEx  our 
ultimate  product  is  access.  It's 
always  been  that  way,  since  people 
first  began  trading  with  each 
other.  Except  today  the  network  of 
commerce  is  virtually  everyone, 
everywhere — right  now.  F 

Frederick  W.  Smith  is  chairman, 
president  and  chief  executive  of  FedEx. 
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AT  THE 
BIG  KIDS' 
TABLE. 


E  Hraordinary 


POWER  E*TRADE  PRO  FOR  ACTIVE  TRADERS. 


$6.99-$9.99 

>er  stock  and  options  trade 

75<t 

per  options  contract1 


Get  started  with  100 
commission-free  trades3 


r  EfcTRADE 


5.05 


%  APY 


Click       Call  Visit 


||  nsi 


Complete 
Savings  Account2 

offered  by  E*TRADE  Bank 


(800)731-5226 
getpoweretrade.com 


I  details  and  important  information  about  Power  E 'TRADE,  please  visit  getpoweretrade.com. 

I  "o  qualify  for  $6.99  stock  and  options  commissions  &  a  750  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9.99  stock  and 
<  ions  commissions  &  a  750  fee  per  options  contract,  you  must  execute  10  -  49  stock  or  options  trades  per  month  or  maintain  a  balance  of  $50,000  or  more  in  combined  E*TRADE 
founts  during  a  calendar  quarter.  Qualification  will  be  determined  at  the  end  of  each  quarter.  To  continue  receiving  these  commission  rates,  you  must  requalify  by  maintaining  a 
J  ance  of  $50,000  or  more  in  combined  E*TRADE  accounts  or  by  making  at  least  30  stock  or  options  trades  by  the  end  of  the  following  calendar  quarter. 

The  Complete  Savings  Account  is  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  is  effective  3/14/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a 

v  account.  Withdrawal  limits  apply.  Online  statements  required. 1 

Commission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 
jnmissions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of 
1  trades  ($9.99  for  stock  and  options  trades — plus  an  additional  75?  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of 
*i  a  I  ifyi  ng  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE 
bunts.  Account  must  be  opened  by  December  31,  2007. 

prities  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  EDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank, 
1  are  subject  to  investment  risk,  including  possible  loss  of  the  principal  invested. 

iking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FOIC,  or  its  subsidiaries.  Bank  deposits  are  EDIC  insured  to  at  least  $100,000. 
f TRADE  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies. 

item  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 
12007  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Where  content  is 

king — and 
little-known  talent 
gets  launched 

BY  CHAD  HURLEY 


YouToo 


03 


E  ARE  AT  AN  UN- 
precedented  time  in 
the  history  of  enter- 
tainment media. 
Never  before  has 
the  opportunity  been  so  great  for 
independent  writers  and  actors, 
musicians  and  producers  to  create 
compelling  content  on  par  with  the 
studios,  networks  and  labels.  With 
easy  and  affordable  access  to  cam- 
eras, editing  software  and  comput- 
ing power,  the  playing  field  has 
been  truly  leveled. 

Since  the  site's  earliest  days  we 
believed  YouTube  would  play  an 
important  role  in  this  new  para- 
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/our  future  customers  in  Beijing  are  closer  than  you  think. 

edEx  has  all  the  tools  you  need  to  make  international  shipping  easy.  FedEx  Express 
mips  to  more  than  220  countries  and  territories  worldwide,  including  over  200 
pities  in  China.  And  whatever  your  shipping  needs  are,  FedEx  has  a  solution  that 
jets  you  focus  on  the  things  that  really  matter — like  growing  your  business.  For 
jnore  information,  go  to  fedex.com.  Relax,  it's  FedEx.® 


netwoi 

BREAKTHROUGHS  Content 


KS 


digm.  We  have  built  a  distribution  mechanism  that  has 
an  unrivaled  ability  to  get  content  into  the  hands  of 
consumers  anytime  and  anywhere,  effectively  democ- 
ratizing entertainment.  This  has  been  the  key  to  build- 
ing the  largest  and  most  passionate  community  for 
online  video. 

The  relationship  between  online  video  and  the  big 
media  companies  has  been  in  the  news  a  lot  these  days. 
Many  people  reporting  on  this  seem  to  feel  that  there  is 
a  dividing  line  between  old  media  and  new  media.  We 
don't  see  the  world  in  those  terms. 

We  believe,  and  our  current  content  partners  agree, 
that  we  can  help  these  companies  evolve,  build  their 
audience  and  establish  new  revenue  streams,  enabling 
us  to  enjoy  a  symbiotic  relationship.  We  are  thrilled  that 
so  many  forward-thinking  media  companies  and  con- 
tent creators  have  already  partnered  with  us,  and  we 
expect  these  partnerships  to  be  an  important  part  of 
our  growth  in  the  years  to  come. 

On  the  flip  side,  undiscovered  talents  have  built 
audiences  on  YouTube  big  enough  to  generate  serious 
interest  from  the  traditional  entertainment  v/orld.  Pro- 
duction companies,  talent  agencies  and  record  labels 
are  embracing  this  new  era. 

LisaNova,  YouTube  name  for  the  Los  Angeles 
actress  Lisa  Donovan,  uploaded  her  first  video  to 
YouTube  less  than  a  year  ago.  In  that  short  amount  of 
time  she  has  attracted  a  cult  following.  Her  skits  satiriz- 
ing people  like  Rush  Limbaugh  and  Keira  Knightley 
have  had  a  combined  1 1.4  million  views.  A  network  of 
loyal  fans  anxiously  awaits  each  new  post  and  shares 
those  videos  with  their  friends.  Recognizing  this  pas- 
sionate built-in  fan  base,  Fox's  MadTV  recently  signed 
LisaNova  for  four  episodes. 

YouTube  represents  the  first  time  media  has 
become  truly  democratic  for  both  the  audience  and  the 
content  creators.  For  the  big  established  entertainment 
companies  it's  also  an  opportunity:  It  lowers  the  risk  in 
taking  on  new  talent.  We  believe  YouTube  is  helping 
the  big  media  companies  expand  their  audience  and 
stay  relevant  in  a  marketplace  that  is  changing  quickly. 
The  site  allows  both  sides  to  exploit  a  low-cost  entry,  a 
vast  worldwide  audience  and  an  unlimited  supply  of 
entertaining  content.  It's  the  ultimate  audition  venue. 

Consider  how  the  comedy  team  of  Luke  Barats 
and  Joe  Bereta,  a.k.a.  BaratsAndBereta,  got  their 
start.  The  pair,  who  began  collaborating  in  2003  at 
Gonzaga  University,  had  never  performed  outside 
their  native  Spokane,  Wash,  before  NBC  signed  them 
to  a  one-year  deal  to  develop  series  programming 
in  January.  They  started  uploading  comedy  sketches 
to  YouTube  on  Dec.  28,  2005  and  have  so  far  drawn 
16.4  million  views  for  26  videos  la:     g  from  39  sec- 


LisaNova 
uploaded 
her  first 
video  less 
than  a  year 
ago.  Now 
11.4  million 
fans  have 
seen  her. 


onds  to  5  minutes. 

YouTube  is  more  than  a 
library  of  clips.  It's  also  a  nen 
work  of  audience  members  who) 
B^^K     engage  content  in  a  different) 
JVftl     way  tnan  previously  possible 
f  Wr^^k     a°d  spread  success  stories  by 
jfrE     word  of  mouth.  Some  rise  toj 
*    ^        fame  because  of  one  viral  hit, 
others  build  a  consistent  follow- 
ing over  time. 

In  addition  to  the  stars  we) 
have  had  the  pleasure  of  watch- 
ing rise  to  fame  in  the  past  sev- 
eral months,  there  are  many 
professional  content  creators 
(and  marketers,  for  that  matter) 
who  have  smartly  fashioned 
content  specifically  for  the 
YouTube  community  and  have 
already  begun  to  share  in  the 
revenue  earned  against  that 
content.  We  have  well  over 
1,000  partnerships  with  outfits 
such  as  the  BBC,  the  NBA  and 
Sundance  Channel,  each  of 
which  makes  use  of  YouTube  asi 
a  platform  for  distribution,  pro- 
motion and  monetization  while 
reaching  a  vast  new  audience. 

The  market  for  content  is  now  much  larger  than  it 
was  before,  and  that  expansion  has  put  us  in  a  unique 
position.  No  one  media  company  will  make  or  break 
this  business.  It's  going  to  take  the  thousands,  possibly 
millions,  of  skillful  content  creators  throughout  the 
world  coming  together  in  new  ways  to  build  the 
YouTube  experience  over  the  next  several  years. 

As  this  model  evolves,  we  will  see  benefits  to  the 
creators  and  the  users  that  have  never  been  possible 
before.  We  are  exploring  a  variety  of  options  for  mone- 
tizing this  model,  simiJar  to  the  revenue-sharing  mech- 
anisms we  already  have  in  place  with  our  partners, 
rewarding  our  loyal  community  and  recognizing  the 
most  popular  content. 

In  the  next  three  to  five  years  this  growth  will  only 
increase,  whether  on  mobile  devices,  among  our 
broadly  expanding  international  audience  or  anywhere 
that  people  enjoy  an  online  video  experience.  YouTube 
is  at  the  forefront  of  a  rapidly  emerging  marketplace, 
and  those  who  embrace  this  change,  helping  us  to 
define  and  shape  it,  will  reap  the  greatest  rewards.  F' 
Chad  Hurley  is  cofounder  and  chief  executive  of 
YouTube. 
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four  total  solution  for  all  your  business  needs  is  closer  than  you  think. 

:edEx  Kinko's  Office  and  Print  Center  has  over  1,500  worldwide  locations,  many 
)pen  late.  From  copying  and  printing  to  packing  and  shipping,  FedEx  Kinko's  offers 
a  range  of  solutions  for  all  your  office  needs.  FedEx  Kinko's  helps  save  you  time  and 
noney  so  you  can  focus  on  the  things  that  really  matter  —  like  growing  your  business, 
-or  more  information,  go  to  fedexkinkos.com.  Our  office  is  your  office® 


FecOss  Kinko's 

Office  and  Print  Center 


BREAKTHROUGHS  Community 


QAST  YEAR  TWO  GUYS  IN  LOS  ANGELES  CAME  UP  WITH  AN  ELEGANTLY  SIMPLE 
idea.  Why  not  hit  a  grocery  store,  load  up  on  tortillas,  rice  and  beans,  go  home  to 
make  burritos  and  distribute  them  to  the  homeless?  It's  cheap,  it's  easy  and,  while 
it  may  not  precisely  comply  with  health  code  regulations,  its  an  immediate  way  to 
feed  hungry  people. 

As  they  started  their  work,  what  would  come  to  be  known  as  the  Burrito  Project  acquired  a 
few  more  friends  in  L.A.  who  liked  the  idea,  were  up  for  chipping  in  a  few  bucks  now  and  then 
and  were  excited  to  cycle  around  town  helping  the  homeless. 

The  Burrito  Project  guys  created  a  MySpace  page  (www.myspace.com/burritoproject)  to  share 
their  work  with  others.  Without  spending  a  dime  on  advertising,  their  MySpace  community  grew 


The  MySpace 
Generation 


How  a  project  to  feed  burritos  to  the  hungry 
in  LA.  spread  all  the  way  to  Damascus 

BY  CHRIS  DEWOLFE 
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to  4,800,  and  word  spread  to  other 
cities.  In  short  order  burrito  projects 
were  launched  in  nearby  San 
Bernardino,  Calif,  and  across  the 
country  in  Charlotte,  N.C. 

In  November  MySpace 
launched  the  Impact  Awards 
(www.myspace.com/impactawards), 
a  program  honoring  individuals  and 
organizations  having  a  positive  effect 
on  the  world  through  die  site.  In  just 
days  we  received  tens  of  thousands  of 
nominations  for  deserving  groups,  in- 
cluding dozens  of  nominations  for  the 
Burrito  Project.  The  MySpace  com- 
munity voted  in  overwhelming 
numbers,  and  the  Burrito  Project  was 
a  landslide  winner,  taking  home  a 
$  10,000  check  and  a  hefty  package  of 
promotion  on  our  site. 

As  a  consequence  the  Burrito 
Project  has  gone  global.  There 
are  now  projects  not  only  in 
Phoenix,  Detroit  and  Denver, 
but  also  in  Mexico  City  and 
Damascus,  Syria,  where  MySpace 
users  created  a  Falafel  Project 
(www.myspace.com/falafelproject). 

At  MySpace  we've  expanded 
rapidly  overseas,  launching  in 
more  than  a  country  a  month  since 
June  of  last  year,  but  we  don't  have 
a  site  in  Syria  and  we're  not  yet 
translated  into  Arabic.  Still,  Syri- 
ans learned  about  the  project 
through  MySpace  and  were  moved 
enough  to  act.  All  of  which  just 
blows  me  away. 

People  have  come  to  expect  sto- 
ries about  musicians  or  filmmakers 
who  get  the  big  breaks  because  they 
were  discovered  on  MySpace.  But 
the  mainstream  media  have  so  far 
missed  the  boat  on  the  extent  to 
which  MySpace  serves  as  a  plat- 
form for  doing  good. 

The  generation  that  has  flocked 
to  MySpace  is  thought  by  many  to  be 
so  self-involved  that  it  has  no  idea 
what's  happening  in  the  rest  of  the 
world.  Understandable  judgment, 
perhaps,  but  it  couldn  i 
from  the  truth.  They  c 


community,  and  they're 
actively  engaged  in  civic 
causes.  Young  people 
balance  their  interests 
in  the  latest  fashions 
and  the  hottest'  clubs 
with  intrigue  about 
going  carbon-neutral 
and  concern  for  entire 
villages  being  wiped 
out  in  Darfur. 

We  created  a  site 
and  a  community  that 
offer  a  truly  level  playing  field.  It's 
free,  it's  easy  and  it  has  an  equal 
chance  to  work  for  everyone.  We 
offer  a  democracy  of  ideas  and 
tools  to  communicate  them. 

As  we  create  avenues  for  the 
consumption  of  culture,  we  are 
enabling  people-powered  politics  in 
new  ways.  If  Thomas  Paine  were 
around  today,  he  wouldn't  be 
pamphleteering,  he'd  be  vlogging 
(video  blogging). 

In  January  we  ran  a  contest 
called  MyState  of  the  Union,  ask- 
ing users  to  submit  a  minute  of 
video  giving  their  own  views  on 
what's  going  on  in  our  country. 
A  panel  of  judges  that  included 
former  Senate  Majority  Leader 
Bill  Frist  and  onetime  White 
House  Chief  of  Staff  John  Podesta 
selected  the  best  submissions. 
The  day  before  President  Bush's 
address  our  community  chose 
a  32-year-old  from  Boise,  Idaho 
as  the  winner.  His  message  spread 
through  MySpace,  and  his  ap- 
pearances on  broadcast  and  cable 
news  outlets  allowed  him  to 
reach  a  broad  swath  of  the  Amer- 
ican public  (www.myspace.com/ 
mystateoftheunion) . 

The  recent  launch  of  a  recut 
version  of  Apple's  famous  1984 
advertisement  illustrates  how 
user-generated  video  puts  politi- 
cal power  back  in  the  hands  of 
everyday  people.  The  defining  ad 
of  this  upcoming  political  cycle 
may  not  be  produced  by  a  group 
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of  Beltway  campaign  hands  d  I 
even  this  election's  version  of  th 
Swift  Boat  Veterans — it  will  com 
from  a  young  person  with  a  $10 
digital  camera  and  Final  Cut  soft 
ware  (see  story,  p.  94). 

The  MySpace  generation  is  nc 
reinventing  political  communica 
tion  on  its  own;  modern  day  politi 
cians  are  doing  their  part,  as  well 
The  leading  candidates  fo 
President  have  MySpace  page- 
some  are  offering  users  customize 
banners,  wallpapers  and  new 
feeds,  creating,  so  to  speak,  digita 
yard  signs  for  their  campaigns.  Bu 
unlike  cardboard  posters,  thes 
signs  can  be  interactive,  share* 
virally  and  spread  rapidly  througl 
an  intricately  connected  virtua 
neighborhood. 

The  MySpace  generation  doesn' 
really  read  newspapers  or  watch  ; 
lot  of  television.  This  group  shape 
its  views  of  the  world  through  net 
works  of  friends.  In  past  elections  i 
was  almost  impossible  for  younj 
voters  to  touch  candidates,  to  inter 
act  with  them  directly,  to  get  a  fee 
for  who  they  are.  Now  citizens  o 
the  Web  have  the  chance  to  discove; 
the  issues  by  getting  to  know  candi 
dates  just  as  they  interact  with  theii 
buddies,  as  well  as  with  comedian; 
and  bands.  That's  why  John  McCair 
was  smart  to  post  his  March  Mad- 
ness picks,  and  John  Edwards  die 
well  to  offer  a  candid  behind-the- 
scenes  video  that  didn't  have  ar 
overproduced  feel. 

We  offer  a  far  more  immediate 
and  intuitive  means  of  two-way 
communication  than  has  ever 
existed.  It  has  the  potential  to  re- 
democratize  politics — not  just  in 
America  but  around  the  world. 
This  is  social  networking  at  its  very 
best.  And  we're  only  at  the  very 
beginning.  This  revolution  will  not 
be  televised— it  will  be  Webcast.  It's 
already  happening.  F 

Chris  DeWolfe  is  cofounder  and 
chief  executive  of  MySpace. 
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to  4,800,  and  word  spread  to  other 
cities.  In  short  order  burrito  projects 
were  launched  in  nearby  San 
Bernardino,  Calif,  and  across  the 
country  in  Charlotte,  N.C. 

In  November  MySpace 
launched  the  Impact  Awards 
(www.myspace.com/impactawards), 
a  program  honoring  individuals  and 
organizations  having  a  positive  effect 
on  the  world  through  the  site.  In  just 
days  we  received  tens  of  thousands  of 
nominations  for  deserving  groups,  in- 
cluding dozens  of  nominations  for  the 
Burrito  Project.  The  MySpace  com- 
munity voted  in  overwhelming 
numbers,  and  the  Burrito  Project  was 
a  landslide  winner,  taking  home  a 
$10,000  check  and  a  hefty  package  of 
promotion  on  our  site. 

As  a  consequence  the  Burrito 
Project  has  gone  global.  There 
are  now  projects  not  only  in 
Phoenix,  Detroit  and  Denver, 
but  also  in  Mexico  City  and 
Damascus,  Syria,  where  MySpace 
users  created  a  Falafel  Project 
(www.myspace.com/falafelproject). 

At  MySpace  we've  expanded 
rapidly  overseas,  launching  in 
more  than  a  country  a  month  since 
June  of  last  year,  but  we  don't  have 
a  site  in  Syria  and  we're  not  yet 
translated  into  Arabic.  Still,  Syri- 
ans learned  about  the  project 
through  MySpace  and  were  moved 
enough  to  act.  All  of  which  just 
blows  me  away. 

People  have  come  to  expect  sto- 
ries about  musicians  or  filmmakers 
who  get  the  big  breaks  because  they 
were  discovered  on  MySpace.  But 
the  mainstream  media  have  so  far 
missed  the  boat  on  the  extent  to 
which  MySpace  serves  as  a  plat- 
form for  doing  good. 

The  generation  that  has  flocked 
to  MySpace  is  thought  by  many  to  be 
so  self-involved  that  it  has  no  idea 
what's  happening  in  the  of  the 
world.  Understandable  j 
perhaps,  but  it  couldnt  be  further 
from  the  truth.  They  care  about 


community,  and  they're 
actively  engaged  in  civic 
causes.  Young  people 
balance  their  interests 
in  the  latest  fashions 
and  the  hottest  clubs 
with  intrigue  about 
going  carbon-neutral 
and  concern  for  entire 
villages  being  wiped 
out  in  Darfur. 

We  created  a  site 
and  a  community  that 
offer  a  truly  level  playing  field.  It's 
free,  it's  easy  and  it  has  an  equal 
chance  to  work  for  everyone.  We 
offer  a  democracy  of  ideas  and 
tools  to  communicate  them. 

As  we  create  avenues  for  the 
consumption  of  culture,  we  are 
enabling  people-powered  politics  in 
new  ways.  If  Thomas  Paine  were 
around  today,  he  wouldn't  be 
pamphleteering,  he'd  be  vlogging 
(video  blogging). 

In  January  we  ran  a  contest 
called  MyState  of  the  Union,  ask- 
ing users  to  submit  a  minute  of 
video  giving  their  own  views  on 
what's  going  on  in  our  country. 
A  panel  of  judges  that  included 
former  Senate  Majority  Leader 
Bill  Frist  and  onetime  White 
House  Chief  of  Staff  John  Podesta 
selected  the  best  submissions. 
The  day  before  President  Bush's 
address  our  community  chose 
a  32-year-old  from  Boise,  Idaho 
as  the  winner.  His  message  spread 
through  MySpace,  and  his  ap- 
pearances on  broadcast  and  cable 
news  outlets  allowed  him  to 
reach  a  broad  swath  of  the  Amer- 
ican public  (www.myspace.com/ 
mystateoftheunion). 

The  recent  launch  of  a  recut 
version  of  Apple's  famous  1984 
advertisement  illustrates  how 
user-generated  video  puts  politi- 
cal power  back  in  the  hands  of 
everyday  people.  The  defining  ad 
>t  this  upcoming  political  cycle 
may  not  be  produced  by  a  group 
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of  Beltway  campaign  hands  ( 
even  this  election's  version  of  tr 
Swift  Boat  Veterans — it  will  con 
from  a  young  person  with  a  $1C 
digital  camera  and  Final  Cut  sof 
ware  (see  story,  p.  94). 

The  MySpace  generation  is  n< 
reinventing  political  communia 
tion  on  its  own;  modern  day  polit 
cians  are  doing  their  part,  as  wel 
The  leading  candidates  ft 
President  have  MySpace  page 
some  are  offering  users  customize 
banners,  wallpapers  and  new 
feeds,  creating,  so  to  speak,  digit; 
yard  signs  for  their  campaigns.  Bi 
unlike  cardboard  posters,  thes 
signs  can  be  interactive,  share 
virally  and  spread  rapidly  throug 
an  intricately  connected  virtu; 
neighborhood. 

The  MySpace  generation  doesn 
really  read  newspapers  or  watch 
lot  of  television.  This  group  shape 
its  views  of  the  world  through  nel 
works  of  friends.  In  past  elections  : 
was  almost  impossible  for  youn 
voters  to  touch  candidates,  to  inter 
act  with  them  directly,  to  get  a  fee 
for  who  they  are.  Now  citizens  c 
the  Web  have  the  chance  to  discove 
the  issues  by  getting  to  know  candi 
dates  just  as  they  interact  with  thei 
buddies,  as  well  as  with  comedian 
and  bands.  That's  why  John  McCah 
was  smart  to  post  his  March  Mad 
ness  picks,  and  John  Edwards  die 
well  to  offer  a  candid  behind-the 
scenes  video  that  didn't  have  ai 
overproduced  feel. 

We  offer  a  far  more  immediat 
and  intuitive  means  of  two-wa) 
communication  than  has  eve 
existed.  It  has  the  potential  to  re 
democratize  politics — not  just  ir 
America  but  around  the  world 
This  is  social  networking  at  its  ver) 
best.  And  we're  only  at  the  ver} 
beginning.  This  revolution  will  no 
be  televised — it  will  be  Webcast.  If; 
already  happening.  F 

Chris  DeWolfe  is  cofounder  ana 
chief  executive  of  MySpace. 
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Second  Life  is  a  hot  place  to 

try  out  new  business  ideas 


LIP  ROSEDALE 


ITH  A  GROWING  COMMERCIAL  REAL 
estate  business,  you  are  meeting  with  your 
people  around  a  huge  mahogany  table  to 
discuss  a  proposed  art  gallery.  Everyone 
looks  fairly  human,  but  someone  is  wear 
ing  a  fox  suit,  and  there's  a  guy  who  looks  like  one  of  those 
colonial  marines  from  Aliens.  You  can  learn  a  lot  about 
everyone  this  way — by  seeing  whom  they 
have  chosen  to  become  with  a  few  mousei 
clicks.  You  ask  whether  a  particular  piece  on 
property  has  yet  been  developed,  and  the  per-; 
son  next  to  you  vanishes  into  thin  air  and 
reappears  60  seconds  later  with  a  report;  het 
has  just  gone  "there".  Through  the  windowsi 
you  can  see  a  gigantic  blimp  cruising  by,  try- 
ing to  steal  your  employees  with  video  ads  of 
job  offers.  It  can't  come  into  your  office,  but  it 
can  hover  at  the  edge.  A  model  of  the  gallery 
floats  in  the  center  of  the  table  for  everyone 
to  inspect. 

You  are  the  only  one  in  the  group  who  lives  in  the  U.S. 
Your  most  trusted  partner  is  someone  you've  never  met 
face-to-face:  a  20-year-old  woman  from  Portugal.  There  is 
more  laughing  and  fun  than  in  a  normal  meeting,  and  bad 
ideas  don't  live  as  long.  The  room  is  paneled  with  live 
screens  showing  every  detail  of  the  business  and  painfully 
accurate  readouts  of  how  everyone  is  doing  with  different 
aspects  of  the  project.  You  have  known  them  only  a  few 
months  and  probably  won't  work  together  longer  than 
another  six,  but  you  will  have  learned  more  about  collabo- 
ration, communication  and  culture  than  you  would  in  a 
half-dozen  years  in  New  York. 

This  isn't  the  Matrix,  but  it's  in  the  same  neighbor- 
hood. This  virtual  world,  where  3-D  software  and  broad- 
band networking  let  you  download  a  small  application 
that  transports  you  to  the  surface  of  a  new  planet,  is  a  dig- 
ital re-creation  of  reality,  where  everything  you  see,  like  the 
Web,  is  owned  and  created  by  hundreds  of  thousands  of 
people  from  around  the  world.  But  unlike  the  Web,  this  is 
a  living  space  filled  with  other  real  people  behaving  much 
as  they  do  in  the  real  world.  In  other  words,  it's  a  lot  more 
than  a  videogame.  It's  a  place  where  real  companies  and 
real  entrepreneurs  can  try  out  new  product  designs,  hold 
press  conferences  and  get  feedback  from  customers.  You 
can  go  on  to  Second  Life  and  test-drive  a  Toyota  Scion. 

In  the  world  of  Second  Life,  a  rich  network  connects 
innovators  and  their  ideas  to  help  each  other  create  better 
products.  Here,  a  Los  Angeles  toymaker  prototypes  new 
toys;  a  violinist  from  London  becomes  a  successful  virtual 
architect;  an  entrepreneur  sets  up  a  business  to  create  real- 
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Revel  in  the  Experience 


Fractional  Jet  Owners 


Round-the-clock  access  to  an.entire  fleet  of  new  Bombardier  Challenger'  and  Learjet'  aircraft. 

The  flexibility  to  fly  the  exact  hours  you  need  with  all  the  ownership  benefits  you  desire. 

All  the  details  handled  for  you.  At  a  fraction  of  the  cost  of  traditional  private  jet  ownership. 

Enjoy  the  most  flexibility  in  fractibnal  ownership.  For  all  the  moments  that  truly  matter. 


Call  1-800-FLEXJET  or  visit  flexjet.com. 


BOMBARDIER 

FLEXJET 


FLY  LESS  THAN  50  HOURS  PER  YEAR?  CHOOSE  THE  FLEXJET  25^  JET  CARD  -A  FLEXJET  EXPERIENCE  25  HOURS  AT  A  TIME.' 

'OPERATED  BY  JET  SOLUTIONS,  LLC  S.2007  Bombardier  Inc.  *Tradenwk(i)ol  Bombardier  and  its -subsidiaries  and  Jet  Solutions,  LLC.  Flexjet25  program  terms  and  conditions  apply.  Flexjet25  program  is  operated  under  FAR  Part  135  by  Jet  Solutions,  LLC. 
^  2007  Bombardier  Inc. 'Trademarks)  of  Bombardier  inc.  or  its  subsidiaries.  Call  Flexjet  for  terms  and  conditions. 
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world  3-D  replicas  of  your  avatar  (or  onscreen  alter  ego)  to  sit  on 
your  desk;  and  a  Brooklyn  supermarket  manager  quits  his  job  to 
design  virtual  clothing  full-time  using  the  name  Crucial  Armitage. 
Second  Life  has  become  a  sort  of  singles  bar  for  entrepreneurs— an 
inexpensive  place  to  test  your  ideas  and  show  your  results  to  other 
like-minded  people. 

How  do  you  join?  Go  to  the  site,  register  with  your  avatar  and 
go  to  an  orientation  island  to  meet  other  new  members  and  find 
out  how  to  navigate,  dress  yourself  and  buy  and  sell  virtual  goods 
and  services.  You  can  buy  an  island  and  set  up  a  golf  course,  movie 
theater,  hotel,  summer  camp— to  have  fun  or  make  real  money. 

There's  a  virtual  economy  underlying  this  phantom  world. 
To  buy  and  sell  things,  you  first  acquire  Linden  dollars  on  the 
Lindex,  a  currency  exchange  market:  Hand  in  a  real  U.S.  dollar 
(via  PayPal  or  a  credit  card)  and  you  get  266  Linden  dollars. 
That's  a  free-market  price  determined  by  supply  and  demand, 
just  as  in  the  real-world  market  for  yen  and  euros. 

What  would  L$266  buy?  A  couture  outfit,  a  car,  a  pair  of  boots, 
a  sofa  or  a  small  house.  A  16-acre  island  costs  $1,695  of  real 
money;  from  there  you  can  promote  real  goods  and  services. 

Every  object  in  Second  Life  starts  with  a  cube — a.k.a.  a  "prim- 
itive," or  "prim" — that  you  can  stretch  or  bend  into  any  shape;  we 
provide  the  3-D  modeling  tools.  If  you  create  a  pen,  say,  you  can 
choose  to  copy  it  for  sale.  Your  buyer's  Linden  dollars  go  into  your 
virtual  account.  To  pull  real  dollars  out  of  Second  Life,  you  can  sell 
them  on  the  Lindex.  Over  the  last  year  the  number  of  people 


programmers  employed  by  Linden  but  also  by  the  thousands 
computer-skilled  participants  who  have  contributed  bits  of  codel 

Flying  machines  in  Second  Life  illustrate  the  point.  In  earl 
2004  Linden  released  a  set  of  programming  interfaces  that  woujl 
allow  users  to  take  any  object  you  were  sitting  on  and  turn  it  intal 
"vehicle."  It  could  move  over  the  ground  or  through  the  air  whil 
realistically  responding  to  mouse  or  keyboard  controls.  We  release! 
two  very  primitive  vehicles — a  motorcycle  and  a  flying  surfboard- 
that  were  freely  transferable  between  users  and  contained  progranl 
ming  code  (in  the  Linden  scripting  language,  which  is  comparabl 
to  C++)  that  everyone  could  examine.  It  was  very  easy  to  pel 
the  hood  and  start  making  changes,  modifying  the  hoverboan 
say,  to  fly  like  an  airplane.  That's  just  what  was  done  by  an  intrepil 
software  writer  working  under  the  screen  name  Huns  Valen.  L| 
created  a  Flying  1.0  program  that  modified  our  original  example 
to  allow  nice  airplanes  to  be  made— and  gave  it  away. 

Three  years  later  thousands  of  derivations  of  those  origin;) 
programs  exist.  There  are  vertical  takeoff  and  landing  aircraft  wit  j 
heads-up  displays — think  of  those  simulations  on  fighter-j«| 
screens — and  rocket  launchers.  You  can  buy  a  glider  or  fly 
dragon  with  wings.  Although  the  physics  simulation  currently  i| 
Second  Life  isn't  accurate  enough  to  help  design  real  airplanes,  itl 
easy  to  imagine  how  this  might  be  possible  in  the  near  future. 

Information  about  how  to  modify  and  create  ever  morl 
sophisticated  machines  spreads  quickly  in  Second  Life.  For  everi 
clever  new  idea,  at  least  one  designer  is  willing  to  serve  up  his  codl 


Second  Life  is  sort  of  a  singles  bar  for  entrepreneurs. 


receiving  money  for  goods  and  services  from  others  in  Second  Life 
has  jumped  sevenfold  to  209,000.  Recently  the  total  (virtual) 
money  supply  was  L$1.9  billion. 

The  real-world  San  Francisco  firm  that  developed  SL,  Linden 
Lab,  gets  its  real  dollars  in  three  ways:  selling  virtual  real  estate 
(islands,  plots  of  land,  a  city  block,  for  example);  monthly  fees, 
which  range  from  $10  to  $295,  to  "maintain"  a  piece  of  property; 
and  a  small  fee  on  currency  exchange  transactions.  Participants 
who  merely  visit  without  owning  property  pay  nothing. 

The  world  inside  the  host  computers  is  an  ideal  environment 
for  entrepreneurs,  who  can  expect  low  barriers  to  market  entry, 
few  natural  monopolies  and  an  ability  to  rapidly  develop  new  ideas 
that  can  turn  into  real  products  and  services.  American  Apparel, 
for  example,  opened  a  store  that  let  members'  avatars  try  out 
clothes— and,  via  a  link,  to  buy  them  in  real  life. 

Transparency  and  reuse  of  content  make  Second  Life  more 
hospitable  to  innovation  than  real  life.  It  is  very  easy  to  see  how 
your  neighbor's  business  is  doing  and  to  share  product  ideas. 
Many  interactive  objects  in  Second  Life  (for  example,  a  wristwatch 
with  moving  hands  that  tells  the  correct  time)  are  built  on  small 
chunks  of  scripted  code  that  can  easily  be  passed  among  builders. 
For  just  about  every  interesting  type  of  interactive  content,  there  is 
someone  hosting  a  "sandbox"  with  free  examples  that  innovators 
can  work  from.  Seconu  Life  is  being  built  not  just  by  the  dozens  of 


for  the  fun  of  being  remembered  as  the  guy  who  seeded  the  desig 
community.  For  example,  within  weeks  of  our  introducing  heads 
up  display  technology  a  designer  screen-named  Yadni  Mond 
started  giving  away  an  editable  "emote"  heads-up  display  that  let 
your  avatar  change  facial  expressions.  Such  altruism  can  pay  of! 
You  might  parlay  a  giveaway  into  a  great  programming  job. 

Second  Life  competes  in  many  ways  with  the  real  world 
offering  better  ways  to  collaborate,  meet  people  and  build 
things.  In  the  past  few  months  4,000  IBMers  have  flooded  into 
Second  Life  to  brainstorm,  hold  meetings  for  workers  dispersec 
around  the  globe  and  prototype  new  shopping  experiences  foi 
customers.  Starwood  Hotels  tried  out  its  upcoming  Aloft  hotel; 
by  building  one  in  Second  Life  and  hosting  virtual  parties  when 
"guests"  wandered  through  the  hotel  and  gave  design  feedback 
Most  inspiring,  thousands  of  people  from  all  over  the  world  are 
making  a  secondary  income,  creating  businesses  and  selling 
things  in  Second  Life  with  no  more  required  of  them  than  theii 
own  ingenuity  and  a  PC.  With  the  introduction  of  new  tech- 
nologies like  3-D  voice,  which  will  let  SL  residents  speak  to  each 
other,  and  Web  integration,  the  virtual  lab,  with  its  low  costs  anc 
cross-fertilizing  possibilities,  becomes  an  ever  more  attractive 
alternative  to  old-fashioned  reality. 

Philip  Rosedale  is  the  founder  and  chief  executive  of  Linden  Lab. 
which  produces  Second  Life. 
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BREAKTHROUGHS 


Green  Tech 


EVEN  YEARS  AGO  OUR  VENTURE  CAPITAL  PARTNERSHIP,  KLEINER  PERKINS 
Caufield  &  Byers,  began  investing  venture  capital  in  green  technology  startup 
companies.  Notable  early  investments  were  in  Bloom  Energy,  a  manufacturer 
of  solid  oxide  fuel  cell  power  systems,  and  Miasole,  a  second-generation  (that  is, 
thin-film)  solar  cell  company 
Two  years  ago  the  growing  evidence  of  climate  crisis  caused  us  to  recognize  the  urgent  need  for 
massive  innovation  and  investment  in  clean  and  sustainable  uses  of  energy.  The  transformation 
required  to  address  this  global  problem  will  be  huge — replacing  the  inefficient  capital  equipment 
that  powers  the  world  will  likely  be  the  single  largest  economic  opportunity  of  the  21st  century. 

Such  a  change  will  not  be  easy,  but  we  know  it  is  possible.  The  Internet 
represents  a  similar  disruptive  burst  of  energy  and 
creativity,  where  we  helped  visionary 
entrepreneurs  create  companies  like 
America  Online,  Netscape,  Ama- 
zon and  Google. 

To  quickly  scale  up  our  green 
investing  we  built  a  network  of 
experts  to  help  identify  and  prose- 
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Can  green  technology 
save  the  planet^ 

BY  JOHN  DOERR  AND  BILL  JOY 
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We  can't  put 
all  our  energy 
in  one  barrel. 


Preparing  for  the  new  energy  future  means 
building  a  diverse  portfolio.  Over  the  last  five 
years,  we've  invested  $30  billion  in  U.S.  energy 
supplies,  like  cleaner  burning  natural  gas.  Moving 
beyond  the  barrel,  we're  investing  up  to  $8  billion 
over  10  years  in  solar,  wind,  natural  gas  and 
hydrogen  to  provide  low  carbon  electricity. 
We're  also  firmly  planted  in  biofuels,  working 
with  DuPont  to  create  an  advanced  generation  of 
biofuels  made  from  corn,  wheat  and  other  crops. 
It's  a  start. 
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cute  the  most  pressing  problems  and 
opportunities.  We  call  it  the  Green- 
tech  Innovation  Network  (GIN). 

For  35  years  we  have  been 
assembling  such  networks  of  sea- 
soned entrepreneurs  and  business 
and  technical  experts  to  help  us 
quickly  understand  new  industries 
and  anticipate  opportunities.  These 
networks  also  help  provide  new 
ventures  with  the  assistance  they 
need  to  grow  and  become  durable 
enterprises.  We  have  developed 
such  networks  for  areas  as  diverse  as 


first  60  members  of  the  network. 
We  organized  around  five  themes: 
electricity  generation,  electric  use 
efficiency,  transportation  fuels, 
transportation  efficiency  and  pub- 
lic policy. 

Some  key  takeaways  from  this 
first  meeting:  Less  than  5%  of 
energy  comes  from  clean  renew- 
ables;  more  than  half  of  all  energy 
is  wasted  as  unused  heat  or  trans- 
mission losses;  reducing  greenhouse 
gases  requires  a  focus  not  only  on 
renewables  and  conservation  but 


as  a  forum  for  open  exchange  leac 
ing  to  action.  At  the  end  of  our  fir: 
meeting  one  member,  Bob  Epsteir 
a  Berkeley  engineer  who  started  th 
database  company  Sybase,  said 
"the  single  most  important  thing  w 
must  do  is  to  encourage  Californi 
policymakers  to  develop  a  market 
based  system  of  incentives  an 
mandatory  caps  on  greenhous 
gases."  So  in  August  of  last  yea 
eight  GIN  members  went  to  Sacra 
mento  and  lobbied  eight  undecide 
legislators  to  vote  in  favor  of  th 
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semiconductors,  personal  comput- 
ing, the  Internet  and  the  life  sci- 
ences. These  innovation  networks 
are  a  key  ingredient  in  what  we  call 
"relationship  capital."  There's  more 
to  venture  capital  than  a  checkbook. 

To  launch  GIN,  we  called  several 
"spiders" — leaders  highly  connected 
in  the  green  technology  and  policy 
worlds.  We  asked  them  to  identify 
the  best  and  brightest,  people  who 
could  work  together  to  hasten  the 
pace  of  green  innovation.  GIN  was 
thus  built  from  a  database  of  policy- 
makers, scientists,  inventors,  entre- 
preneurs and  executives  and,  most 
important,  other  spiders  with  addi- 
tional rich  webs  of  relationships. 

We  held  our  fir  meeting 
in  May  2006,  bringing  together  the 


also  on  efficient  transportation  and, 
especially,  on  cleaning  up  emissions 
from  coal.  Critically  important,  also, 
is  that  breakthroughs  are  most  likely 
to  emerge  at  the  intersection  of  dis- 
ciplines— for  example,  the  overlaps 
among  physics,  chemistry,  biology 
and  engineering.  And  there's  enor- 
mous potential  for  new  discoveries 
at  very  small  (nanometer-length) 
scales. 

One  of  the  big  surprises  at  the 
meeting  was  to  hear  just  how  much 
policy  matters.  Many  of  the  techni- 
cal experts  wandered  out  of  their 
sessions  to  join  the  policy  group  to 
discuss  how  to  accelerate  innova- 
tion of  green  technologies.  We 
designed  GIN  not  as  a  conference 
where  you  sit  and  listen,  but  rather 


Corn  stalks  are 
the  basis  of 
cheap  biofuels; 
Artemisia 
annua,  from 
which 

artemisinin,  an 
antimalarial 
drug,  can  be 
extracted. 


Global  Warming  Solutions  Act. 
Seven  of  these  eight  voted  in  favor. 
California  thereby  became  the  first 
state  to  mandate  a  25%  reduction 
of  CG-2  by  2020. 

To  understand  where  innovation 
could  improve  energy  efficiency,  we 
created  a  technology-innovation 
map  highlighting  several  dozen  op 
portunities.  In  electricity  generation, 
for  example,  we  focused  on  renew 
ables  such  as  wind  power  (on  both 
large  and  small  scales)  and  solar 
power  (both  photovoltaic  and  ther- 
mal), as  well  as  ways  to  sequester  the 
CO2  generated  by  coal-fired  power 
plants  (for  example,  by  pumping  it 
deep  underground).  For  each  of 
these  areas  we  then  developed  a  net 
work  of  technical  and  policy  experts, 
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u  GIN  thus  becoming  a  network  of  net- 
works.  All  this  was  greatly  aided  by 
ia  the  fact  that  our  partnership  was  al- 
;  ^  ready  seeing  hundreds  of  interesting 
41  green-tech  business  plans  each  year, 
giving  us  the  opportunity  to  dig  deep 
and  use  our  networks  to  evaluate  real 
venture  plans. 

GIN  has  helped  us  identify  key 
technical  trends:  the  use  of  nano- 
materials  for  the  inorganic  catalysis 
of  chemical  reactions;  the  harnessing 
of  previously  known  but  unex- 
ploited  nanometer-scale  physical 


effects  (such  as  quantum  confine- 
ment in  nanowires);  ways  (using 
both  software  and  hardware)  to 
make  buildings  more  energy  effi- 
cient; reduction  of  power  in  com- 
puters, both  personal  and  server 
farms;  and  the  use  of  genetic  engi- 
neering to  turn  microbes  into  chem- 
ical factories. 

Look  at  the  positive  effects  that 
networks  and  overlapping  disci- 
plines are  having  on  Amyris 
Biotechnologies,  a  three-year-old 
company  in  Emeryville,  Calif, 
which  we  funded  in  2006.  In  creat- 
ing Amyris,  UC,  Berkeley  chemical 
and  biological  engineering  professor 
Jay  Keasling  brought  together  three 
other  founders,  with  backgrounds  in 
bacteriology,  biophysics  and  chemi- 


cal engineering.  Its  breakthrough 
process  to  make  artemisinin,  an 
important  antimalarial  drug,  more 
affordable  has  led  to  a  radical  new 
way  to  make  better  biofuels  out  of 
sugar  feedstocks.  The  investors  and 
founders  then  recruited  the  chief 
executive  from  BP  North  America, 
the  vice  president  of  business  devel- 
opment from  Pixar  and  the  patent 
lawyer  from  a  biotech  company.  At 
last  count  the  company  was  recruit- 
ing talent  from  ten  different  indus- 
tries, all  by  leveraging  the  networks 
of  the  founders,  investors  and 
employees. 

We've  also  invested  in  Mascoma, 
which  aims  to  make  renewable  fuels 
from  sugars  as  well  as  from  cheaper 
and  more  abundant  cellulosic  mate- 
rials like  corn  stover  and  wood 
chips.  Complementing  the  new 
renewable  fuels  will  be  exciting 
innovations  in  transportation  effi- 
ciency, such  as  serial  hybrids  (elec- 
tric vehicles  with  a  small  engine  to 
help  generate  onboard  electricity) 
and  novel  ways  to  strip  weight  out  of 
automobiles  without  reducing  their 
safety. 

So  far  we  have  allocated  $200 
million  to  our  Greentech  initiative 
and  have  made  14  investments  in 
green  technology  companies.  We've 
made  a  difference  in  Sacramento 
and  are  moving  to  lobby  in 
Washington  for  sound  national  pol- 
icy to  regulate  greenhouse  gases. 
We're  continually  updating  our 
innovation  maps  to  show  what  we 
know  and  don't  know. 

The  Greentech  Innovation  Net- 
work is  meeting  again  in  July.  There's 
a  lot  more  to  be  done.  We  firmly 
believe  that  by  using  the  power  of 
networks  and  innovation  we  can 
help  move  our  economy  much  more 
quickly  to  a  renewable  and  efficient 
future.  F 

John  Doerr  (johnd@kpcb.com) 
and  Bill  Joy  (billj@kpcb.com)  are 
partners  at  Kleiner  Perkins 
Caufield  &  Byers. 
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Adam  Smith: 


unkie 


He  may  not  have  imagined 
Amazon  and  Google.  But  the  old 
boy  anticipated  that  everything 

would  depend  on  freedom 


BY  P.J.  O'ROURKE 


WONDER  IF  THE 
know-it-alls  at 
Wikipedia  realize 
that  the  Internet  was 
fully  described  and 
completely  understood  more  than 
200  years  ago  by  Adam  Smith, 
founder  of  free  market  economics. 
And  Smith,  I'm  almost  certain, 
knew  less  about  computers  than  I  do 
(and  I  can't  get  Dora  the  Explorer 
from  the  Washington  Monument  to 
the  Lincoln  Memorial  without  tech 
support  from  my  6-year-old). 

In  The  Wealth  of  Nations,  pub- 
lished in  1776,  Adam  Smith  explained 
the  three  factors  that  constitute  the  free 
market  pursuit  of  self-interest,  division 
of  labor  and  freedom  of  trade.  There 
you  have  the  Internet  without  so 
much  as  a  mouse  click.  Each  log-on 
is  nothing  but  the  pursuit  of  something 
in  which  some  self  has  an  interest.  If 
the  labor  that  produces  the  Internets 
content  weren't  divided,  the  only  Web 
site  you  could  visit  would  be  your  own. 
And,  as  for  freedom  of  trade,  that's 
what  put  the  net  in  the  Internet  The 
free  market  is  an  enormous  network 
of  voluntary  association  that  allows  the 
unfettered  exchange  of  goods,  services 
and  ideas  through  routes  that  are  more 
complex  and  unpredictable  than 
MapQuest's. 

The  Internet  is  not  a  wonderful 
new  world.  The  Internet  just  is  a  nat- 
ural extension  of  the  free  market.  All 
the  freshly  invented  gizmos  necessary 
to  operate  the  Internet  make  it  seem 
novel  and  exciting.  Plus  the  Internet 
encompasses  nearly  everything  in 
our  solar  system.  But  so  does  the  orbit 
of  Pluto.  Pluto  seemed  novel  and  ex- 
citing in  1930  when  it  was  discovered 
by  the  astronomer  C.W  Tombaugh, 
who  thereby  became,  more  or  less,  the 
Al  Gore  of  that  planetoid. 

The  Internet  would  be  as  remote 
and  lifeless  as  Pluto  if  it  had  turned 
out  to  be  the  satellite  of  academia 
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and  government  bureaucracy  that  Gore  thought  it  was.  But  the 
Internet  immediately  entered  the  much  larger  and  more  power- 
ful gravitational  field  of  the  marketplace. 

What's  exciting  about  the  Internet  is  not  some  false  dawn  of  a 
digital  age.  Peering  over  the  shoulders  of  my  wife  and  children  as 
they  Google  their  wits  away,  this  looks  about  as  interesting  as  Bill 
Gates'  fashion  sense.  What's  exciting  is  the  Internet's  contribution 
to  the  free  market's  freedom. 

The  free  market  is  more  than  a  place  to  shop;  it  is  an  enormous 
network  of  voluntary  association.  The  free  market  fosters  civil, 
political  and  personal  liberties  as  well  as  the  Ebay  kind.  Markets 
are  the  vital  organs  of  freedom.  They  are  the  viscera  of 
voluntary  association.  Without  markets,  freedom  is  just  a  puddle  of 
offal  and  blood.  And  the  Internet  quickly  and  cheaply  expands  this 
network  of  voluntary  association,  adding — with  its  own  invisible 
hand— miles  of  blood  vessels,  nerves  and  vital  parts.  The  Internet 
gives  the  free  market  more  guts. 

The  importance  of  voluntary  association  to 
freedom  cannot  be  overstated.  Liberty  is  a  social 
condition.  Humans  need  other  humans  to  exist. 
Reproduction  itself  requires,  at  the  very  least, 
the  lab  technicians  at  the  cloning  clinic.  Liberty 
is  social,  yet — and  this  is  a  big,  ugly  yet,  a  Yeti  of 
a  yet — society  is  not  libertarian. 

Families,  religions  and  businesses  are 
famously  bossy.  Even  the  most  democratically 
elected  governments  spew  edicts  and  injunc- 
tions. The  social  structure  pushes  us  around 
at  home,  school  and  office  and  stops  us  in 
our  cars  to  sniff  our  breath  for  cocktails  and 
inspect  our  ears  for  cell  phones.  The  only 
escape  from  society's  Draconian  rule  is  in  our 
network  of  voluntary  association,  our  World  Wide  Web,  if  you  will. 
The  old-fashioned  name  for  this  is  friends. 

The  problem  is  to  make  enough  friends  to  gain  and  keep  our 
freedom.  Think  back  to  the  almost  pathologically  friendly  Bill 
Clinton.  Even  he  found  that  friendship  has  its  limits  or,  rather,  his 
friends  found  that  they  had  theirs  and  a  lot  of  legal  bills  as  well.  In 
The  Wealth  of  Nations  Adam  Smith  said  that  an  individual  "stands 
at  all  times  in  need  of  the  co-operation  and  assistance  of  great  mul- 
titudes, while  his  whole  life  is  scarce  sufficient  to  gain  the  friend- 
ship of  a  few  persons." 

Smith  saw  that  the  free  market  answered  liberty's  need  for  a 
larger  network  of  voluntary  association.  The  pursuit  of  self- 
interest  means  that  the  free  market  has  built-in  incentives  for 
network  maintenance  and  expansion.  You  can't  mortgage  a  friend. 
Buying  friends  is  problematic.  Selling  a  friend  is  illegal  in  most 
places.  The  Internet  thus  adapts  to  market  principles.  Hello, 
pop-up  ads;  farewell,  open-source  programming.  The  Internet 
idealists  are  doubtless  benevolent  creatures.  So,  perhaps,  was  the 
apatosaurus.  Said  Adam  Smith,  "It  is  not  from  the  benevolence  of 
the  butcher,  the  brewer,  or  the  baker,  that  we  expect  our  dinner, 
but  from  their  regard  to  their  own  interest." 


You  can't 

send  a 
punch  in 
the  nose 
down  a 
DSL  line. 


The  most  ideally  conceived  and  perfectly  executed  politi< 
systems  (such  as  those  devised  by  the  Internet's  wise,  deep  a 
knowing 'political  bloggers)  cannot  give  us  the  freedoms  that 
get  from  the  free-market  network.  Networks  are  self-organizi 
and  are  therefore  resistant  to  pressure  from  those  interferi 
types — politicians — who  want  to  organize  things.  Since  n< 
works  are  self-organizing  they  are,  like  all  do-it-yourself  projec 
a  mess.  This  makes  networks  too  hard  for  any  one  person 
understand,  let  alone  dominate.  Most  of  our  lives  are  spent 
channels  or  chains  of  command  or  circuits.  (And  usually  t 
circuit  has  someone  in  it  with  a  wire  loose.)  Networks  release 
from  this.  We  are  presented  with  numerous  alternative  conne 
tions.  On  the  Internet  these  connections  are,  without  intendi 
a  pun,  virtually  unlimited.  We  can  take  our  business  elsewhe 
or  be  that  elsewhere  by  starting  a  business  of  our  own.  Nej 
works  aren't  egalitarian.  Michael  Dell  always  will  be  a  bigg 
node  than  we  are.  But  networks  aren't  hierarchal,  either.  Ther 
no  top  and  bottom  to  them,  no  magnet 
north  of  authority.  It's  all  side-to-side  ar 
back  and  forth.  Detours,  shortcuts  and  wor 
arounds  make  a  network. 

And  networks  are  what  make  the  free  ma 
ket  moral  as  well  as  free.  The  only  way  to  get  tl 
members  of  the  free  market  to  make  the  detou. 
take  the  shortcuts  or  work  the  work-arounds 
by  persuading  them.  In  a  voluntary  associatic 
force  is  not  an  option.  Every  free  market  transa 
tion  is  both  an  exercise  in  liberty  and  an  exhit 
tion  of  respect  for  the  liberty  of  others. 

Alas  for  such  high-flown  sentiments,  for 
does  come  to  market.  The  bad  guys  ride  in 
Freedomoftradeburg  and  rob  banks,  shoi 
bystanders,  sass  the  schoolmarm,  throw  citizens  through  tl 
saloon  windows,  rustle  cattle  and  set  hay  wagons  on  fire.  This, 
turn,  causes  the  good  guys  to  ride  into  town  and  institute  bankir 
regulation,  gun  control,  sexual  harassment  statutes,  building-coc 
provisions  for  safety  glass  installation  in  commercial  establisl 
ments,  USDA  livestock  inspections  and  federally  mandated  hi 
wagon  flammability  standards.  It's  hard  to  tell  who  does  the  mo 
damage  to  the  voluntary  association  of  the  free  market. 

That's  the  paradox  of  voluntary  association:  The  person, 
liberty  and  moral  persuasiveness  of  the  free  market  depend  on  tt 
coercive  force  of  the  law.  We  need  law  to  protect  property  rights,  t 
enforce  contract,  to  thwart  collusion  and  monopoly  and  to  kee 
the  weak  safe  from  the  strong.  The  political  system  that  enfora 
this  law  then  proceeds,  all  too  often,  to  invade  property  right 
nullify  contracts,  promote  collusion,  create  monopoly  and  becorr 
so  strong  that  no  one's  safe. 

Maybe  the  Internet  can  help.  The  voluntary  association  ( 
the  Internet  has  no  town  into  which  the  bad  guys  can  ride.  C 
the  good  guys,  either.  Persuasion,  and  only  persuasion,  operate 
the  Internet.  You  can't  send  a  punch  in  the  nose  down  a  DSL  lini 
True,  fraud  is  abundant  on  the  Internet,  but  in  fairness  to  thou 
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sands  of  clever  Nigerians,  fraud  is  a 
form  of  persuasion. 

Individual  users  of  the  Internet 
can  be  coerced  or,  anyway,  cap- 
tured. Right  now  convicted  hackers 
are  probably  showing  a  prison 
guard  how  to  use  his  cell  phone  to 
get  video  of  Paris  Hilton  without 
her  BVDs.  But  the  Internet  as  a 
whole  is  hard  to  coerce.  Govern- 
ments think  otherwise,  forgetting 
the  vast  supply  of  dateless,  pimply 
adolescent  boys  with  Star  Wars 
figurine  collections.  Give  one  of 
them  45  minutes  and  a  Mandarin 
language -recognition  program  and 
he  can  link  1.3  billion  Chinese  to 
the  Brady  Bunch  Family  Planning 
Secrets  chat  room. 

The  law  tries  to  intrude  on  the 
Internet  with  the  excuse  that  die  law 
is  protecting  intellectual  property. 
We  don't  know  how  the  innumerable 
copyright-  and  patent- infringement 
cases  will  fare  in  the  courts,  espe- 
cially if  Ruth  Bader  Ginsburg  has 
her  laptop  on  the  bench  and  gets 
distracted  by  Barack  Obama  in  a 
Speedo  on  YouTube.  But  it's  proba- 
bly too  late  for  the  law  to  do  any- 
thing, anyway.  Perhaps  we  should 
give  up  on  intellectual  property 
and  just  face  the  fact  that  bright 
ideas  aren't  worth  as  much  as  we 
thought  they  were.  Think  about  the 
last  bright  idea  you  had.  Remember 
your  spouses  response? 

The  Internet  is  an  advance  for 
voluntary  association.  It  adds  free- 
dom to  markets,  decreases  the  force 
of  coercion  and  gives  persuasion 
greater  sway  over  power.  Maybe  the 
Internet  really  is  a  wonderful  new 
world.  Adam  Sir  doubtless 
would  e-mail  his  apj  r  .ai— unless, 
of  course,  people  allow  themselves 
to  be  persuaded  to  do  things  that 
are  even  worse  than  what  they're 
forced  to  do.  I  hear  ai  s  veiy 

Internet  savvy.  F 

P.J.  O'Rourke  is  the  .  ost 
recently  of "On  the  Weak .  s 
(Grove  Atlantic,  2007). 
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Your  Product, 

Your 
Customer 


Delivering 
your  message  in 
a  networked 
world 


BY  SETH  GO  I)  IN 
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NTREPRENEURS,  BIG  COMPANY  CHIEF  EXECUTIVES  AND 
marketers — especially  marketers — are  control  freaks.  We 
do  what  we  do  because  we  want  to  be  in  charge,  and  we 
insist  on  being  responsible.  Media  work  is  custom-made  for 
control  freaks.  You  write  the  ad,  you  film  the  ad,  you  pick 
the  medium,  you  pay  your  money— and  take  your  chances. 

Great  brands  and  great  companies  have  been  built  on  the  back  of  mass 
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Six  billion  people  already  live  on  our  planet,  and 
the  number  is  growing  by  220,000  every  day. 
How  can  we  provide  food  for  more  and  more 
people  without  damaging  the  environment? 

How  can  we  improve  everyone's  health  and 
prevent  diseases?  How  can  we  develop  new 
materials  to  help  us  conserve  resources? 

To  provide  better  answers  to  these  ques- 
tions, research  is  under  way  in  Bayer's  three 
subgroups:  HealthCare,  CropScience  and 
MaterialScience.  Fields  in  which  Bayer  is 
already  a  global  leader  -  and  whose  importance 
to  the  future  of  humankind  grows  by  the  day. 
www.bayer.com 
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media.  You  fill  your  funnel  with 
attention  and  slowly  turn  that  atten- 
tion into  cash.  Traditionally  that's 
how  marketers  convert  strangers 
into  customers.  Whoever  has  the 
biggest  funnel  wins.  TV  is  a  great 
funnel  filler,  and  so  is  direct  mail. 
For  a  while  it  even  seemed  that 
Internet  banners  would  keep  the 
attention  coming,  cheaper  and 
cheaper,  in  large  volume.  Best  oi  all, 
you  could  control  just  about  every 
element  of  the  process. 

Bad  news  for  control  freaks 
everywhere:  Your  funnel  is  broken 
and  you're  not  in  charge  anymore. 
AMR,  Verizon,  Microsoft— you've 
all  got  problems,  and  you're  not 
the  only  ones.  American  Airlines 
might  spend  $1  million  or  more 
on  a  TV  ad  campaign  and  purchase 
only  100  new  first-class  customers 
as  a  result. 

What's  a  marketer  to  do?  You 
can  try  to  fill  the  funnel  by  running 
innovative  ads.  You  can  patch  the 
leaks  in  your  funnel  by  hiring  a 
cooler  agency. 

Or  you  can  try  something  new. 
First,  flip  the  funnel;  turn  it  into  a 
megaphone.  But  not  as  a  device  to 
yell  at  people  who  don't  want  to 
hear  from  you.  Instead,  hand  the 
megaphone  to  your  best  customers, 
who  can  help  turn  their  friends  and 
colleagues  into  your  new  best 
customers. 

When  JetBlue  entered  the  cut- 
throat airline  business,  it  didn't  do 
it  with  clever  ads.  It  installed  TVs 
on  the  back  of  every  seat  and  hired 
the  nicest  people  it  could  find.  The 
result?  The  network  was  activated. 
Passengers  who  were  attracted  by 
the  low  price  turned  into  evangel- 
ists, eagerly  telling  everyone  not 
about  the  fares  but  about  the  expe- 
rience. JetBlue  can't  control  what 
people  say— especially  when  it  gets 
caught  unprepared  in  the  middle 
of  a  snowstorm.  But  it  sure  influ- 
ences their  conversations  by  doing 
things  that  are  remarkable.  When 


David  Neeleman,  JetBlue's  chief 
executive,  responded  with  a  mea 
culpa,  the  audience  responded. 
Not  everyone  stuck  to  the  script, 
but  his  actions  had  a  huge  influ- 
ence on  what  people  said  and  how 
they  felt. 

The  network  was  always  there, 
but  the  Internet  makes  it  powerful.  It 
amplifies  the  happy  user  and  spreads 
the  word.  But  beware:  It  also  boosts 
the  volume  of  unhappy  users. 

Before  George  Vaccaro,  an  IT 
consultant,  traveled  to 
Canada  with  his  PDA,  he 
checked  with  Verizon 
about  charges  for  down- 
loading on  his  trip.  The 
phone  company  quoted 
him  0.002  cents  per  kilo- 
byte. When  he  got  back, 
he  discovered  that  he'd 
been  charged  a  hundred 
times  that. 

Rather  than  shrugging 
off  the  $71  bill,  he  created 
a  blog  about  the  charge  and  * 
his  quest  to  have  it  fixed 
(verizonmath.blogspot.com).  To  date 
he's  received  hundreds  of  thousands 
of  visitors  and  attention  from  around 
the  world.  That's  what  happens  when 
you  ignore  the  megaphone. 

Thanks  to  the  network,  it's  eas- 
ier than  ever  to  find  your  best 
customers  and  to  broadcast  their 
views.  Amazon  is  filled  with  page 
after  page  of  positive  reviews  by 
delighted  (and  uncompensated)  cus- 
tomers. Bowiechick  has  done  more 
for  the  Logitech  QuickCam  Orbit 
camera — her  video  on  YouTube  has 
been  seen  1.9  million  times — than  a 
$1  million  ad  on  network  TV. 

The  biggest  mistake  marketers 
make  when  they  see  the  power  of 
the  consumer  network  is  that  they 
try  to  control  it,  own  it  or  manip- 
ii  ate  it.  This  always  fails  because 
the  network  doesn't  care  about 
you  and  can't  be  bought.  The 
smartest  marketers  aim  to  inspire, 
not  to  control. 


Bad  news 
for  control 

freaks 
everywhere: 
You're  not 
in  charge 
anymore. 


When  Microsoft  tried  to  pro 
mote  its  new  Vista  operating  sys 
tern,  it  sent  laptops  to  influentia 
bloggers.  They  were  trying  to  con 
trol  the  conversation  by  seedinjj 
their  version  of  the  story  with  pow< 
erful  voices  online.  It  didn't  work 
Instead,  it  provoked  a  firestorm 
with  some  claiming  that  Microsoft 
was  trying  to  bribe  bloggers. 

So,  if  you  can't  buy  or  bully  you; 
way  into  the  network,  what  shouk 
you  do?  Make  something  worth 
discussing,  somethinj 
people  actually  want  tc 
talk  about.  It's  workec 
for  airlines  and  books.  I 
also  works  for  big-ticke 
items  like  cars.  Why  elsi 
is  Toyota  now  numbe 
two  in  the  world? 

The  network  hate 
to  be  controlled.  Th< 
harder  you  fight  to  dom 
inate  it,  the  harder  it  wiJ 
fight  back.  Yet  we'll  se> 
companies  hiring  peopl 
to  write  favorable  article 
on  sites  like  Wikipedia.  We'll  se 
marketers  rewriting  their  Web  site 
to  show  up  higher  in  the  Googl 
rankings.  And  we're  going  to  sei 
ever  more  spam  aimed  at  co-optin 
customers'  attention. 

We  don't  really  blame  you.  Yoi 
probably  can't  help  it.  The  world  i 
changing,  and  it's  natural  to  reven 
to  what  you  know.  But  that  doesn 
mean  it's  going  to  work. 

Great  companies  don't  pusl' 
they  lead.  The  next  time  a  p.i 
firm's  experts  offer  to  take  you 
money  in  exchange  for  their  hel 
in  dominating  the  network,  sho\ 
them  the  door.  Hand  the  cash  t 
your  R&D,  training  and  servic 
people  instead.  I 
Seth  Godin  is  a  writer,  blogge 
and  marketing  expert,  and  th 
author,  most  recently,  of  The  Dir. 
A  Little  Book  That  Teaches  Yo 
When  to  Quit  (and  When  to  Stick 
(Portfolio  Hardcover,  2007.) 
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HE  INTERNET  IS  THE  MOST  SIGNIFI- 
cant  tool  for  building  democracy  since 
the  invention  of  the  printing  press.  Peo- 
ple are  now  easily  able  to  create,  discover 
and  connect  with  networks  within 
hours,  anywhere  around  the  globe. 

This  connectedness  is  creating  a  huge  shift  in  power 
as  ordinary  citizens  decide  what's  important  and  most 
relevant  to  them.  They  can  network  with  like-minded 
individuals  to  create  a  technology-enabled  global  grass- 
roots movement.  New  local  and  global  communities  are 
being  formed  that  demand  two-way  communication 
with  and  authenticity  from  their  leaders.  Technology  has 
dramatically  lowered  the  barriers  to  entry  for  ordinary 
people  who  are  now  able  to  connect  and  create  networks 
that  are  not  constrained  by  geographic  boundaries. 
These  communities  include  college  students,  union 
workers,  ethnic  groups  and  grandparents  mobilizing  for 
shared  causes  or  interests. 

The  implications  for  political  parties  are  tremendous. 
Political  power  resides  with  the  public;  it  has  only  been 


Swift  Vets  and 


loaned  to  us  politicians.  It  does  not  work  its  way  from  the 
top  down.  It  grows  from  the  grass  roots  up.  Fundraising, 
for  example,  is  critical  to  a  campaign,  but  in  the  race  to 
build  support  and  momentum  for  a  campaign,  those 
who  do  so  only  by  reaching  out  to  the  largest  donors  are 
missing  something.  Campaigns  must  show  they  can  gar 
ner  support  from  a  substantial  number  of  small  donors. 

This  is  much  larger  than  a  mere  organizing  strat 
egy.  We're  talking  about  reconfiguring  communities 
locally,  nationally  and  globally — a  phenomenon 
demonstrated  dramatically  during  my  presidential 
campaign  as  we  tracked  the  spectacular  growth  of 
declared  supporters  online.  Those  who  supported  us 
on  the  Internet  weren't  isolated  individuals  writing  in 
to  our  blog  or  sending  in  $10.  Supporters  didn't  just 
raise  money;  they  formed  service  corps  and  volunteer 
projects  to  make  donations  to  food  banks  and  clothing 
drives,  to  deliver  toys  to  needy  kids  at  Christmas.  They 
met  one  another  online  and,  in  finding  they  were  no 
longer  alone,  felt  empowered. 

Political  parties  have  to  evolve  with  the  times:  If  we 
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don't,  we  lose.  Power  is  shifting  away  from  centralized 
messaging  and  toward  voters  who  demand  that  politi- 
cians listen  to  them  before  speaking  to  them.  Tradition- 
ally, campaigns  have  relied  too  much  on  advertising  and 
not  enough  on  listening  to  people.  Ads  and  other  forms 
of  communicating  with  voters  remain  important,  but  if 
that's  all  you  do,  you  can't  win.  Candidates  shouldn't  treat 
online  communities  like  an  ATM  or  expect  them  to  "fall 
in  line."  These  are  networks  of  real  people  united  by 
issues  they  care  about.  These  communities  will  question 
leadership  constantly,  and  now  they  have  the  power  to 
change  the  course  of  campaigns  and  their  outcomes. 

The  2006  election  saw  the  emergence  of  22  Demo- 
cratic candidates  in  "red  districts"  who  won  largely 
because  of  the  grassroots  organizations  their  campaigns 
built,  thus  providing  a  majority  for  House  Democrats. 
The  victory  of  Jim  Webb  in  Virginia,  which  gave  Senate 
Democrats  their  majority,  was  largely  possible  because 
of  two  networks.  The  first  was  organized  by  antiwar 
activists  who  propelled  Webb  to  victory  in  the  primary. 
The  second  network  was  built  in  less  than  a  week  by 
voters  who  used  YouTube  to  publicize  an  offensive 
ethnic  comment  by  Senator  Allen.  Both  networks  were 
built  by  Democrats  outside  the  formal  structure  of  the 
party.  While  the  party  and  committees  contributed 
expertise  and  money  to  Webb's  campaign,  Webb  could 
not  possibly  have  won  without  the  extraordinary 
actions  of  mainly  anonymous  people 
who  organized  themselves  to  create 
change,  often  reacting  to  developments 
in  the  campaign  in  a  matter  of  hours. 

Campaigns  will,  of  course,  use 
the  Internet  to  manage  things  like 
grassroots  events,  phone  banks  and 
printable  lists  for  door-to-door  cam- 
paigning. Presidential  candidates 
have  staffs  dedicated  to  organizing 
and  listening  to  people  online  and 
making  campaigns  more  transparent 
and  accessible.  Online  fundraising  is 
a  vital  part  of  any  serious  campaign.  !^^^^^^^| 

But  candidates  and  campaign 
staffs  cannot  control  this  movement.  Volunteers  will 
form  online  communities  around  certain  candidates  if 
they  are  motivated  to  do  so— volunteers  like  the  grand- 
mother of  a  DNC  staffer,  who  ventured  online  and 
ended  up  helping  Sherrod  Brown,  now  the  Democratic 
senator  from  Ohio,  defeat  Mike  DeWine.  Networks  set 
up  solely  for  the  sake  of  collecting  data,  steering  the 
debate  or  raising  money  are  likely  to  insult  potential 
supporters  instead  of  engaging  them.  This  applies  to 
campaign  Web  sites  and  blogs,  listservs  set  up  by  polit- 
ical operatives  and  artificial  grassroots  movements 


Candidates 
shouldn't 
treat  online 
roups 
ike  an 
ATM. 


(a.k.a.  "astroturf").  Fundamental  trust  in  your  users  is 
the  only  way  to  have  a  successful  relationship  with  them; 

•  That  is  a  revolutionary  idea,  one  that  politicians  are 
not  particularly  comfortable  with.  But  it's  now  the  reality 
The  power  in  campaigns  now  belongs  as  much  to  thesej 
shifting  networks  of  committed  citizens  as  it  does  to  thg 
political  establishment. 

From  the  beginning  of  my  tenure  as  chairman  of  th< 
DNC  I've  said  that  Democrats  have  to  show  up  every 
where  and  campaign  everywhere  to  ask  for  people's 
votes.  This  includes  the  way  we  interact  with  communi- 
ties online.  Networks  of  ordinary  people  and  Net 
activists  are  part  of  a  movement,  not  just  a  political  party. 
In  the  Democratic  Party  we  are  focused  on  connection, 
empowerment  and  community  organizing. 

PartyBuilder,  available  on  our  site,  is  a  facilitator.  It 
helps  people  connect  national  issues  to  things  that  matter 
in  their  communities.  We  developed  social  networking 
software,  much  like  MySpace  or  Facebook,  and  tailored 
it  to  political  activism.  We  also  gave  everyone  the  power 
to  set  personal  fundraising  goals,  complete  with  the 
thermometer-like  graphic  that  tracked  fundraising  dur- 
ing my  presidential  campaign.  When  you  organize  am 
event  or  write  a  blog  post  through  PartyBuilder,  you  can 
assign  it  to  any  or  all  of  the  groups  you've  joined.  Right 
alongside  all  this  new  technology  we  provide  traditional! 
ways  to  get  involved — the  same  Letter  to  the  Editor  and 
petition  functions  that  we've  always  had  also  live  within 
PartyBuilder.  And  very  soon  we'll  be  rolling  out  a  reward 
system  to  recognize  individual  members  and  groups  for 
the  time  and  effort  they  put  into  building  the  party 
through  this  technology. 

In  the  long  run  these  community-built  networks 
may  have  an  even  more  dramatic  impact  in  bringing 
democracy  to  other  parts  of  the  world,  like  China  and 
Iran.  Nations  run  by  authoritarian  forces  cannot  stop  this 
dynamic  of  technology-enabled  citizens  networking 
together.  The  hundreds  of  thousands  of  networking 
citizens  will  find  ways  to  circumvent  and  evade  govern- 
ment interference  in  the  free  exchange  of  ideas. 

Repressive  governments  at  the  helm  of  nations  that 
would  become  world  or  regional  powers  face  a  Hobson's 
choice.  They  can  allow  democracy  to  flourish  on  the 
Internet,  or  they  can  destroy  the  technology  that 
enables  their  brightest  and  most  determined  citizens  to 
network — and  fall  backward  into  Third  World  status. 

America  can  still  win  the  battle  for  a  democratic 
world.  The  most  important  weapon  is  a  free,  open,  com- 
mercially and  politically  unfettered  Internet  that  empow- 
ers ordinary  people  from  across  the  globe  to  speak  and 
act  in  the  interests  of  their  own  communities.  F 

Howard  Dean  is  chairman  of  the  Democratic 
National  Committee. 
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Demand  for  energy  will  call  for 

a  cleaner  way  to  burn  coa 


> 


m 


EMERSON 


Network  Power  •  Process  Management  •  Climate  Technologies  •  Storage  Solutions  •  Industrial  Automation  •  Motor  Technologies  •  Appliance  Solutions  •  Professional  Tools 


BREAKTHROUGHS  Design 


The  Soul 

Of  a  New  Laptop 

Can  a  network  build  a  potentially  huge  new  product? 


BY  JONATHAN  FAHEY 


ICHOLAS  NEGROPONTE  KNEW  HE  WOULD  NEED  A  LOT  OF  HELP.  WHEN  THE 
former  director  of  the  MIT  media  lab  announced  in  2005  the  idea  of  making 
$100  laptops  for  millions  of  children  in  the  poorest  nations,  his  support  group 
consisted  of  a  couple  of  professors  in  cardigans.  The  project  was  ambitious: 
This  machine  was  not  a  knockoff  of  a  Dell  or  an  Apple  but  a  complete  rethink, 
from  the  motherboard  to  the  escape  key. 

His  solution  was  to  open  every  aspect  of  the  products  development  and  design  to  gear- 
heads  around  the  world  who  wanted  to  pitch  in.  Negroponte  eventually  negotiated  formal 
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Extending  a  warm  welcome 
to  all  our  new  guests,  i 


On  April  1,  2007,  Japan  Airlines  joins  the  oneworld  alliance. 


hen  performing  the  traditional  Japanese  tea  ceremony,  the  master's  precision  and 
?dication  reward  all  of  your  senses.  Guests  of  Japan  Airlines  experience  the  same 
tention  to  detail  when  flying  to  over  80  destinations  in  Asia.  Better  still,  they  can 
)w  earn  valuable  miles  with  JAL  Mileage  Bank  or  their  preferred  oneworld®  carrier's 
ogram.  What's  more,  qualified  oneworld  tier  members  are  eligible  for  exclusive 
ivileges  including  priority  check-in  and  access  to  JAL's  worldwide  lounges.  Being 
jr  guest  has  never  been  so  rewarding,  www.ar.jal.com 


JAPAN  AIRLINES 


EW  YORK  •  CHICAGO  •  LOS  ANGELES  •  SAN  FRANCISCO  •  HONOLULU  •  KONA  •  VANCOUVER 
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agreements  with  designers  and  sup- 
pliers. But  at  the  start  he  envisioned 
a  wiki  undertaking  and  set  up  a 
sprawling  Web  site  (wiki.laptop.org) 
with  dozens  of  pages  dedicated  to 
the  laptops  every  detail— its  goals 
and  technical  specs,  downloads  of 
the  latest  software  and  problems 
with  the  latest  prototypes.  Wild 
ideas,  practical  applications,  skin- 
peeling  criticism— it's  all  part  of 
the  process.  A  loosely  connected 
alliance  of  staffers,  suppliers  and 
volunteers  work  out  the  kinks. 
"There  would  be  no  way  to 
launch  and  ramp  in  any     s  - 
way  other  than  open  and 
viral,"  Negroponte  says  in 
an  e-mail  exchange  from 
Taiwan,  where  he  is  deal- 
ing with  manufacturing. 
"A  command-and-control 
model,  the  way  one  runs 
an  army,  is  not  well  suited 
for  new  ideas." 

Negroponte  is  bound 
to  get  much  of  the  credit  or  blame 
for  the  success  or  failure  of  this 
laptop.  But,  with  1 ,423  people  reg- 
istered on  the  wiki,  there's  really  no 
single  author.  The  $100  laptop, 
called  XO,  is  the  result  of  broad 
collaboration,  sometimes  forced, 
sometimes  serendipitous.  The  same 
could  be  said  for  many  familiar 
designs,  products  and  processes 
commonly  attributed  to  a  single 
brilliant  mind.  The  design  of  an 
automobile  assembly  line  came 
from  a  Henry  Ford  associate  who 
had  visited  a  Chicago  slaughter- 
house (and  might  have  been  influ- 
enced by  an  assembly  line  created 
by  Ransom  E.  Olds  a  few  years 
earlier).  The  iconic  Jaguar  E-Type 
of  1963  (one  of  which  now  sits  in 
the  Museum  of  Modern  Art  in  New 
York)  was  largely  the  result  of  a 
designer  who  applied  mathematics 
he'd  learned  while  creating  aerody- 
namic World  War  II  fighter  planes, 
which  themselves  came  from  many 
different  sources. 


Worldwide  wiki: 
People  from 
around  the 
globe  helped 
design  and 
criticize  what 
became  the 
XO — everything 
from  the  screen 
and  keyboard  to 
the  operating 
system  and 
power  source. 


Design  often  comes  about 
through  a  network  of  ideas — some 
borrowed,  some  stolen — that  cross- 
pollinate.  That's  more  easily  dis- 
cerned in,  say,  medieval  cathedrals 
than  in  art  deco  architecture  like 
the  Chrysler  Building.  It  took  500 
years  to  cobble  together  St.  Mark's 
Basilica  in  Venice,  beginning  in 
1063.  Traders  and  crusaders  going 
East  and  West  brought  columns, 
friezes,  statues  and  mosaics  from 
far-flung  places  that  were  incorpo- 
rated into  the  church. 

Now,  let's  compress  the  cathedral- 


building  to  a  year  or  two.  XO  had 
difficult  requirements:  It  had  to  sip 
power,  be  readable  in  bright  sunlight, 
be  extremely  tough  and  sport  a  much 
more  powerful  antenna  in  order  to 
pick  up  and  emit  signals  in  isolated 
areas.  In  addition,  the  laptop  had  to 
be  adapted  to  one  of  eight  languages 
and  four  alphabets.  Its  overall  appear 
ance  had  to  be  striking  enough  that 
kids  would  want  one.  And  it  had  to 
be  cheap. 

One  laptopmaker  re 
fused  early  on  to  get  in- 
volved because,  it  claimed, 
success  would  require  "ten 
or  twenty"  miracles,  accord- 
ing to  Mary  Lou  Jepsen 
^T/      a  former  Intel  executive 
now  serving  as  the  project's 
chief  technical  officer.  But 
I  vj     the  miraculous  has  mostly 
occurred — thanks  to  contri- 
W  ■     butions  from  Hawaii  and 
m  1     Haifa,  China,  California  and 
Chile,  Argentina,  Brazil, 
Italy,  Taiwan — even  from 
Nepal.  "It's  breaking  all  the 
rules  of  designing  some- 
thing," says  Jepsen.  "And  it's 
working  better  and  faster  than  any- 
thing I've  ever  worked  on." 

Negroponte's  nonprofit  group, 
One  Laptop  Per  Child,  has  raised 
$31  million  from  donors  such  as 
Google,  News  Corp.,  Red  Hat, 
Nortel  and  AMD.  The  XO  is  being 
built  by  Quanta,  the  giant  Tai- 
wanese laptopmaker,  with  AMD 
and  Marvell  chips  and  Red  Hat — 
Linux-based  open-source — soft- 
ware. The  supplier  companies  plan 
to  make  a  small  profit  on  the 
machines.  One  Laptop  will  scrounge 
for  grants  and  other  funding  to 
help  foreign  governments  buy  and 
distribute  the  machines  to  children. 
Thousands  of  late-stage  proto- 
types have  been  built  in  prepara- 
tion for  full  production  starting 
late  this  summer.  Nine  countries 
have  signed  on  to  deliver  several 
million  computers. 


102      FORBES      MAY  7,  2007 


Smart  people  know 
price  isn't  everything. 

Until  you  add 
up  the  everythings. 


All-new  Veracruz 

'he  all-new  7-passenger  Hyundai  Veracruz.  Smart  that  protect  all  three  rows,  standard.  A  260-horsepower  V6 
)eople  have  a  way  of  making  smart  choices.  Here's  one  to  that  gets  25  miles  per  gallon  highway*  Important  touches 
consider.  The  Hyundai  Veracruz.  A  true  7-seat  interior,  with  like  XM  Satellite  Radio"  and  available  cooled  console  storage, 
eal  legroom  in  the  third  row.  Seats  that  fold  flat,  to  create  a  Backed  by  America's  Best  Warranty"*  Starting  at  only  $26,995: 
:avernous  cargo  space.  Electronic  Stability  Control  and  airbags    Add  up  the  everythings  yourself,  at  HyundaiUSA.com. 


lafety  bells  should  always  be  worn.  'EPA  estimates  tor  comparison,  2WD  model.  Your  actual  mileage  will  vary  with  options,  driving  conditions,  driving  habits,  and 
shicle's  condition. '  'XM  Satellite  Radio  requires  XM  subscription;  add  separated  after  first  three  trial  months.  See  dealer  for  details.  All  fees  and  programming  subject 
)  change.  XM  service  available  only  in  the  48  contiguous  United  States.  ©  2007  XM  Satellite  Radio  Inc.  All  rights  reserved.  '"Hyundai  Advantage!"  See  dealer  lor 
IMITED  WARRANTY  details.  Limited  model  shown,  $32,995.  'MSRP  for  GLS  model.  MSRPs  include  freight;  exclude  taxes,  title,  license,  and  options.  Dealer 
rice  may  vary.  Hyundai  and  Hyundai  model  names  are  registered  trademarks  of  Hyundai  Motor  America.  All  rights  reserved.  ©  2007  Hyundai  Motor  America 
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Many  technical  challenges  have 
been  addressed  through  unlikely 
collaboration.  Example:  access  to 
the  Internet  in  nations  without 
much  dial-up  or  DSL  or  cable  or 
Wi-Fi.  One  of  the  hardware  design- 
ers, lamenting  that  the  antennas  of 
traditional  laptops  were  buried  in 
the  display  screen,  asked  if  he  could 
liberate  them  to  increase  range.  But 
industrial  designers  worried  that 
external  antennas  would  be  too 
fragile.  At  about  the  same  time, 
Quanta  suggested  a  locking  mecha- 
nism for  the  laptop  that  designers 
thought  was  not  child-friendly  or 
durable  enough.  After  several  itera- 
tions, the  antennas  now  stick  up 
like  rabbit  ears,  but  they  also  serve 
as  latches  to  hold  the  laptop  closed. 
And  they  fold  down  to  cover  the 
USB  ports  and  microphone  jacks, 
acting  as  dust  covers.  As  of  the  last 
test,  the  antennas  could  survive  a  5- 
foot  drop,  open.  Best,  they  pick  up 


because  a  typical  one  costs  $120 
and  uses-  lots  of  power.  So  Jepsen 
changed  the  pixel  layout,  elimi- 
nated some  costly  color  filters  and 
changed  the  electronics  so  the  dis- 
play could  be  read  even  if  the  com- 
puter processor  were  dormant. 
Also,  she  designed  the  display  so 
that  it  could  be  seen  in  black-and- 
white  or  color.  It  uses  one-seventh 
the  power  of  a  traditional  screen 
and  costs  only  $40. 

Smaller  parts  of 
the  computer  have 
come  from  all  over — 
from  so  many  sources 
Jepsen  &  Co.  doesn't 
bother  keeping  track 
of  who  provided  what. 
An  engineer  in  Chile 
wrote  a  piece  of  code 
that  governs  a  key- 
board light.  A  group 
in  Argentina  came  up 
with  the  calculator 


Connecting  kids: 
Developers  want 
to  get  the  $100 
laptop  into  the 
hands  of  Third 
World  children. 


called  the  Freedom  Tower,  the  edi- 
fice that  will  stand  on  the  site  of  | 
New  York  City's  former  World 
Trade  Center.  Tortured  by  demands 
from  developers,  police  depart- 
ments, governments  and  survivors, 
the  building  scarcely  resembles  the 
original  design  by  Daniel  Libes- 
kind.  The  current  plans  have  been 
skewered  by  critics  as  the  "Fear 
Tower." 

The  laptop  has  taken  its  share 
of  hits.  Bender,  who  is 
in  charge  of  software, 
says  that  operating  in 
such  an  open  manner 
has  subjected  his  proj- 
ect to  withering  criti- 
cism because  so  many 
people  were  invited  to 
see  early  versions  no- 
where near  comple- 
tion. "We  put  ideas  and 
machines  out  in  the 
world  long  before  a 


Not  everyone  who  Ditches  in  is  helpful. 


signals  from  a  half-mile  away  and 
then  act  as  routers  to  bounce  sig- 
nals along,  even  when  the  com- 
puter is  off.  The  idea  is  that  a  single 
connection  in  a  school  could  reach 
an  entire  community  by  bouncing 
from  one  laptop  to  the  next. 

Early  in  the  project  the  laptop 
included  a  hand-crank  generator  to 
power  the  battery.  But  designers 
soon  found  that  the  size,  weight, 
cost  and  torque  needed  to  power 
the  machine  would  be  too  great. 
Now  the  battery  is  easily  removable 
and  can  be  charged  in  all  sorts  of 
ways,  like  clipping  it  into  a  charger 
powered  by  a  car  battery  or  solar 
panel.  A  Bay  Area  firm  called 
Potenco  came  up  with  a  handheld 
accessory  that  charges  the  battery 
with  a  pull  cord  like  the  one  that 
starts  a  lawn  mower. 

The  screen  was  a  problem 


application.  The  user  interface  is 
being  designed  in  Milan.  Key  parts 
of  the  operating  system  are  being 
developed  in  Brazil.  Negroponte 
says  an  unknown  wiki  contributor 
suggested  that  the  caps  lock  key  be 
eliminated  to  save  space.  And  so 
it  was. 

Of  course,  not  everyone  who 
pitches  in  is  helpful.  To  create  a  cus- 
tom wireless  system,  the  group  had 
to  agree  to  use  proprietary,  non- 
open-source  software.  That  dis- 
pleased a  few,  but  very  vocal,  folks 
in  the  open-source  community. 
They  felt  so  betrayed  by  the  deci- 
sion, says  Walter  Bender,  a  One 
Laptop  founder,  that  they  vilified 
the  entire  project  and  convinced 
other  software  designers  not  to  col- 
laborate with  it.  But  it's  been  noth- 
ing like  the  horrendous  process  of 
designing  the  structure  now  being 


company  would — we  are  exposing 
all  of  our  warts,"  he  says.  The  com- 
puter has  a  thousand  bugs,  all 
detailed  for  anyone  to  see  online. 
"There's  a  risk  in  showing  some- 
thing that  isn't  finished,"  Bender 
says.  "But  there's  a  greater  risk  in 
waiting."  He  expects  there  to  be  500 
million  laptops  in  the  hands  of 
poor  children  five  years  from 
now — both  the  XO  and  other  low- 
cost  models  under  development. 

A  few  miracles  haven't  yet 
occurred.  They  haven't  hit  the  $100 
target  yet;  the  machines  still  cost 
roughly  $  1 50  to  produce.  And  One 
Laptop  Per  Child  hasn't  figured  out 
yet  how  to  get  the  laptops  to  all 
those  kids.  "We  need  to  think  about 
deployment  as  creatively  as  we 
thought  about  the  hardware  and 
the  software,"  says  Jepsen.  Ideas  are 
welcome.  F 
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RELIABLE  FRIENDS.  RELIABLE  INCOME.  RELIABLE  FUTURE 

Transamerica  offers  insurance,  investment,  and  retirement 
strategies  designed  with  one  thing  in  mind — helping  you  get 
I  what  you  want. 


Contact  your  financial  professional  today 
or  call  1-800-PYRAMID. 


Transamerica 

The  Power  of  the  Pyramid' 


Insurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
and  affiliates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
Purchase,  NY  10577.  Products  may  not  be  available  in  all  jurisdictions. 


Member  of  the  AEGON®  Group 
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90  Years 
Of  Networks 


The  most  telling  devices  and  theories 
linking  us  all  started  with  tracks, 
telephone  wires  and  transistors;  they 
took  us  from  the  immune  system  into 
the  farthest  reaches  of  the  solar  system. 


BY  AMANDA  SCHUPAK 


1917 


U.S.  trolley 
industry  reaches  a  peak 
with  1,000  companies 
running  26,000  miles  of 
track.  Interurban  trolleys 
(as  opposed  to  railroads) 
are  so  extensive  that  a 
passenger  could  use  them 
to  get  from  Portland,  Me. 
to  Sheboygan,  Wis. 


1920 


Associated  Press 
(founded  in  1846)  sends  news 
over  103,000  miles  of  wire  in 
North  America  and  9,700 
miles  of  ocean  cable. 


1923 


1925 


Photos  of 
Calvin  Coolidge's  inaugura- 
tion sent  by  telephotography 
(faxed,  as  we  say  now)  from 
Washington  to  other  cities. 


1927 


Interpol  created 
under  the  name  International 
Criminal  Police  Commission,  as 
a  network  of  crime  fighters 
from  14  countries. 


National 
Broadcasting  Co.'s  coverage 
of  Rose  Bowl  marks  first  ever 
coast-to-coast  network  radio 
broadcast. 
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Radio  Corp.  of 
i  America  tests  first  television 
relay  system;  signal  travels  86 
miles  from  the  Empire  State 
Building  to  Camden,  N.J. 


Depression  communist  sympa 
thizers  peak  at  100,000  in  U.S. 
Soviet  intelligence  agents  in 
U.S.  and  Britain  recruit  spy 
networks  that  later  infiltrate 
Manhattan  Project  and  code- 
breaking  operations. 


1941 


AT&T  installs 
first  coaxial  cable  for 
telecommunications. 


ushers  in  the  digital  age. 


1948 


Claude  Shan- 
non's information  theory 
decodes  the  capacity  of  a 
I  communications  channel. 
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Mathematician 


Norbert  Wiener  explains  the 
human  organism  as  a  net- 
work of  feedback  circuits, 
laying  the  groundwork  for 
artificial  intelligence. 


1962 


Signing  of  the 
Communications  Satellite  Act 
establishes  Comsat. 


1963 


n  the  wake 


of  the  Cuban  Missile  Crisis, 
a  direct  communications  link, 
or  "Hot  Line,"  is  established 
between  the  U.S.  and  the 
U.S.S.R. 


1965 


Blackout  in 
Northeast  shows  dark  side  of 
electric  transmission  networks. 


1959  Earliest-known 

AIDS  infection,  found  years 
later  in  stored  blood  sample. 
A  quarter  of  a  century  later 
epidemiologists  identify  virus 
and  explain  its  propagation 
via  high-risk  individuals — 
sentinel  nodes  of  sexually 
transmitted  diseases. 


1967 


Social  psycholo- 
gist Stanley  Milgram  asks 
random  individuals  in  the 
Midwest  to  connect  up  to  a 
target  in  Boston,  using  friends 
as  intermediaries.  On  average 
it  takes  five  steps  to  reach  the 
target.  Experiment  becomes 
the  pop  science  "six  degrees 
of  separation"  theory. 


1948 


Microwave 
radio  relay  system  connects 
Boston  and  New  York. 


1951 


Earl  Tupper 
reinvents  word-of-mouth 
marketing  by  getting 
housewives  to  sell  plastic 
dishes  to  their  friends. 


1956 


First  trans- 
atlantic telephone  cable  laid 
across  1,950  nautical  miles, 
linking  Newfoundland  and 
Scotland. 


1958 


First  commercial 
modem  developed  by  AT&T. 


Changing  the  way  we 
work,  live,  play  and  lea 


1969 


First  message 
sent  and  received  over 
Arpanet,  forerunner  of 
Internet. 


\ 


1/V 


1974 


v- 


Arecibo  Radio 
Telescope  beams  a  1,679-bit 
picture  message  from  Puerto 
Rico  to  a  cluster  of  stars 
21,000  light  years  away. 
(Response  from  extraterres- 
trial life  would  take  42,000 
years  to  arrive.) 


1974 


Danish 


researcher  Niels  Kaj  Jerne 
posits  a  network  theory  for 
the  immune  system:  Cells 
communicate  with  each  other 
in  response  to  invaders. 

1976  First  commer- 
cial fiber-optic  cable  installed 
for  telephone  signals,  in 
Chicago. 


1977  Jeanie, 

the  first  shared-ATM 
network,  developed. 

1978  AT&T 

tests  cellular  concept 
for  mobile  phones, 
also  in  Chicago. 

1985  w 

The  Well,  available  via  dial-up 
phone  line,  provides  chat— 
and  a  template  for  modern 
social  networking  sites  like 
Friendster  and  MySpace. 


1995 


1988 


User-friendly 


Eudora  e-mail  program 
released. 


1991 


Finnish  pro- 


Netscape  goes 
public,  less  than  one  year 
after  its  flagship  Navigator 
browser  launches  on  the 
Internet. 


I Vonage 
launches  cheap  phone 
service  over  the  Web. 


News  Corp. 
pays  $630  million  for 
MySpace;  a  year  later  Google 
pays  $1.65  billion  for 
YouTube. 


2007 


Sprint  Nextel, 
Intel,  Motorola  and  Samsung 
undertake  to  deliver  "last- 
mile"  wireless  broadband  to 
100  million  people  by  2009. 


grammer  Linus  Torvalds  kicks 
off  open-source  movement, 
a  sort  of  wiki  of  computer 
code,  with  a  plea  for 
contributions  to  Linux 
operating  system. 
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LIFESTYLE 


HE  INTERNET  HAS  BROUGHT  US  ALL  A  LOT  CLOSER 
together.  But  when  it  comes  to  building  a  career,  search- 
ing for  work  or  a  date,  or  looking  for  a  new  musical  act 
or  an  old  movie,  you  can't  avoid  a  little  flesh-pressing. 
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)n  the  human  network,  the  whole  world  is  a  lab. 


welcome  to  a  place  where  web  applications  mash 
bgether  and  create  new  experiences.  Where 
Marketers  turn  to  customers  to  invent  new  products. 
Where  researchers  tap  into  collaborative  intelligence 
p  find  new  cures  faster  Where  everyone  joins 
pgether  to  make  things  better.  All  it  takes  is  a  network, 
[he  story  continues  at  cisco.com/humannetwork. 

welcome  to 

the  human  network.  Cisco. 
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OST  PEOPLE  ENCOUNTER  THE  NOTION  OF  NETWORKING  THROUGH  THE  CRISIS 
of  unemployment.  Suddenly  a  layoff,  downsizing  or  re-org  leaves  you  without  in- 
come, health  insurance  or  a  postbreakfast  destination.  What  to  do?  "There  are  four 
ways  to  find  a  job,"  an  ExecuNet  functionary  told  a  group  of  white-collar  job  seek- 
ers I  had  joined  in  2004  as  an  undercover  journalist — "networking,  networking, 
networking  and  networking."  My  own  career  coach,  whom  I  was  paying  $200  an  hour  to  propel 
me  into  employment,  advised  networking  with  every  single  human  I  could  buttonhole,  even  for 
a  second:  the  person  seated  next  to  me  on  a  plane,  my  doctor,  my  doctor's  receptionist. 

It  should  be  fun,  right?  Humans  are  the  most  intensely  sociable  of  all  the  primates.  We  are 
drawn  not  only  to  kin  and  potential  mates  but  also  to  unrelated  members  of  our  species,  and 
possess  an  unsurpassed  repertory  of  bonding  techniques,  including  language,  laughter,  music 
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But  Not  Out 


Why  do  people  resist  the 
idea  of  networking? 


BY  BARBARA  EHRENREICH 
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Outlook 

A  special  excerpt  from  the  journal  of  high-performance  business 


accenture 


High  perform 


Many  companies  wait  too  long  to  attempt  transformations, 
doing  so  only  when  the  signs  of  trouble  have  become 
obvious.  But  in  today's  unforgiving  business  environment, 
that's  probably  too  late.  High  performers,  by  contrast, 
change  before  they  must,  knowing  that  the  best  way  to 
transform  is  from  a  position  of  strength. 


Advertisement 


This  article  is  one  in  a  series  excerpted  from  Outlook,  our 
journal  of  high-performance  business.  The  content  derives 
from  our  groundbreaking  research,  initiated  in  2003f  to 
empirically  determine  the  characteristics  that  enable  high- 
performance  businesses  to  consistently  outperform  their 
peers  over  the  long  term.  To  date,  over  6,000  companies 
have  been  studied,  including  more  than  500  that  meet  our 
criteria  as  high  performers. 


In  2002,  Fujio  Cho,  then  president  of  Toyota  Motor 
Corporation,  kicked  off  a  transformational  program 
called  Global  Vision  2010.  On  one  level,  it  was  a 
surprising  move.  At  the  time,  Toyota  was  not  only 
Japan's  No.  1  carmaker;  it  was  the  third  largest 
manufacturer  of  automobiles  in  the  world,  with  the 
most  envied  balance  sheet  in  the  industry. 

Cho's  reason  for  shaking  things  up  when  business 
was  so  strong?  "Any  company  not  willing  to  take 
the  risk  of  reinventing  itself  is  doomed,"  he  warned. 
"The  world  today  is  changing  much  too  fast." 

Simply  put,  today's  success  is  no  guarantee  of 
tomorrow's.  Yet  too  many  companies  wait  too  long 
to  transform,  doing  so  only  when  they  are  already 
facing  big  problems.  In  today's  punishing  business 
environment,  once  the  signs  of  trouble  have  become 
obvious,  it  is  probably  too  late. 


The  lesson  for  companies  aspiring  to  be  high- 
performance  businesses:  The  best  way  to  achieve 
and  maintain  a  leadership  position  is  to  stay  ahead 
of  the  change  curve  and  transform  from  a  position 
of  strength. 

Accenture  research  into  high-performance  business  has 
found  that  successful  companies  are  able  to  change 
ahead  of  the  curve  by  embracing  four  critical  goals. 

1.  Increase  the  company's  capacity  for  early 
change  by  deliberately  fostering  continuous 
renewal  as  part  of  its  everyday  operations. 
One  way  companies  develop  a  readiness  for  change 
is  by  deliberately  creating  within  their  organizational 
culture  a  kind  of  "creative  discomfort"— the  balance 
of  fear  and  excitement  that  comes  from  successfully 
overcoming  constant  challenge.  Industry  leaders  are 
adept  at  establishing  the  expectation  that  change 
will  be  constant.  Former  General  Electric  Company 
chief  Jack  Welch  has  described  these  initiatives  as 
"something  that  grabs  everyone-large  enough,  broad 
enough  and  generic  enough  to  have  a  major  impact 
on  the  company." 


While  at  GE,  Welch  introduced  at  least  four  such  major 
initiatives:  globalization,  product  services,  Six  Sigma  and 
e-business.  These  initiatives  drove  financial  improve- 
ments and  something  more:  a  culture  at  GE  that  expects 
and  rapidly  adjusts  to  new  directions  in  the  business. 

2.  Generate  confidence  in  early  change  by 
sharpening  the  company's  business  acuity. 
At  the  heart  of  successful  ahead-of-the-curve  trans- 
formation is  business  acuity:  the  ability  to  envision 
new  realities  and  necessities;  convert  that  vision  into 
effective  strategies;  and  catalyze  those  new  strategies 
by  getting  others  to  act  swiftly  on  the  vision. 

Three  components  of  business  acuity  are  especially 
important  in  helping  early  transformers  succeed.  First  is 
the  ability  to  embrace  data  sources  beyond  traditional 
enterprise  systems-say,  by  tapping  frontline  employees 
and  sources  for  ideas,  or  by  listening  intently  to  critics. 

The  second  essential  component  of  business  acuity  is 
pattern  recognition.  Without  the  ability  to  quickly  make 
sense  of  data,  companies  risk  being  swamped  by  both 
new  and  traditional  sources  of  information.  Mitigating 


the  risk  of  data  overload  requires  sophisticated  methods 
of  analysis  and  sense  making. 


The  third  leg  of  the  business  acuity  stool  is  catalyzing 
change— creating  the  ability  to  act  on  insights.  For 
example,  Nokia 's  exceptional  ability  to  accelerate 
change  derives  in  part  from  the  company's  active 
extension  of  its  network  of  strategy  influences.  Every 
six  months,  Nokia  asks  as  many  as  400  of  its  employees 
to  spend  up  to  two  months  researching  key  trends.  By 
relying  on  input  from  all  levels  of  the  organization, 
managers  gain  access  to  new  ideas,  and  Nokia  gains 
a  broadly  distributed  cohort  of  employees  who  can 
act  as  early  sponsors  of  change. 

3.  Overcome  management  resistance  to 
early  change  by  carefully  and  continuously 
evolving  top  management  teams. 
When  change  programs  don't  succeed,  the  failure 
can  often  be  traced  to  a  lack  of  management  support. 
To  overcome  the  risk  of  such  failure,  high  performers 
work  to  assemble  and  empower  the  right  manage- 
ment team  for  the  right  challenge.  This  consists  of 
three  activities:  putting  the  right  people  on  the  team; 
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supporting  them  with  the  right  resources;  and 
ensuring  that  everyone  on  the  team  is  pulling  in 
the  same  direction. 

Selecting  the  right  people  requires  balancing  both 
today's  and  tomorrow's  agendas.  Some  of  the  requi- 
site management  skills  can  be  sourced  internally. 
A  significant  portion,  however-often  judged  to  be 
10  percent  to  30  percent-must  come  from  outside 
the  company. 

Take  the  example  of  Amgen.  When  Kevin  Sharer 
became  president  and  CEO  of  the  drug  maker  in  2000, 
he  didn't  see  in  his  leadership  team  the  kind  of  fierce 
competitive  mentality  that  prevailed  at  the  time  at 
large  pharmaceuticals  companies.  Accordingly,  he  set 
out  to  reshape  many  of  the  company's  most  important 
positions.  By  2004,  4  of  Amgen's  top  11  officers,  and 
60  percent  of  the  R&D  staff,  were  new— hired  during 
the  preceding  three  years.  Amgen  and  its  shareholders 
have  benefited  from  this  infusion  of  outside  perspec- 
tives—from January  2004  through  January  2006,  the 
company  delivered  a  total  return  to  shareholders  of 
nearly  30  percent. 

The  right  management  team  must  then  be  supported 
by  the  best  resources  and  talent  available.  High 
performers  are  open  to  leadership  shake-ups,  which 
contribute  to  the  education  and  growth  of  key  people, 
and  ensure  the  best  people  are  in  place  wherever 
they  are  needed. 

The  final  step  in  evolving  the  top  management  team 
during  transformation  is  goal  alignment,  which  is 
driven  by  the  need  to  establish  and  maintain  a  high 
level  of  trust  throughout  the  change.  Some  companies 
rely  on  long  employment  tenure  to  help  build  trust, 
but  many  high  performers  manage  to  create  it  through 
the  careful  establishment  of  shared  values,  objectives 
and  rewards. 


4.  Accelerate  the  behavior  changes  needed  to  start 
and  sustain  transformation  by  using  leading-edge 
tools  and  techniques  for  sensing  and  responding  to 
organizational  change  barriers  and  opportunities. 
High  performers  know  widespread  behavior  change  is 
necessary  for  successful  early  transformation.  They  also 
know  they  have  a  responsibility  not  just  to  encourage 
it  but  to  ensure  it.  While  many  project  management 
methods  and  tools  are  increasingly  helpful,  they  are 
limited  because  they  presume  a  linear  progression  of 
tasks  within  phases. 

Today's  newest  methods  and  tools  recognize  organiza- 
tions as  complex,  adaptive  systems.  We  are  seeing 
leading  companies  applying  new  methods  and  tools 
to  actively  measure  and  manage  aspects  of  corporate 
culture,  an  underexploited  area  of  change  intervention 
and  management. 

Consider  the  experience  of  gaming  giant  Harrah's 
Entertainment.  In  its  2005  acquisition  of  Caesars 
Entertainment,  the  company  used  new  analytic  tools 
effectively  to  measure  and  manage  the  attitudes,  values 
and  behaviors  of  thousands  of  employees  in  both  com- 
panies. Harrah's  was  able  to  identify  both  the  casinos 
where  culture  change  could  contribute  the  most  to 
business  performance  and  those  where  culture  change 
would  create  the  greatest  risk  to  current  profit  levels. 

Controlling  your  own  destiny 

All  of  the  four  keys  to  transforming  ahead  of  the  curve 
not  only  help  take  a  company  beyond  the  competition; 
they  also  take  the  company  beyond  such  traditional 
management  techniques  for  incremental  change  as 
continuous  improvement  or  best  practices.  The  top 
companies  set  their  own  terms  for  change,  knowing 
that  their  chances  to  maintain  high  performance  are 
significantly  lessened  if  they  are  rocked  back  on  their 
heels  and  forced  to  change  under  pressure.  At  all  times, 
high  performers  seek  to  control  their  own  destinies. 


To  read  this  and  other  Outlook  articles  on  high  performance  in  full,  and  to  review  findings 
of  our  High  Performance  Business  research,  please  visit  accenture.com/research-articles 
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and  dance.  Evolutionary  biologists 
argue  there  was  a  grim  reason  for 
all  this  outgoingness:  In  an  environ- 
ment crawling  with  predators — 
animal  and  human — our  distant 
ancestors  needed  to  build  alliances 
for  mutual  defense.  Those  who 
derived  pleasure  from  making  con- 
nections tended  to  leave  more  liv- 
ing offspring  to  carry  on  the  family 
genes.  We  are,  in  other  words,  hard- 
wired to  network. 

So  it  was  a  surprise,  during  my 
undercover  adventure  among  the 
white-collar  unemployed,  to  dis- 
cover that  most  of  my  fellow  job 
seekers  professed  to  hate  network- 
ing. They  knew  what  they  had  to 
do:  rehearse  their  30-second  self- 
advertising  elevator  speeches,  suit 
up,  put  on  a  smiley  face  and  show 
up  with  a  fistful  of  business  cards. 
In  some  cases  theyd  further  pre- 
pared by  role-playing  with  a  friend 
or  career  coach.  Still,  as  Andrea  R. 
Nierenberg,  author  of  Nonstop  Net- 
working and  self-proclaimed  queen 
of  the  sport,  acknowledges,  "a  net- 
working event  can  seem  scary" — 
like,  for  example,  that  painfully 
awkward  first  dance  in  the  middle - 
school  gym. 

It's  not  that  the  average  job 
seeker  is  a  socially  impaired  misfit. 
What  so  many  people  hate  and  fear 
about  networking,  as  one  laid- off 
Web  site  writer  put  it  to  me,  is  that 
"it  feels  so  fake."  You  aren't  meeting 
people  because  you  want  to  make 
friends  or  find  allies  but  because  you 
want  something  from  them.  Hence 
the  need  for  detailed  scripting  from 
networking  gurus  like  Nierenberg, 
who  advises  us  to  break  the  net- 
working process  down  to  "baby 
steps,"  such  as  "establish [ing]  eye 
contact"  and  "ask[ing]an  open- 
ended  question,"  like  "Why  did  you 
come  to  this  session?" 

This  is  not  the  free-floating  socia- 
bility of  prehistoric  hunter-gatherers; 
it's  a  calculated  performance,  an  act. 
In  case  you  get  distracted  from  net- 
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working  by  a  truly  enjoy- 
able conversation,  there  is 
Jeffrey  Gitomer's  Little 
Black  Book  of  Connections: 
6.5  Assets  for  Networking 
Your  Way  to  RICH  Rela- 
tionships to  remind  us: 
"Don't  spend  too  much 
time  with  one  person,  or 
you  defeat  the  purpose  of 
networking.  ...  If  you 
spend  three  minutes  with 
a  prospect,  that  gives  you 
a  possibility  of  20  contacts  per  hour. 
Five  minutes  each  =12  contacts.  Ten 
minutes  each  =  6  contacts.  When 
you're  in  a  room  full  of  prospects, 
every  minute  counts." 

Far  from  building  alliances 
against  predators,  this  sort  of  net- 
working represents  a  form  of  pre- 
dation  itself,  not  unlike  cruising 
a  bar  for  a  one-night  stand.  You 
move  through  the  room,  sizing  up 
prospects,  snaring  them  with  well- 
rehearsed  patter,  then  quickly 
sidling  along  to  the  next.  Maybe 
this  comes  naturally  to  some  peo- 
ple. But  for  others  of  us,  it's  a  viola- 
tion of  our  innate  sociability — a 
cheap,  phony  knockoff  of  our 
inherited  need  to  reach  out  and 
connect. 

Heightening  the  sense  of  fake- 
ness  is  the  kind  of  deception  often 
urged  on  job  seekers  by  their  men- 
tors and  coaches.  You  should 
never,  for  example,  refer  to  yourself 
as  "unemployed,"  although  the 
common  euphemism — "I've  been 
doing  some  consulting" — is  trans- 
parent to  potential  employers. 
Similarly,  your  self-advertisement 
need  bear  no  more  relation  to  your 
actual  experience  than  a  gauzy 
drug  commercial  resembles  a  Food 
&  Drug  Administration  report. 
During  my  undercover  search  for  a 
p.r.  job,  a  career  coach  advised  me 
to  lead  off  with,  "Hi,  I'm  Barbara 
and  I'm  a  crackerjack  p.r.  person!" 
When  I  groaned  that  that  sounded 
boastful,  not  to  mention  arrogant 


and  narcissistic,  she  gave  me  an 
exasperated  "Hello-oo-ooV 

Then  there's  the  suck-up  factor. 
Self-help  books  and  coaches  warn 
you  to  never  waste  time  networking 
with  your  own  kind — other  unem- 
ployed people.  You  should  be  net- 
working up,  with  people  who  hold 
jobs  and  are  in  a  position  to  dis- 
pense them.  The  camaraderie  that 
might  develop  among  people  who 
are  facing  the  same  life  crisis  is 
actively  discouraged.  Instead,  the 
idea  is  that,  having  "branded"  your- 
self and  rehearsed  your  sales  pitch, 
you  use  the  networking  time  to 
"sell"  yourself,  like  a  tube  of  tooth- 
paste, to  the  most  attractive  buyer. 

Yet,  even  when  the  gurus  advise 
against  it,  people  have  a  natural 
impulse  to  reach  out  to  others  in 
similar  states  of  distress.  During 
my  undercover  job  search  some  of 
my  fellow  job  seekers  told  me  they 
came  out  to  networking  events 
they  knew  would  have  no  practical 
value  simply  to  remind  themselves 
that  they  were  not  alone  in  their 
plight.  Americans  in  general  have  a 
robust  tradition  of  mutual  support 
in  hard  times.  Breast  cancer  sufferers, 
the  recently  bereaved  and  people 
squeezed  by  chronic  debt,  among 
others,  gather  in  support  groups 
for  comfort  and  practical  tips. 
Motivational  gurus  may  dismiss 
such  gatherings  as  "pity  parties," 
but  they  have  a  proven  record  of 
boosting  spirits  and  restoring  self- 
esteem. 

And  they  can  do  much  more 
than  that.  My  experience  of  highly 
motivated,  grassroots  networking 
comes  from  the  women's  move- 
ment of  the  1970s,  when  women 
began  to  gather  in  kitchens  and 
living  rooms  to  pour  out  their 
problems  and  offer  support.  At  first 
many  of  us  found  gender  an  unfa- 
miliar category.  But  as  the  stories 
mounted  up,  our  sense  of  com- 
monality grew:  Who  hadn't  been 
asked  whether  she  could  type  when 
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she  applied  for  a  professional  job? 
Endured  an  abusive  boyfriend, 
a  patronizing  physician,  a  sexist 
boss?  We  gained  personal  strength 
from  these  get-togethers  and  over- 
came feelings  of  worthlessness  and 
shame.  What  was  more  important 
in  the  long  run,  though,  was  that 
we  created  a  political  agenda: 
antidiscrimination  laws,  reproduc- 
tive rights,  affordable  child  care, 
access  to  formerly  male  occupa- 
tions. We  didn't  accomplish  every- 
thing, of  course,  but  we  became  a 
movement  that  reshaped  American 
politics  and  culture. 

Could  America's  insecure 
white-collar  workers  band  together 
in  a  similar  way — sharing  stories 
and  beginning  to  carve  a  common 
agenda  for  change?  In  the  last  five 
years  the  most  striking  economic 
trend,  in  addition  to  the  growing 
disparity  in  income  and  wealth, 
has  been  the  income  volatility  of 
the  middle  class,  the  wild  ups  and 
downs  as  companies  downsize, 
outsource  and  merge.  White-collar 
people,  who  survived  the  vast 
outsourcing  of  manufacturing  in 
the  1980s  more  or  less  unscathed, 
are  discovering  that  they  are  as 
disposable  as  the  folks  on  the 
assembly  line. 

On  the  promo  tour  for  the 
book  that  came  out  of  my  under- 
cover venture  as  a  white-collar  job 
seeker— Bait  and  Switch:  The 
(Futile)  Pursuit  of  the  American 
Dream — I  took  an  unusual  step  for 
an  author:  I  started  coming  to 
events  with  a  yellow  legal  pad  and 
passing  it  around  the  audience. 
We've  all  been  through  phony  net- 
working events,  I  explained,  now 
let's  try  the  real  thing.  Out  of  the 
lists  of  names  and  e-mail  addresses 
I  accumulated  around  the  country, 
a  group  emerged  that  met  in  2005 
to  create  a  new  organization  tar- 
geting unemployed,  underem- 
ployed and  anxiously  employed 
white-collar  workers.  We  call  it 


United  Professionals,  for  the  happy 
acronym  UP,  and  our  mission  is  to 
build  a  middle-class  constituency 
to  work  for  economic  security  or, 
as  some  would  put  it,  justice. 

I've  spent  many  hours  in  the  last 
year  meeting,  over  meals  and  in 
rented  meeting  halls,  with  groups  of 
white-collar  people  in  dire  straits. 
They're  a  slippery  constituency,  with 
no  more  sense  of  common  identity 
than  women  had  in  1970  and,  for  all 
the  corporate  talk  about  "teams," 
strangely  unfamiliar  with  the  notion 
of  working  together  for  a  common 
goal.  The  bonding  always  starts  with 
stories  that  are  the  inverse  of  eleva- 
tor speeches:  the  layoff,  months  of 
disorientation,  depression  and 
sometimes  drinking;  the  rejections 
or,  more  likely,  utter  lack  of  response 
from  prospective  employers;  the 
slide  into  survival  jobs,  which,  at  $7 
to  $10  an  hour,  seldom  live  up  to  the 
name.  There  have  been  tears,  bitter 
words  and  apologies  for  "being  so 
negative."  But  always  there  are  the 
nods  of  commiseration  that  are  the 
beginning  of  bonding. 

Face-to-face  meet- 
ings are  a  luxury  for  a 
fledgling  organization 
with  a  geographically 
dispersed  constituency, 
so  we  tend  to  use  the 
Internet  as  a  network- 
ing tool. 

One   feature  of 
Unitedprofessionals.org 
is  the  Our  Stories  sec-  WSSKKKM 
tion,  where  people  are  ^^^^^ 
invited  to  post  their  tales 
of  professional  disappointment  and 
personal  tragedy. 

A  39-year-old  data  processing 
specialist  who,  out  of  necessity,  lives 
with  his  parents,  writes:  "I  have  had 
potential  employers  not  hire  me 
because  they  were  worried  about 
the  number  of  jobs  I  have  had  over 
the  past  few  years.  The  fact  that  I 
have  been  repeatedly  laid  off,  my 
jobs  outsourced,  matters  little  to 


Pity  party? 
This  kind  of 
connecting 
lifts  people 
out  of  their 
sense  of 
isolation. 


them.  They  sympathize,  but  I  still 
appear  to  be  damaged  goods  to 
them.  ...  I  have  fundamentally 
changed  as  a  person.  I  no  longer 
laugh  or  make  jokes  as  much. 
When  I  do  joke  around,  I  notice  my 
humor  is  tinged  with  bitterness.  I 
miss  the  person  I  used  to  be." 

A  57-year-old  woman  with  a 
master's  degree  reports:  "I  was  a 
well-paid  and  respected  project 
administrator  for  16  months — at 
least  until  the  current  Administra- 
tion failed  to  renew  our  grant.  I  was 
again  out  of  a  job.  By  then,  I  was  in 
my  50s,  and  my  life  was  (and  con- 
tinues to  be)  one  long  nightmare  of 
low-class,  low-paying  jobs  that  have 
nothing  to  do  with  my  education.  I 
was  even  fired  last  year  by  a  newly 
promoted  22-year-old  supervisor 
because  I  refused  to  fetch  her  coffee 
(among  other  things)  and  because 
. . .  she  could." 

A  pity  party?  Maybe,  from  the 
perspective  of  the  perpetually  up- 
beat motivational  gurus.  But  this 
kind  of  connecting — call  it  net- 
working from  the  heart — lifts  peo- 
ple out  of  their  sense  of  isolation, 
showing  them  that  other  hard- 
working, highly  educated  people 
have  experienced  the  same  despair 
and  that  the  root  problem  does  not 
lie  in  individual  failings  but  in 
something  far  more  systemic. 
United  Professionals'  immediate 
task,  at  the  behest  of  our  4,000 
members,  is  to  advocate  univer- 
sal health  insurance.  Our  secret 
weapon  is  to  build  bonds  among 
the  afflicted,  to  the  point  where 
they  are  ready  to  take  action, 
locally  and  nationally,  as  a  spir- 
ited constituency  for  change. 
We've  had  enough  of  the  fake, 
manipulative  form  of  networking. 
It's  time  for  the  real  conversation 
to  begin.  F 

Barbara  Ehrenreich  is  the 
author,  most  recently,  of  Dancing 
in  the  Streets:  A  History  of 
Collective  Joy. 
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New  Girls 

Network 


Talent  goes  a  long  way 

in  Silicon  Valley.  So 
does  staying  connected 

BY  JANICE  ROBERTS 

ELISSA  MCJANNET  JOINED  THE 
Mayfield  Fund  seven  years  ago 
after  getting  a  degree  from  Stan- 
ford Graduate  School  of  Business. 
In  no  time  she  distinguished  her- 
self from  new  hires  in  the  venture  industry.  She 
was  willing  to  look  beyond  the  obvious  for 
investment  possibilities.  She  worked  closely  with 
me  on  Convedia,  a  firm  that  produces  IP  media 
servers  and  was  our  first  Canadian  investment. 
Mayfield  sold  that  to  Radisys  this  year.  We  also 
collaborated  on  Mobileway,  an  early  mobile- 
messaging  company  in  France,  which  we  sold  to 
Sybase  last  year  for  $400  million. 

Melissa  and  I  sifted  through  stacks  of  business 
plans,  flew  to  meet  with  prospects  and  spent  hours 
discussing  the  relative  merits  of  entrepreneurs,  as  well 
as  what  kinds  of  experts — from  customers  to 
suppliers— to  pair  them  with.  They  were 
among  my  most  exciting  years  at  Mayfield 
Melissa's  network  of  young  professionals  I 
helped  me  realize  the  importance  of  text  over 
voice.  As  a  native  Canadian,  she  helped  nav 
igate  us  through  governance  issues. 

Today  Melissa  is  a  principal  at  TD  Capital, 
a  Toronto  firm  that  manages  $2  billion  in  pri 
vate  equity  assets  on  behalf  of  pension  plan  spon 
sors,  endowments  and  financial  institutions.  On  her 
recommendation  TD  Capita]  invested  in  Mayfields 
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READ  ANY  GOOD 
BOOKS  LATELY? 


You  probably  haven't.  In  fact,  the  only  things  you've  read 
lately  are  stacks  of  presentations  detailing  the  options 
for  your  next  strategic  move.  But  that's  why  we're  here. 
We  can  pair  your  dedication  with  the  integrated  power  of 
our  entire  institution-focused  on  emerging  and  mid-sized 
companies  in  select  industries-to  help  you  identify  and 
successfully  execute  on  your  best  opportunities.  Then  we 
can  all  catch  up  on  a  little  light  reading. 


KeyBanc 

Capital  Markets 


For  more  information,  call  Christopher  M.  Gorman,  EVP,  at  216.689.3300,  or  go  to  key.com/kbcm. 

v        Raising  Capital 

Strategic  Advice 

Capital  Commitment 

Managing  Risk  j 

KeyBanc  Capital  Markets  is  a  trade  name  under  which  corporate  and  investment  banking  products  and  services  of  KeyCorp  and  its  subsidiaries,  KeyBanc 
Capital  Markets  Inc.,  Member  NYSE/NASD/SIPC,  and  KeyBank  National  Association  ("KeyBank  N.A."),  are  marketed.  Securities  products  and  services  are 
offered  by  KeyBanc  Capital  Markets  Inc.  and  its  licensed  securities  representatives,  who  may  also  be  employees  of  KeyBank  N.A.  Banking  products  and 
services  are  offered  by  KeyBank  N.A.  ©2007  KeyCorp 
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first  fund  in  Giina,  which  closed  in  January  with  $200 
million  in  capital.  I  have  no  doubt  that  our  relationship 
will  prove  increasingly  valuable  to  me  and  to  my  firm. 

You  could  call  it  the  New  Girls  Network.  It's  grow- 
ing one  introduction  at  a  time  and  often  by  serendipity. 
It's  a  small,  informal  but  thriving  group  of  competitive 
and  talented  women  who  respect  but  don't  revere  tradi- 
tion. They  look  to  performance  more  than  pedigree; 
their  idea  of  chat  is  a  conference  call  between  Menlo 
Park,  London,  Shanghai  and  Bangalore. 

A  few  things  have  changed  since  I  arrived  in  Silicon 
Valley  from  the  U.K.  16  years  ago  after  selling  my  com- 
pany, BICC  Data  Networks,  to  3Com  Corp.  Well- 
meaning  friends  and  colleagues  congratulated  me  on 
my  good  fortune.  "It'll  be  so  much  better  for  you  in  the 
States,"  they  assured  me.  "Professional  women  are 
embraced  there."  Well,  that  was  not  quite  the  case. 
Europe  was  more  traditional  but  group-oriented;  the 
U.S.  was— and  still  is— much  more  focused  on  the  indi- 

Women  no  longer  talk  about 
balancing  kids  and  careers. 


vidual.  But  I  adapted  my  style  and  must  say  that  I  have 
never  felt  compromised  l  ;  oeing  a  woman. 

Nor,  I  suspect,  have  any  of  the  pioneering  women 
executives  here  in  the  Valley.  Among  them:  Carol 
Bartz,  executive  chairman  of  Autodesk;  Judy  Estrin, 
former  chief  technology  officer  of  Cisco  Systems,  who 
sits  on  the  boards  of  Walt  Disney  and  FedEx;  Audrey 
Maclean,  Stanford  University  professor  and  angel 
investor;  and  Heidi  Roizen,  a  managing  director  of 
Mobius  Capital.  Many  of  these  women  are  now 
involved  in  entrepreneurial  pursuits— by  example  and 
coaching— encouraging  the  next  wave  of  women  to 
excel  in  the  high-tech  world. 

My  experiences  and  network  served  me  well  by 
the  time  I  joined  Mayfield  in  the  summer  of  2000. 
Now  I  handle  investments  in  communications,  net- 
working and  mobile  applications.  As  a  venture  capi- 
talist I  can  give  support  and  guidance  by  way  of  an 
investment,  a  reference  or  an  introduction.  And  I 
often  find  that  the  favor  gets  reciprocated.  We  do  it 
not  out  of  obligation  but  because  it's  good  business, 
"he  girls  rarely  disappoint. 

Julie  Meyer  of  Ariadne  Capital,  a  global  investment 

'  advisory  firm  in  London,  came  to  see  me  in  2005 
hearing  me  speak  at  a  conference.  She  was  accom- 
1  by  the  founder  of  a  company  looking  for  an 
A         n  investor.  I  didn't  invest— not  then,  at  least— 


but  hit  it  off  with  Julie  instantly.  I  was  impressed  with 
her  energy,  determination  and  knowledge  of  her 
portfolio  companies. 

We  stayed  in  touch,  and  Julie  continued  to  intro- 
duce me  to  entrepreneurs  in  her  transatlantic  network. 
Eighteen  months  ago  she  brought  me  to  William 
Barhydt,  who  founded  Sennari,  a  Cupertino,  Calif, 
company  that  provides  mobile  customer-relationship 
management.  Mayfield  led  Sennari's  next  round  of 
funding;  I  now  sit  on  the  board,  and  Julie  continues  to 
be  an  adviser  to  the  company.  She  and  I  are  jointly 
working  on  new  deals,  and  I  expect  at  least  one  to  lead 
to  an  investment. 

Patricia  Nakache  of  Trinity  Ventures  and  I  got  to 
know  each  other  through  a  joint  investment  in  Play- 
First,  a  publisher  of  casual  games  largely  targeted  at 
women  and  families.  We  were  brought  together  by 
another  network  girl,  Dana  Settle,  at  that  time  a  partner 
at  Mayfield.  (Women  partners  are  still  scarce  at  VC 
firms.)  Since  working  on  PlayFirst, 
two  Mayfield  partners  (men)  have 
invested  in  two  more  deals  with 
Patricia:  Jobster,  a  job  and  recruit- 
ing search  engine,  and  Affinity 
Labs,  a  portal  serving  nurses  and 
policemen,  among  others. 
Our  network  continues  to  adapt  and  grow.  The 
Forum  for  Women  Entrepreneurs  &  Executives 
provides  350  members  with  introductions,  mentorship 
and  funding.  It  has  a  heavy  weighting  to  Silicon  Valley, 
but  programs  like  "Entrepreneurship  from  the  Perspec- 
tive of  Women,"  organized  by  Stanford's  business 
school,  have  become  international  in  scope,  and  so 
have  the  discussions.  Women  no  longer  talk  about  glass 
ceilings  and  balancing  children  and  careers.  They  want 
to  know  about  running  companies,  how  to  get  capital 
and  from  whom,  and  whether  an  overseas  stint  is  vital 
to  a  curriculum  vitae. 

Recently  I  hosted  a  Six  Degrees  of  Separation 
dinner  for  roughly  three  dozen  women  at  a  Moroccan 
restaurant  in  San  Francisco.  No  one  complained  about 
the  difficulties  of  being  female  in  Silicon  Valley.  How 
far  would  any  of  these  women  have  gotten  if  they  had 
dwelled  on  obstacles  rather  than  on  possibilities?  No, 
this  was  a  celebration.  At  the  end  of  the  evening  I  had 
a  case  of  Moet  &  Chandon  from  which  to  award  bot- 
tles to  the  women  who  could  claim  connections  to  six 
others  at  the  table.  Two  guests  walked  off  with  a  bottle. 
The  dinner  will  become  an  annual  event,  a  chance  for 
us  to  commemorate  how  far  we've  come.  Someday  I'll 
carry  home  an  empty  champagne  case.  F 
Janice  Roberts  is  a  managing  director  at  the 
Mayfield  Fund. 
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Big? 


Behind  this  seemingly  small  bottle  of  perfume  is  a  huge  corporation,  Hutchison 


Whampoa  Limited  (HWL).  The  group  is  the  world's  largest  health  and  beauty  retailer,  with  a  network 
of  7,700  stores  in  36  markets.  Retail  operations,  however,  are  just  part  of  a  bigger  picture.  HWL  is 
a  multi-national  conglomerate  based  in  Hong  Kong  with  shareholders  all  over  the  world,  in  addition 
to  retail,  the  group  has  major  interests  in  ports  and  related  services;  property  and  hotels;  energy, 
infrastructure,  investments  and  others;  and  telecommunications/Spanning  56  countries  with  over 
220,000  employees,  HWL's  global  reach  is  built  on  a  solid  financial  foundation,  independent  surveys 
regularly  rank  HWL  among  the  premier  regional  investment  grade  companies  in  the  global  credit 


markets.  To  learn  more  about  HWL,  please  visit  www.hutchison-whampoa.com 


(tjWj)  Hutchison  Whampoa  Limited 


All  the  signs  are  that  the  communications  industry  is  on  the  edge 
of  something  big.  The  inexorable  coming  together  of  the  Internet 
and  telecoms  networks  is  pushing  the  sector  towards  a  broadband 
transformation  that  it  must  embrace.  Service  providers  will  feel  the 
heat  of  this  change  first  as  consumers  look  for  new  services  and 
seek  out  the  best  deals  that  match  their  lifestyle. 

Mika  Vehvilainen,  Chief  Operating  Officer  for  Nokia  Siemens 
Networks,  looks  beyond  the  tipping  point  to.  see  what  the  industry 
must  do  to  prepare  for  the  new  world  of  communications  networks. 


Are  you  ready  to  connect 
with  5  billion  people' 


Mika  Vehvilainen 
Chief  Operating  Officer 
Nokia  Siemens  Networks 


Like  the  distant  collision  of  two  spiral 
galaxies,  the  Internet  and  the  world's 
telecoms  networks  are  merging 
unstoppably.  The  combining  of  these 
two  great  technological  networks  of  our 
time  will  turn  out  to  be  astonishing  and 
something  that  will  change  all  our  lives. 

By  2015,  less  than  100  months  away, 
we  will  live  in  a  world  in  which  five 
billion  people  are  connected  by 
various  communications  networks. 
These  are  almost  astronomical 
numbers,  yet  what's  really  remarkable 
is  that  they  will  nearly  all  be  always  in 
touch  through  a  broadband  IP 
connection.  IP  is  the  Internet  Protocol, 
the  engine  that  will  enable  the  Internet 
to  become  the  predominant  platform 
to  connect  all  these  people  and  their 
various  phones,  computers  and  other 
devices  with  each  other. 

Broadband  IP  connections  will  be 
available  practically  anywhere  in  the 
world,  across  developed  and  growth 
markets.  A  combination  of  mobile, 
wireless  and  fixed  systems  will  ensure 
global  coverage,  full  mobility  and  the 
speed  and  capacity  to  make  the  whole 
structure  shine. 

People  will  be  able  to  use  a  vast  array 
of  content  and  services,  where  they 
want,  when  they  want,  using 
whichever  device  they  want. 


Communities  will  re-emerge 

This  new  constellation  of 
communications  will  reverse  the  tren 
of  increasing  individuality  that  we  ha 
experienced  over  the  last  decades. 
Our  sense  of  physical  community 
has  declined;  we  are  today  much  les 
likely  to  belong  to  neighborhood  soci 
groups,  for  example. 

The  ease  and  richness  with  which  w 
will  be  able  to  communicate  without 
regard  to  geography  will  instead  brim 
people  closer  together.  Not  physically 
but  virtually.  People  are  already  joinir 
virtual  hands,  and  will  increasingly  do 
so,  to  form  communities  that  will  driv 
everything  from  fashion  to  political 
change.  Physical  community  will  be 
replaced  by  closeness  of  interest. 

People  will  become  more  passionate 
about  their  community  and  about  the 
communications.  They  will  want  mort 
services  matched  to  their  own  needs 
and  they  will  want  them  at  a  price  the 
are  willing  to  pay.  Unlike  the  first  100 
years  of  telecoms  in  which  we  had  tc 
use  what  we  were  given,  it  is  the 
users,  you  and  me,  who  will  be  in 
the  driver's  seat. 


Advertisement 


Less  cost  equals  more  users 

Yet  in  such  a  notoriously  unpredictable 
hi-tech  sector,  how  can  we  be  so 
certain  that  5  billion  souls  will  be 
'always  connected'  in  2015? 
Affordable  connectivity  is  the  answer 
Twenty  years  ago  there  were  almost 
no  mobile  phone  users;  today  there 
are  almost  3  billion.  It's  no  coincidence 
that  over  the  same  period,  the  total 
network  cost  per  subscriber  has 
plummeted  from  hundreds  of  dollars 
to  tens  of  dollars.  And  we  have  not  yet 
gone  down  the  stairs  to  the  basement. 

Costs  will  fall  further,  encouraging 
10  million  new  users  to  join  the 
communications  party  every  month 
for  the  next  eight  years  and  more. 
It  is  technology  that  will  continue  to 
drive  down  the  costs. 

Imagine  the  impact  if  car  prices  had 
dropped  by  a  factor  of  50  over  two 
decades.  Everyone  would  have  their 
own  car,  pushing  road  capacity 
beyond  breaking  point.  Maybe  it's 
better  not  to  imagine  such  traffic 
congestion,  but  it  does  illustrate  the 
critical  challenge  facing  the 
communications  industry.  Network 
capacity  will  need  to  grow  a  hundred- 
fold by  2015. 

The  acceleration  of  broadband 

The  broadband  market  has  been 
with  us  for  just  a  few  years.  Yet  it  has 
gained  remarkable  traction,  driven  by 
falling  tariffs  and  a  virtuous  circle  of 
upgrades  with  more  speed  enabling 
more  advanced  applications,  which 
drives  the  need  for  more  speed,  which 
in  turn  encourages...  well,  you  get  the 
picture.  What's  more,  the  pace 
quickens  as  the  cycle  of  technology 
innovation  becomes  ever  shorter. 

We  must  also  factor  in  the  rapidity 
with  which  mobile  is  going  broadband, 
as  3G  evolves  to  faster  speeds  with 
HSPA  (High  Speed  Packet  Access), 
LTE  (Long  Term  Evolution)  technology 
and  WiMAX.  Today,  the  proportion  of 
fixed  traffic  to  mobile  traffic  is  about 
100  to  1.  So,  moving  just  one  per 
cent  of  broadband  traffic  to  mobile 
will  mean  doubling  the  capacity  of 
mobile  networks. 

There  can  be  no  doubt  that  massive 
investment  in  network  capacity  must 
be  made. 


What  role  the  operator? 

Not  all  service  providers  will  want  to 
make  that  kind  of  investment,  nor  do 
they  need  to.  But  what  they  all  need  to 
do  is  take  a  hard  look  at  their  business 
model  and  decide  what  they  want  to 
be  in  this  expanded  online  world. 

Service  providers  recognize  that  they 
face  big  questions  about  their  role. 
And  these  questions  are  being 
addressed  in  the  boardroom.  They 
all  realise  there  are  fundamental 
changes  they  have  to  make  to  their 
businesses  to  provide  better  value 
for  money  for  users  while  achieving 
greater  profitability  for  themselves. 

They  could  focus  purely  on  supplying 
network  capacity  and  services  to  other 
providers  and  remain  largely  invisible 
to  the  mass  population  of  users.  They 
could  expand  their  own  value  webs  by 
converging  their  networks  and 
bundling  services,  outsourcing  parts  of 
their  business,  such  as  operating  the 
network.  Or  they  could  join  a  growing 
band  of  operators,  including  Virtual 
Network  Operators,  who  share 
networks  to  focus  on  niche  markets  of 
consumers  or  communities,  winning 
business  through  innovative  and 
targeted  services. 

There  are  lots  of  white  spaces  to  be 
filled  and  there  will  be  lots  of  trial  and 
error.  I  am  sure  we  will  see  different 
models  being  run  in  parallel  and  new 
models  being  evolved.  It's  going  to  be 
a  wild  ride  for  operators,  with  many 
successes  and  failures  along  the  way. 
Sure,  there  is  risk  here,  but  there  is 
also  a  fantastic  opportunity. 


The  service  providers' 
secret  weapon 

Telecom  service  providers  have 
a  big  asset  to  help  them  take  on  the 
challenge  and  harvest  the 
opportunities  -  they  know  their 
customers  very,  very  well.  They 
know  us  through  their  subscriber 
management  and  billing  systems, 
which  are  an  essential  and  existing 
part  of  their  business  operations. 
They  know  not  just  who  their  users  are 
and  how  much  they  spend,  but  when 
they  spend,  what  they  spend  on,  and 
where  they  are  when  they  spend. 

Service  providers'  customer  systems 
are  among  the  most  sophisticated  in 
the  world.  Few  other  sectors  have 
such  detailed  insight  into  their 
customers'  behavior.  What  an 
advantage.  Look  how  much  effort 
retailers  put  into  trying  to  gain  this  kind 
of  customer  intelligence,  introducing 
expensive  loyalty  cards  and  other 
schemes,  yet  they  do  not  even  come 
close  to  what  telecom  operators  have 
as  a  natural  part  of  their  business. 

This  intelligence  is  highly  valuable, 
yet  woefully  under-used  by  many 
service  providers.  They  have  a  great 
opportunity  to  revamp  their  marketing 
focus  and  will  probably  need  to  bring 
in  the  necessary  expertise  and 
partner  up  with  third  parties  to  fully 
realize  the  potential. 

Let's  take  a  look  at  just  one  area  in 
which  such  sophistication  could  be 
exploited  much  more,  that  of  micro- 
billing.  Service  providers  already  have 
highly  effective  billing  systems  in  place. 

Continues  over 
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service  providers  can  transform 

their  businesses." 
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We  can  see  a  glimpse  today  of  the 
capabilities,  with  people  in  a  few 
countries  enjoying  the  supreme 
convenience  of  using  their  mobile 
phones  to  pay  for  car  washes  and 
parking  meters,  and  even  pay  for 
content  from  the  Internet. 

Business  users  - 

only  scratched  the  surface 

Another  sector  ripe  for  service 
providers  to  tackle  is  the  business 
user.  Of  course,  every  manager  and 
road  warrior  worthy  of  the  name  has 
a  mobile  device  for  business  calls 
and  picking  up  their  email,  but  the 
possibilities  extend  way  over  the 
horizon.  And  there's  big  business 
to  be  had  here. 

Service  providers  need  to  be  much 
more  enterprise  focused,  offering 
sophisticated  services  that  will  bring 
real  value  to  organizations.  Companies' 
communications  networks  need  to  be 
exploited  much  more,  not  simply  to 
cut  costs  and  boost  productivity,  but 
to  help  fundamentally  improve  their 
business  processes.  The  number  of 
subscribers  will  be  fewer  than  in  the 
consumer  market,  but  the  income  they 
generate  will  be  much  higher. 

Asking  the  right  questions 

This  leads  me  into  areas  that  still  seem 
to  vex  many  service  providers.  Two 
questions  I  am  frequently  asked  are: 
What  are  the  services  that  will  bring 
big  success?  And  which  technologies 
should  I  adopt  to  make  it  all  happen? 

In  my  view,  both  of  these  questions 
miss  the  point.  The  world  is  full  of 
services.  The  route  to  success  lies  in 
open  access  to  the  Internet  by 
providing  more  bandwidth  and 
capacity  to  bring  faster  end-user 
services.  It's  the  variety  on  offer  that 
will  win,  not  individual  services.  Stop 
searching  for  a  killer  service  and  start 
working  on  building  a  killer 
environment  that  will  support  a  wide 
choice  of  advanced  services. 

As  for  'which  technology?'  -  It's  the 
wrong  question.  There  is  a  range  of 
wireless  access  technologies  available 
now  and  in  the  near  future.  LTE,  the 


further  development  of  3G,  will  prove 
the  most  cost-effective  to  adopt  for 
some  service  providers,  while  others 
may  find  that  WiMAX  better  suits  their 
situation.  Let's  not  be  dogmatic  about 
this.  It's  not  about  the  flavor  of  the 
technology,  it's  about  the  network,  the 
frequencies  and  licensing,  the  base 
station  sites  available  -  a  whole  raft 
of  influences.  But  what  is  key,  is  that 
the  technology  provides  the  access 
speed  and  capacity  to  efficiently 
offer  the  menu  of  services  that 
users  will  demand. 

More  services  from  more  providers 

In  this  new  converged  telecom, 
Internet,  media  and  IT  landscape 
there  will  be  a  much  larger  variety 
of  communications  providers  and 
business  models  compared  to  today. 
Each  provider  will  compete  in  a  larger 
market  than  now,  creating  huge 
opportunity  and  increased  competition. 
The  providers  that  can  offer  the  highest 
level  of  simplicity  in  connecting  people, 
and  in  connecting  people  to  content, 
will  be  the  winners. 

There  is  vast  potential  with  room  for 
all  types  and  sizes  of  providers.  On 
the  access  side  you  definitely  need 


scale,  while  small  players,  the  Virtue 
Network  Operators  and  smaller 
Internet  Service  Providers,  will  be 
better  able  to  also  service  the  niche 
markets.  What  is  certain  is  that  we 
will  see  many  more  players  with  nev 
providers  being  formed  and  players 
moving  from  other  sectors  into  the 
market.  Network  sharing  will  grow 
and  we  may  even  see  fewer  physics 
networks  in  total  around  the  world. 

And  what  of  the  network  vendors 
like  the  newly  formed  Nokia  Siemen 
Networks?  -  My  own  passion.  We 
understand  networks  better  than 
anyone  and  are  perfectly  placed  to 
help  define  how  networks  can  be 
evolved  to  meet  future  demands. 
But  we  can  no  longer  exist  as  mere 
suppliers.  We  need  to  become 
a  partner  willing  to  share  the  risks 
and  rewards. 

As  a  vendor  with  a  profound 
understanding  of  how  communicatioi 
users  behave,  I  believe  that  Nokia 
Siemens  Networks  can  reveal 
innovative  ways  in  which  service 
providers  can  transform  their 
businesses  to  overcome  uncertainty 
and  capture  opportunity  in  the  new 
galaxy  of  communications. 


Nokia  Siemens  Networks  - 

the  new  powerhouse  in  communications 

The  merging  of  Nokia's  networks  and  Siemens'  carrier 
businesses  has  created  an  undisputed  industry  leader 
with  the  scale  and  ambition  to  become  the  number  one 
enabler  of  communication  services. 

As  one  of  the  "Big  Three"  suppliers  that  cover 
approximately  50  per  cent  of  the  total  market,  Nokia 
Siemens  Networks  holds  a  leading  position  in  key  carrier 
markets  (No.  2  in  Wireless  Networks;  No.  2  in  Telco 
Services;  No.  3  in  Wireline  Networks)  with  2005  calendar 
year  pro  forma  revenues  of  €15.8  billion. 

With  a  strong  customer  base  of  approximately  600 
customers  worldwide,  the  company  encompasses  five 
product  Business  Units  that  will  provide  the  full  range  of 
products  and  applications  for  fixed,  mobile  and  converged 
networks.  Additionally,  Nokia  Siemens  Networks  will 
address  the  growing  demand  for  network  services  through 
its  Services  Business  Unit  and  close  to  20,000  service 
professionals  worldwide. 
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Need  help  to  anticipate  where  your 
profits  will  come  from  in  5  years  time? 

Bringing  networks  to  life. 

With  our  depth  of  insights  into  consumer  behaviour,  markets  and  technology,  we  are  uniquely 
placed  to  help  our  customers  define  future  strategies.  We  also  have  the  experience,  both  locally 
and  globally,  to  turn  these  insights  into  real  opportunities  for  long-term  success.  So  start  profiting 
from  our  knowledge  today. 

www.nokiasiemensnetworks.com 
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If  you  want  to  sell  a  hip-hop  star,  you  need  a  network, 
and  I  don't  mean  one  made  out  of  fiber-optic  cables 


HEY  SAY  NECESSITY  IS 
the  mother  of  invention.  It 
can  also  be  one  big  mother. 

You  need  two  networks 
to  sell  music:  one  to  find 
the  artists,  the  other  to  i'  nkd  ihem.  If  one 
of  the  networks  doesn't  exist,  you  must  in- 
vent it.  In  the  case  of  rap  music,  a  quarter 
ol  a  century  ago  neither  existed.  So  we  built 
our  own  networks  to  discover  artists  and 
promote  them. 
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BY  LYOR  COHEN 

Today  I  run  the  U.S.  operations  of 
me  of  the  four  remaining  majors, 
Warner  Music  Group.  But  I  didn't  start 

out  there.  I  got  into  the  music  business 
25  years  ago  as  a  club  promoter  in  L.A. 

I  booked  and  promoted  Social 
Distortion,  Fear,  Pi  hbone  and  Circle 
Jerks.  There  D]  crew  called 

Uncle  Jamm's  ,    i  'I  phenomenon 

who  played  and  whose 

incredible  stre<  ng  team  built 


the  crew  its  own  network.  Through  th; 
job  I  met  the  pioneering  hip-hop  grou| 
Run-DMC,  which  led  me  to  Russell  Sim 
mons'  Rush  Entertainment  in  19821 
There  I  became  Run-DMC's  road  man 
ager.  Eventually  I  began  managing  all  o 
the  Rush  acts  on  the  first  national  raj 
tours  as  a  part  of  Rush  Management,  on 
of  the  most  powerful  rap  and  hip-hof 
management  companies  ever.  And  it  wa 
from  there  I  jumped  to  Def  Jam  Record 
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in  1988.  That's  the  label  Rick 
Rubin  and  Russell  started  in  Rick's 
dorm  room  at  NYU. 

How  did  we  find  performers? 
Def  Jam's  artists  and  repertoire 
department  consisted  of  a  handful 
of  DJs  we  knew  and  the  few  artists 
we  had  on  the  label.  For  example, 
we  were  fans  of  a  show  on  Adelphi 
University's  WBAU.  The  DJ  was  an 
enormously  talented  guy  named 
Chuck  D,  who  went  on  to  form 
Public  Enemy.  And  Adam  Horowitz 
of  the  Beastie  Boys  (one  of  Def  Jam's 
first  acts)  flipped  out  over  a  cassette 
he'd  heard.  That  tape  brought  us 
Todd  Smith— a.k.a.  LL  Cool  J.  We 
grew  quickly.  Before  we  knew  it,  a 
tipping  point  was  reached,  and 
Def  Jam's  reputation  made  the 
label  a  destination.  We  didn't  need 
to  seek  out  artists  anymore;  they 
looked  for  us. 

Half  the  battle.  In  the  early 
1980s  there  were  no  established 
avenues  to  promote  hip-hop.  Video? 
Are  you  kidding  me?  Tours?  We 
were  lucky  to  book  a  bar  mitzvah. 

We  had  to  fall  back  on  radio. 
Back  then,  if  you  didn't  have  radio 
play,  you  didn't  sell  records.  It  was 
that  simple,  but  no  station  in  the 
country  would  play  rap  music, 
except  for  one:  KDAY  in  Los 
Angeles. 

Other  stations  played  rap,  but 
KDAY  was  the  first  to  play  it  24/7. 
Once  we  had  KDAY,  we  super- 
served  them:  We  guaranteed  they 
had  our  music  first,  sometimes 
exclusively;  made  sure  all  our 
artists  showed  them  the  love 
through  live  appearances.  We 
were  their  concierges.  At  the  same 
time,  we  were  catering  to  the  DJ 
pools,  solo  urban  retailers  and 
specialty  radio  shows  that  played 
rap.  That  was  our  loose,  ad  hoc 
and  very  fragile  marketing  net- 
work. We  knew  th  dn't 
strengthen  it,  the  \ 
would  go  up  in  smoke 
create  it  ourselves. 


We  knew  we  needed  a  large- 
scale  tour  that  would  put  hip-hop 
on  an  equal  footing  with  big  rock 
bands.  So  we  built  one.  In  1984  we 
started  the  first-ever  large-scale 
rap  tour:  Freshfest.  You  wanted 
to  be  on  the  Freshfest  tour?  No 
problem.  But  if  we  let  you  join, 
you  had  to  let  us  manage  you.  Or 
record  you.  Or  something  you. 
That  tour  featured  Run-DMC, 
Kurtis  Blow,  the  Fat 
Boys,  Whodini  and  a 
bunch  more,  and  it 
went  on  to  be  one  of 
the  highest-grossing 
tours  of  its  day. 

We  knew  we  were 
on  to  something  when 
the  offers  to  play  small 
gigs  started  rolling  in.  I 
remember  when  Charles 
Koppelman,  then  the 
chief  executive  of  EMI 
(and  currently  chair- 
man of  Martha  Stewart 
Living  Omnimedia), 
wanted  to  hire  Run- 
DMC  to  play  his  daugh- 
ter's Sweet  16  party. 
Sure,  so  long  as  Charles 
also  hired  one  of  our 
new  bands  to  open.  The  band  was 
the  Beastie  Boys. 

Time  flies.  It's  2007,  hip-hop  is 
mainstream,  and  I'm  at  a  major. 

At  a  big  corporation  things  are 
different.  Finding  artists  is  usually 
done  through  a  network  of  lawyers, 
artist  managers  and  other  insiders. 
They're  like  Washington  lobby- 
ists— they  have  the  access  to  power, 
and  they  shop  their  artists  con- 
stantly, setting  up  showcases  and 
starting  bidding  wars  between  the 
music  companies  to  sign  their 
artists.  That's  not  to  say  there  isn't  a 
fantastic  pool  of  talent  and  creativ- 
ity involved  in  the  A&R  process — 
we've  got  some  of  the  best  in  the 
business — but  artist  discovery  at 
the  big  record  companies  has 
mostly  evolved  into  a  ritualized 


Video? 
Are  you 
kidding 
me? 
Tours?  In 
the  1980s 
we  were 
lucky  to 
book  a 
bar 
mitzvah. 


mating  dance  performed  by  a  tin 
number  of  players  in  a  highl 
restricted  network. 

The  same  goes  for  marketin 
and  promotion.  The  process  hs 
become   almost  standardize 
through  a  handful  of  channel: 
radio,  TV,  touring,  retail  anc 
beginning  a  few  years  ago,  onlin 
and  mobile.  To  promote  in  thes 
channels  effectively  you  nee 
money  and  a  staff  of  executive 
with  significant  expertise  an 
relationships  (not  to  mention 
high  tolerance  for  risk).  Th 
mainstream  promotional  networ 
is  highly  evolved  and  firmll 
established;  its  foundation  prel 
dates  the  wide  use  of  the  Internel 
by  many  years. 

The  challenge,  of  course,  is  t»l 
not  let  rituals,  standards  an<| 
customs  make  the  networks  staw 
and  ultimately  ineffective.  ' 

During  flush  times,  when 
technological  advances  hit  th« 
music  business,  it's  easy  to  forge 
the  importance  of  continually 
strengthening  your  networks  anc 
inventing  new  ones.  Technology 
has  transformed  the  industry:  a| 
first  for  better,  then  for  worse  anc 
now,  again,  for  better. 

For  a  couple  of  decades  the 
music  business  had  an  unbeliev- 
ably lucrative  ride,  on  the  CDl 
When  people  upgraded  their  viny 
albums  and  cassette  tapes  to  the 
new  format,  the  labels  got  used  tc 
easy  cash,  signed  more  artists  anc 
hired  thousands  of  people.  Bui 
that  just  increased  the  pressure  tc 
sell  more  CDs.  And  when  youi 
goal  is  to  sell  more  records  so  you 
can  support  a  bloated  infrastruc- 
ture, you  need  more  and  bigger 
commercial  hits. 

Building  an  organization  to 
search  out  commercial  hits  can 
take  its  toll.  With  their  massive 
presence  in  New  York  and  L.A., 
the  big  labels  suck  up  the  talent 
around  them.  Some  of  that  talent 
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is  not  ready  for  prime  time,  so  too  many 
artists  get  chewed  up  and  spit  out  in  the 
process.  The  A&R  guys  feel  compelled  to 
sign  bands  that  resemble  junk  food. 
Their  music  goes  down  easily  but  doesn't 
offer  any  lasting  satisfaction.  These 
bands  (we  all  know  the  ones  I'm  talking 
about)  may  sell  a  lot  in  the  short  run,  but 
they  burn  out  quickly  That's  costly, 
because  over  the  long  run  we  lose  the 
opportunity  to  cultivate  the  best  audi- 
ence a  band  can  ever  have:  a  loyal  base 
of  discerning  fans  who  stick  with  an 
artist  for  decades  and  sell  others  on  the 
music,  too. 

With  an  established  artist-discovery 
network  that  is  at  risk  of  collapsing  under 
its  own  weight,  we  need  to  revitalize  and 
reinvent  the  system  once  again.  There  are 
all  kinds  of  record  labels,  hundreds  of 
them,  some  maybe  even  the  Def  Jams  of 
tomorrow.  Each  of  these  small  outfits  is 
run  by  someone  who  really  loves  music, 
who's  going  through  the  same  heartache 
we  did  back  at  Def  Jam  or  that  Uncle 
Jamm's  Army  did  in  L.A.  They  have  an 
artist  or  two  generating  some  buzz.  They 
are  booking  shows,  working  the  DJs  and 
creating  their  own  network  of  fans  and 
supporters  from  scratch.  And,  in  the 
process,  they  are  building  a  strong  base 
for  their  artists,  who  are  doing  what 
artists  are  supposed  to:  honing  their 
craft,  developing  a  sound  that  is  authen- 
tic, powerful  and  uniquely  theirs.  Every 
so  often  one  of  these  little  labels  feeds  the 
four  big  companies  (Warner,  Sony  BMG 
Music  Entertainment,  EMI  Group  and 
Universal  Music  Group)  an  artist  who  is 
really  ready  to  soar. 

In  2005,  for  example,  Warner  Music's 
Asylum  Records  signed  a  deal  with  a 
Houston  label  called  Swishahouse.  The 
label  had  developed  a  small  roster  of 
artists  with  a  rabidly  loyal  following.  The 
first  Swishahouse  artist  upstreamed  to 
Warner  was  Mike  Jones.  After  a  steady 
campaign  of  working  the  formal  and 
informal  marketing  networks,  Mike's 
album—  Who  Is  Mike  Jones?— debuted  at 
number  one  and  went  on  to  sell  a  million 
copies  in  two  months. 

With  the  online  and  wireless  worlds 


rapidly  replacing  CDs,  our  challenge  now 
is  to  adapt  and  extend  established  pro- 
motional networks  to  exploit  new  tech- 
nologies to  the  fullest.  Warner  is  ready. 

And  yet,  the  Web  is  also  a  limitation. 
No  matter  what  people  say  about  the 
power  of  sites  like  MySpace  and 
YouTube,  you  can't  absorb  the  essence  of 
an  artist  until  you  see  him  or  her  per- 
form live.  And  you  can't  determine  if 
their  following  is  genuine  unless  you 
experience  it  firsthand.  In  the  1980s  an 
interactive  video  channel  called  The  Box 
emerged  as  a  possible  platform  for  hip- 
hop.  The  labels  and  artists'  managers 
soon  discovered  they  could  "jack"  The 
Box — hype  results  by  having  a  group  of 
people  phoning  in  to  order  the  video 
plays.  Today  we're  seeing  similar  distor- 
tions on  some  social  networking  sites. 
That's  another  reason  that  live  perform- 
ances tell  you  something.  Live  doesn't  lie. 

Ahmet  Ertegun,  the  inimitable  music 
magnate  who  passed  away  last  year,  left 
me  with  a  telling  memory.  Once  an  A&R 
executive  was  bending  his  ear  about  a  hot 
new  band.  Finally  Ahmet  asked  him  a 
single  question,  which  embarrassed  the 
man  into  silence:  "Have  you  seen  the 
band  live?" 

Ahmet  knew  that  finding  good  music 
is  about  going  out,  making  contact  with 
people  and  listening.  It's  about  going  to  a 
dive,  getting  your  shoes  stepped  on, 
drinks  spilled  on  you,  jostling  for  a  view 
and  loving  it.  That's  all  part  of  the  live 
experience,  and  there's  no  substitute  for 
it — not  just  for  the  audience,  but  for  the 
musicians,  whose  creativity  fuels  the 
industry. 

As  much  as  technology  transforms 
the  world,  as  powerful  as  all  these 
peer-to-peer  or  social  networks  are 
becoming,  the  most  important  network 
is  still  composed  of  real,  live  people  deal- 
ing with  one  another  face-to-face.  Show- 
ing up  in  person  still  matters.  It's  true  in 
friendship.  It's  true  in  business.  It's  true  in 
music.  When  certain  people  walk  into  a 
room,  molecules  change,  energy  shifts— 
and  things  start  to  happen.  F 

Lyor  Cohen  is  chief  executive  of  U.S. 
Recorded  Music  for  Warner  Music  Group. 
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THE  PERFECT 
PATRON  SILVER 
ON  THE  ROCKS 

2  oz.  Patron  Silver 
Ice 

Lime  slice 

Method:  Pour  over  ice  in  rocks  glass. 
Garnish  with  a  lime  slice.  Enjoy. 


SIMPLY  PERFECT. 

simplvperfect.com 


(92007  The  Patrbn  Spirits  Company.  Las  Vegas,  NV  40%  Alc/Vol. 
The  perfect  W3y  to  en|oy  Patron  is  responsibly. 
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Stars 


At  Netflix,  we  rely  on 
millions  of  members 
to  keep  us  rolling 

BY  REED  HASTINGS 


N  A  TYPICAL  DAY  AT  NETFLIX,  WE  SEND  OUT  1.6 

n million  DVDs  to  6.3  million  members  from  44 
warehouses.  Those  movies  are  drawn  from 
75,000-plus  titles  in  200-plus  genres.  But  the  most 
impressive  Netflix  number  is  the  1.7  billion  movie 
ratings  we've  collected  from  our  members  over  the  last  decade 
Without  that  database — our  network  of  customer  information— 
our  business  would  languish. 

Here's  how  the  recommendation  system — a.k.a.  collaborative 
filtering — works.  Members  rate  2  million  or  so  movies  online 
each  day  with  a  simple  mouse  click  on  one  of  five  stars  in  a  Likert- 
type  scale  ("strongly  disagree"  to  "strongly  agree")  that  sits  beneath 
each  movie  title  on  our  Web  site.  We  plug  the  results  into  a  ratings 
database  that  matches  ratings  of  the  same  film  by  other  renters 
This  item-by-item  analysis  requires  lots  of  data  conditioning 
heuristics — machine-aided  learning,  that  is — to  turn  out  nearly 
1  billion  predictions  a  day  for  Netflix  members. 

The  secret  is  in  the  algorithms.  These  formulas  take  your  indi 
vidual  ratings,  use  them  to  learn  how  people  like  you  tend  to  rate 
related  movies  and  then  use  those  patterns  to  predict  which 
movies  you  are  likely  to  enjoy. 

Take  a  movie  we'd  like  to  predict  for,  say,  Gone  with  the  Wind 
(1939).  Find  the  people  who  have  rated  that  movie.  Now  look  at 
every  other  film  among  our  75,000  titles  and  find  the  subset  oi 
those  people  who  have  rated  Gone  with  the  Wind  and  some  other 
film.  We  call  these  people  "co-raters."  Some  movies,  like  UFC  61: 
Ultimate  Fighting  Championship:  Bitter  Rivals  (2006),  will  have 
few  or  no  co-raters  with  Gone  with  the  Wind.  So  if  someone  rates 
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Written  by  Jason  Forsythe 


s  age  of  medical  marvels  and  technological  breakthroughs,  it  is  hard  to  imagine  that  the  U.S.  diabetes  epidemic 
only  persists,  but  is  getting  worse.  In  general,  people  with  diabetes  either  have  a  total  lack  of  insulin  (type  1 
abetes)  or  too  little  or  ineffective  insulin  (type  2  diabetes). Type  1  diabetes  is  less  common  and  cannot  be  pre- 
nted,  while  type  2  diabetes  is  more  prevalent  and  can  be  prevented  or  delayed  in  myriad  ways. The  Centers  for 
nuif  isease  Control  estimates  that  nearly  21  million  Americans  are  diabetic,  and  41  million  more  are  prediabetic. 
ccording  to  the  American  Diabetes  Association,  the  nationwide  cost  for  the  disease  in  2002,  in  terms  of  medical 
lis,  disability  payments  and  lost  workdays,  was  $132  billion.  By  comparison,  the  costs  from  all  cancers,  taken 
tllectively,  are  estimated  to  be  about  $171  billion  a  year. 


~V"7"hy  is  this  epidemic  so  difficult  to  control?  Dr.  Harriette 
ft'  V  R.  Mogul,  an  epidemiologist  and  an  endocrinologist, 
lieves  there  is  an  unwillingness  to  treat  the  disease  aggressively 
its  earliest  stages. 

"Unfortunately,  the  diabetes  epidemic  has  not  engendered  a 
fficient  response  to  treat  the  disease  early  on,"  explains  Dr. 
ogul.  "The  immediacy  and  fear  of  death  aren't  there  with 
abetes  —  but  it  is  an  epidemic  all  the  same." 


Early  intervention  for  diabetes,  according  to  Dr.  Mogul, 
means  treating  the  disease  before  patients  reach  an  elevated 
blood  sugar  level  known  as  Syndrome  X,  or  metabolic  syn- 
drome. Dr.  Mogul  dubs  this  early  period  Syndrome  W  —  a 
precursor  to  Syndrome  X,  which  affects  an  estimated  25%  of 
the  adult  population. 

"My  view  is  that  we  can't  wait  until  blood  sugar  levels  hit 
prediabetic  levels  before  intervention,"  says  Dr.  Mogul.  "As  an 
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How  a  simple  choice 
makes  a  big  difference. 

Eating  a  handful  of  almonds  a  day  is 
a  simple  choice  that  makes  a  tasty, 
healthy  difference.  Low  in  saturated 
fat  and  high  in  vitamin  E,  almonds  are 
one  snack  you  can  literally  take  to 
heart.  Research  shows  that  eating  an 
ounce  of  almonds  (about  23)  a  day  in 
place  of  foods  higher  in  saturated 
fat  can  help  you  maintain  a  healthy 
cholesterol  level.  Plus,  they're  a  great 
source  of  protein  and  fiber!  For  more 
heart  health  information,  tasty 
recipes  and  simple  snack  ideas,  visit 
www.AlmondsAreIn.com. 

One  ounce  of  almonds  provides: 

•  35%  of  daily  value  of  vitamin  E 

•  20%  daily  value  of  magnesium 

•  6  grams  of  protein 

•  3  grams  of  fiber 

•  A  tasty  way  to  get  calcium,  iron 
and  other  important  nutrients 

How  to  get  your  daily  dose  of  heart- 
healthy  almonds: 

Breakfast:  Add  a  generous  amount 

of  chopped  roasted  almonds  to 

your  cereal  to  give  it  a  little  more 

flair  and  substance. 

Snack:  Munch  on  nutrition-packed 

almonds  at  the  office  to  satisfy 

midday  snack  attacks. 

Dinner:  Sprinkle  savory  seasoned 

almonds  over  salads,  vegetables  and 

pasta  for  an  extra  burst  of  flavor. 
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epidemiologist  concerned  with  public 
health  and  prevention,  my  focus  is  iden- 
tifying precursor  conditions  for  diabetes 
and  intervening  then.  I  think  that  we 
need  to  bump  back  when  we  start  our 
interventions  and  when  we  start  our 
research.  In  my  opinion,  we  are  interven- 
ing too  late." 

According  to  Dr.  Mogul,  instead  of 
focusing  on  blood  sugar  levels,  as  is  com- 
mon in  the  U.S.,  physicians  should  focus 
on  insulin  levels.  Many  times  these  levels 
become  abnormal  years  before  blood 
sugar  levels  do. 

Checking  for  the  early  signs  of  insulin 
abnormalities  can  lead  to  early  interven- 
tion with  diet,  exercise  and  a  battery  of 
relatively  inexpensive  insulin-sensitizing 
medications.  The  drug  metformin  and  a 
class  of  medications  called  thiazolidine- 
diones  enable  the  body  to  utilize  the 
insulin  it  already  produces. 

To  recommend  diet  and  exercise 
alone  is,  according  to  Dr.  Mogul,  inade- 
quate and  misleading.  "If  diet  and  exercise 
were  sufficient  mechanisms  to  end  the 
epidemic,  then  we  would  not  have  the 
progression  of  the  disease  over  the  last 
decade,"  she  says.  "Unless  you  can  engage 
your  patients  early  on  with  a  diet  and 
exercise  program  that  is  supplemented  by 
insulin-sensitizing  medications,  we  are 
really  doomed  to  failure." 


Attacking  diabetes  at  the  Syndrome  y 
phase  has  an  additional  benefit  for  patier 
at  risk  for  developing  full-blown  diabett 
explains  Dr.  Mogul.  Syndrome  W  al: 
stands  for  weight  and  waist  gain,  a  syi 
drome  that  affects  many  premenopau 
women,  including  those  who  have  bee 
thin  most  of  their  lives.  Many  of  the 
women  step  up  their  exercise  regime 
and  cut  back  on  their  caloric  intake,  h 
still  continue  to  gain  weight. 

For  men,  the  weight-gain  progressic 
with  Syndrome  W  is  more  gradus 
explains  Dr.  Mogul.  "We  find  this  sue 
den  weight  gain  in  women  is  due  i 
insulin  abnormalities,"  she  says.  "Ext 
insulin  in  the  blood  makes  patients  hui 
gry  and  they  gain  weight.  We  have  tl 
tools  to  figure  out  who  is  clinically 
risk  for  this  condition,  and  who  shou 
have  a  more  definitive  evaluation  of  the 
insulin  levels  —  even  when  their  bloc 
sugar  levels  are  normal.  Once  we  get  th 
group  on  insulin-sensitizing  medication 
we  can  help  them  regain  their  form« 
figures  and  head  off  the  onset  of  diabet 
down  the  road." 

Dr.  Harriette  R.  Mogul  is  an  epidetniolog 
and  endocrinologist  who  serves  as  associai 
professor  and  director  of  research  in  the  divisi 
of  endocrinology  at  New  York  Medical  Co//es 
and  as  associate  attendee  in  endocrinology  < 
Westchester  Medical  Center. 
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Step  4:  Repeat  daily. 


Remember:  Almonds  are  one  of  the  most  nutritionally 
dense  foods  you  can  eat.  They  have  protein,  fiber  and 
minerals.  Plus,  they're  high  in  vitamin  E,  low  in  saturated 
fat  and  always  cholesterol-free. 


out  good  fat 
S.  Dietary  guidelines  recommend  that  the  majority 
/our  fat  intake  be  unsaturated.  One  serving  of 
nonds  (28gj  has  1 3g  of  unsatur 
jly  lg  of  saturated  fat. 
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LIFESTYLE  I  Entertainment 


that  movie,  there  is  little  we  can  say  about 
how  he'll  like  Gone  with  the  Wind  beyond 
what  the  average  rater  thought.  But  a 
movie  like  Doctor  Zhivago  (1965)  has 
82,775  co- raters  with  Gone  with  the  Wind. 
This  number  is  large  enough  that  we  now 
can  ask  a  statistical  question:  How  likely  is 
it  that  if  a  member  says  she  loves  (five 
stars)  Doctor  Zhivago,  she  will  also  go  wild 
over  Gone  with  the  Wind7.  And  vice  versa: 
How  likely  is  it  that  if  she  hates  (one  star) 
Doctor  Zhivago  she  will  despise  Gone  with 
the  Wind7.  This  tells  us  how  well  one  set  of 
ratings  is  correlated  with  another.  We  look 
for  the  handful  of  movies  with  strong  cor- 
relations. The  correlation  between  Gone 


of  our  members.  They  may  even  be  among 
the  51,476  people  who  gave  Killer  Klowns 
from  Outer  Space  (1988)  an  average  of 
three  stars.  Hot  Chick  Stoner  BBQ  (2004) 
has  been  rated  by  Netflix  members — 306 
of  them  anyway— with  an  average  of  two 
stars.  The  sequel  did  better:  Hot  Chick  Hot 
Rod  Stoner  BBQ  (2005)  netted  an  average  of 
2.2  stars  from  233  Netflix  members  who 
watched  the  rocked-out  how-to-grill  fest, 
complete  with  recipes.  (In  case  you  won- 
dered: no  porn  at  Netflix.) 

Our  recommendations  are  accurate 
to  a  half  star  roughly  75%  of  the  time. 
That  is,  if  we  recommend  that  you  watch 
Nashville  (1975)  and  predict  that  you'll 
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The  secret  is  in  the  algorithms,  like  this  one,  and  the  software  that  runs  them. 


with  the  Wind  and  Doctor  Zhivago  passes 
this  test.  So  do  Anna  Karenina  (1948)  and 
a  number  of  other  films. 

So,  on  the  Netflix  site,  if  you  happen 
to  rate  either  Doctor  Zhivago  and  Anna 
Karenina  or  both  we  can  now  perform 
another  statistical  calculation  called  a 
multivariate  regression  that  uses  correla- 
tions between  these  movies  and  your 
ratings  to  predict  your  likely  enjoyment 
of  Gone  with  the  Wind.  We  compute  and 
show  you  that  prediction  in  real  time  as 
the  famous  red  stars  under  each  box  shot 
on  the  site. 

As  I  said,  we  make  nearly  a  billion  of 
these  predictions  a  day.  Once  you  rent, 
watch  and  rate  a  movie  that's  recom- 
mended to  you,  we  know  a  little  bit  more 
about  you,  about  how  well  our  predictions 
for  you  are  doing  and  about  the  other  peo- 
ple who  also  rated  that  movie.  Your  rating 
contributes  to  our  correlation  calculations 
and  hence  what  movies  we  use  to  make 
recommendations  to  you.  The  more 
movies  you  rate,  the  better  recommenda- 
tions we  make  for  you — and  others. 

Attack  of  the  Killer  Tomatoes  ( 1 978)  has 
been  rated  an  average  of  2.9  stars  by  1 5,697 


give  it  four  stars,  there's  a  75%  chance 
that  if  you  rent  that  film  you'll  give  it 
four  stars.  Sometimes  we  miss  because 
the  movie  is  brand  new,  and  our  mem- 
bers haven't  given  us  a  large  enough 
sample  to  make  a  good  prediction. 
Other  times  members  rate  for  them- 
selves, their  spouses  and  their  kids, 
which  skew  the  results  since  they  don't 
reflect  each  person's  tastes.  Or  members 
simply  haven't  rated  enough  movies  for 
us  to  have  confidence  in  our  predictions. 
We're  working  on  solving  all  those 
issues.  For  example,  your  family  mem- 
bers can  have  separate  identities  under 
the  same  account,  each  with  his  or  her 
own  ratings  and  recommendations. 

Much  of  the  accuracy  of  the  system 
comes  from  the  law  of  large  numbers — 
the  more  ratings  we  have,  the  more  confi- 
dent and  accurate  we  can  be  on  our  pre- 
dictions. We  can  continue  to  refine  our 
algorithms,  but  we  also  put  a  lot  of  effort 
into  methods  of  getting  more  ratings 
from  more  people.  Examples:  asking 
them  to  rate  their  recently  returned  discs, 
taking  an  initial  rating  survey  at  the  start 
of  their  membership  (and  showing  them 


how  it  affects  our  recommendations)  an< 
taking  the  opportunity  to  show  then 
related  films  when  they  add  movies  ti 
their  queues. 

To  improve  the  algorithms  that  run  thi 
recommendations  database,  we  launchec 
the  Netflix  Prize  last  year.  We're  offerinj 
$1  million  in  cash  to  the  inventive  geniu 
who  can  improve  our  accuracy  by  10% 
It  would  be  money  well  spent:  The  recom 
mendations  feature  is  a  large  part  of  mak 
ing  our  customers  happy  and  loyal. 

We  have  made  available  to  contestant: 
100,480,507  ratings  on  17,770  movies  fron 
480,189  unidentified  Netflix  members 
Since  announcing  the  prize  in  October 

]more  than  20,000  people  from  141 
countries  have  entered  the  contest 
Of  the  8,200  or  so  valid  submis- 
sions, several  have  beaten  our  bes; 
efforts  by  nearly  7%.  We  have  some 
idea  of  how  the  leaders  are  accom- 
plishing that  feat,  but  we'll  have  tc 
wait  for  a  winner  to  know  for  sure. 
Once  we  find  out,  so  will  the  resl 
of  the  world.  Whoever  takes  the  prize  will 
continue  to  own  his  creation.  Netflix  will 
license  the  technology  to  improve  oui 
recommendations;  the  winner  will  be  free 
to  shop  it  around  to  other  e-commerce 
companies. 

Suppose  no  one  hits  the  10%  improve- 
ment? Netflix  will  award  an  annual  $50,000 
progress  prize  and  keep  going  until  some- 
one does. 

We're  not  likely  to  reach  100%  perfec- 
tion on  recommendations,  because  we'll 
never  get  enough  ratings  on  every  movie 
to  completely  understand  the  rating  pat- 
terns for  all  movies.  And  much  of  the 
time  there  is  just  too  much  noise  in  the 
ratings  for  us  to  hear  the  signal — the  cor- 
relation between  movie  X  and  movies  A, 
B  and  C.  And  of  course  our  members 
change  their  tastes,  and  their  ratings,  as 
they  sample  our  catalog.  But  the  more  we 
learn  about  the  preferences  of  Netflix 
subscribers,  the  easier  it  is  to  satisfy  and 
keep  them.  Who  can  argue  that  pure 
content  distribution  is  destined  to  be  a 
low-margin  utility  business?  F 

Reed  Hastings  is  founder  and  chief 
executive  of  Netflix. 
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LIFESTYLE  I  Content 


Mixed  Media 


Traditional  companies  are  feeling  threatened. 
I  say,  bring  on  the  changes 


BY  RUPERT  MURDOCH 


VERYONE  KNOWS  THAT  NETWORKING— ONCE  A 
face-to-face  affair,  sometimes  captured  in  a 
Rolodex— is  now  worldwide,  instant,  and  imper- 
vious to  constraints  of  distance,  time  or  cost. 
Those  of  us  in  so-called  old  media  have  also 
learned  the  hard  way  what  this  new  meaning  of  networking 
spells  for  our  businesses.  Media  companies  don't  control  the  con- 
versation anymore,  at  least  not  to  the  extent  that  we  once  did. 
The  big  hits  of  the  past  were  often,  if  not  exactly  flukes,  then  at 
least  the  beneficiaries  of  limited  options.  Of  course  a  film  is  going 
to  be  a  success  if  its  the  only  movie  available  on  a  Saturday  night. 
Similarly,  when  three  networks  divided  up  a  nation  of  200  mil- 
lion, life  was  a  lot  easier  for  television  executives.  And  not  so  very 
long  ago  most  of  the  daily  ipers  that  survived  the  age  of 


consolidation  could  count  themselves  blessed  with  monopolies 
in  their  home  cities. 

All  that  has  changed.  Options  abound.  Fans  of  small  niches 
can  now  find  new  content  they  could  never  before.  Going  else- 
where for  news  and  entertainment  is  easier  and  cheaper  than 
ever.  And  peoples  expectations  of  media  have  undergone  a  revo- 
lution. They  are  no  longer  content  to  be  a  passive  audience;  they 
insist  on  being  participants,  on  creating  their  own  material  and 
finding  others  who  will  want  to  read,  listen  and  watch. 

Consequently  the  old  media  are  threatened  by  the  erosion  of 
our  traditional  profit  centers.  Certainly  we  can't  count  on  things 
like  print  classified  advertising  being  around  forever.  Similarly, 
DVRs  undermine  the  mainstay  of  broadcast  televisions  business 
model:  the  commercial. 
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Nonetheless,  it  would  be  wrong  to 
conclude  from  this  that  the  age  of  con- 
tent is  over.  On  the  contrary,  people 
want  content  more  than  ever,  and  there 
is  a  role  for  companies  that  can  provide 
good  stuff— "good"  being  the  operative 
word.  Quality  is  more  important  than 
ever,  because  the  marketplace  is  more 
ruthlessly  competitive.  Options  are  not 
merely  one  click  of  the  remote  away; 
devices  undreamed  of  a  few  short 
decades  ago  are  at  least  as  tempting  as 
a  change  of  the  channel. 

Old  media  can  survive— and 
thrive — in  this  new  environment,  but 
they  must  adapt.  We  must  learn  how 
younger  generations  of  consumers 
prefer  to  receive  their  news  and  enter- 
tainment, and  we  must  meet  those 
expectations. 

The  good  news  is  that  we  are  learn- 
ing—and fast.  Take  the  type  of  media  I 
know  best — news.  News  is  in  more 
demand  than  ever,  but  the  vast  net- 
work of  Internet-sawy  news  junkies 
want  their  news  with  several  fresh 
twists:  constantly  updated,  relevant  to 
their  daily  lives,  complete  with  com- 
mentary and  analysis,  and  presented  in 
a  way  that  allows  them  to  interact  not 
just  with  the  news  but  with  each  other 
about  the  news.  They  won't  wait  until 
six  o'clock  to  watch  the  news  on  televi- 
sion or  until  the  next  morning  to  read 
it  in  isolation.  This  plainly  provides  a 
challenge  for  news  providers  but  also 
an  opportunity  to  be  far  more  engaged 
with  the  audience. 

Companies  that  take  advantage  of 
this  new  meaning  of  network  and  adapt 
to  the  expectations  of  the  networked 
consumer  can  look  forward  to  a  new 
golden  age  of  media.  Far  be  it  from  me 
to  suggest  that  either  I  or  my  company 
have  all  the  answers.  No  one  does.  But 
the  future  of  media  is  a  future  of  relent- 
less experimentation  and  innovation, 
accelerating  change,  and— for  those 
who  embrace  the  new  ways  in  which 
consumers  are  connecting  with  each 
other — enormous  potential.  F 

Rupert  Murdoch  is  chairman  of 
News  Corp. 
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I  didn't  lose  a  sofa,  I  gained  a  wife 

BY  CHRIS  AYRES 

LL  I  WANTED  TO  DO  WAS  SELL  MY  SOFA.  BUT 
there  I  was,  down  one  of  the  steamier  back 
alleys  of  Craigslist.com,  browsing  a  section 
entided  "Los  Angeles  Casual  Encounters." 
Honestiy,  I  can't  remember  how  exactly  I 
arrived  there  from  the  Furniture  For  Sale  section.  Perhaps  I 
clicked  on  something  by  accident.  Perhaps  it  was  some  kind 
of  malfunction.  Regardless,  I  can  report  that  most  of  the  post- 
ings I  found  there  were  indecipherable  to  the  layman,  com- 
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posed  as  they  were  of  curiously  obscene  combinations 
of  letters  and  numbers  (w4m,  m4m,  m4w,  t4m,  etc.). 
Not  everything  appeared  in  code,  however.  Some  of  the 
postings  stuck  to  a  more  straightforward  formula:  a 
time,  a  place,  and  a  suggestive  profanity.  You  had  to 
admire  the  simplicity. 

I've  long  been  a  fan  of  Craigslist  and  the  man 
behind  it— the  awkward,  bespectacled,  Inspector 
Rebus-obsessed  Craig  Newmark.  I  met  him  once  for 
a  drink  in  L.A.  and  congratulated  him  for  introduc- 
ing a  new  kind  of  liquidity  into  our  lives.  A  sofa  used 
to  be  a  difficult  item  to  get  rid  of:  big,  expensive, 
impossible  to  carry  alone  and  too  easily  ruled  out  on 
grounds  of  questionable  taste.  But  these  days,  with 
unlimited  free  advertising  on  Craigslist  and  a  mar- 
ketplace as  big  as  the  universe  (Newmark  has  beamed 
some  of  Craigslists  postings  into  space  through  the 
Deep  Space  Communications  Network),  it's  now  just 
a  question  of  typing  in  a  few  lines  and  clicking  on 
"publish." 

What  I  hadn't  realized,  however,  was  that 
Craigslist — and  other  social  networking  Web 
sites— had  introduced  that  same  kind  of  liquid- 
ity to  our  sex  lives.  Online,  people  are  trading 
each  other  like  baseball  cards.  After  my  visit  to 
Los  Angeles  Casual  Encounters,  I  expanded  my 
research  to  other  sites,  designed  specifically  to 
facilitate  extramarital  affairs,  or  afternoon  motel  sessions 
with  men  and  women  best  described  as  professionals.  I 
soon  came  across  Fling.com,  HornyMatch.com  and 
AdultFriendFinder.com  ("The  World's  Largest  Sex  and 
Swinger  Personals  Community").  The  latter  boasts 
1,562,81 1  listings  in  California.  If  this  number  is  correct, 
5%  of  the  Golden  State's  population  is  currently  search- 
ing online  for  meaningless  sex.  Which,  when  you  think 
of  it,  is  surprisingly  low. 

In  a  strange  way  it's  reassuring  to  know  that  men 
are  making  an  effort  to  turn  online  dating  into 
something  cheap  and  furtive,  especially  when  the 
respectable  matchmaking  sites— I'm  thinking  of 
MillionaireMatch— are  promoting  a  return  to  the  kind 
of  asset-based  courtship  not  seen  since  the  days  when 
Elizabeth  Bennet  and  Fitzwilliam  Darcy  circled  each 
other  in  the  Meryton  village  dance  hall.  Then  again, 
I  hope  we  don't  push  it  too  far.  With  Casual  Encounters 
and  Adult  Friend  Finder— not  to  mention  the  billions 
of  pages  of  passive  adult  entertainment  online— men 
are  beginning  to  enjoy  the  kind  of  sexual  liquidity  once 
available  only  to  billionaire  sultans,  English  kings,  and 
the  pharaohs  of  ancient  Egypt.  With  nothing  more 
than  a  personal  computer  and  an  Internet  connection 
the  modern  male  can  now  indulge  every  whim,  every 
kink,  every  twist,  every  preference — every  vague 


curiosity — at  any  hour  of  the  day  or  night. 

But  back  to  my  sofa.  I  felt  terrible  about  selling  it.  It 
had,  after  all,  been  a  gift  from  my  grandmother  on  the 
occasion  of  my  move  to  America,  where  I  had  been 
sent  by  the  Times  of  London  to  write  about  Wall  Street. 
I  remember  the  day  she  withdrew  £1,000  from  her  vil- 
lage bank  account  in  the  Scottish  borders  and  handed 
me  the  money  with  instructions  to  spend  it  on  some- 
thing lasting,  something  like  a  piece  a  furniture:  a 
"settee,"  perhaps. 

I  should  probably  explain  that  my  grandmother's 
attitude  toward  furniture — toward  everything,  really — 
is  that  it  should  be  held  on  to  for  as  long  as  possible, 
then  passed  down  to  the  next  generation.  Even  death 
doesn't  cut  it  as  an  excuse  to  sell  something  as  valuable, 
as  permanent,  as  a  settee.  When  my  grandmother 
bought  her  own  settee,  she  kept  the  cushions  wrapped 
in  plastic  for  years,  out  of  fear  that  some  catastrophic 
tea  or  fruitcake  incident  would  ruin  her  investment.  In 

Five  percent  of  California 
is  currently  searching 
online  for  meaningless  sex. 


her  mind  it  was  worth  destroying  the  very  purpose  of 
the  settee  (that  is,  to  provide  comfortable,  attractive 
seating)  to  ensure  its  longevity. 

Anyway,  I  blew  my  grandmother's  money  on  a  sofa 
from  Jennifer  Convertibles  and  immediately  regretted 
it.  The  model  I  had  chosen  was  covered  in  a  beige 
perma-crease  fabric  and  felt  as  though  it  had  been 
stuffed  with  nails.  It  was  dangerously  uncomfortable,  a 
fact  I  had  somehow  failed  to  notice  in  the  showroom.  It 
was  also  extraordinarily  heavy,  making  it  impossible  to 
reposition  without  the  help  of  three  Irish  doormen  and 
a  pulley  system.  Out  of  guilt — and  fear,  I  suppose — I 
put  up  with  the  giant  carbuncle  for  two  years,  until  I 
was  relocated  to  Los  Angeles.  Then,  seeing  an  opportu- 
nity, I  listed  it  for  sale  on  Craigslist.com,  at  one-third  of 
its  original  price. 

Naturally,  I  didn't  tell  my  grandmother  about  any  of 
this:  I  feared  she'd  disown  me.  But  I  rehearsed  my 
speech,  just  in  case.  The  world  has  changed,  Grandma. 
Liquidity,  Grandma.  Everything  is  disposable, 
exchangeable,  tradable.  The  Internet  has  brought  us  all 
together  in  one  big,  teeming  global  market.  But  I  could 
also  imagine  my  grandmother's  furious  reply:  This  liq- 
uidity nonsense,  my  boy,  is  just  an  excuse  for  waste! 
Waste  and  recklessness!  Nevertheless,  I  became 
addicted  to  Craigslist.  Along  with  the  sofa  I  put  up  for 
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Guy  gets  girl — 
in  the  real  world: 
the  author  and 
his  bride. 


sale  half  of  the  contents  of  my  apartment,  including  a 
floor  lamp,  an  outdoor  grill  and  a  folding  chair.  I  was 
astonished  by  how  quickly  they  sold.  I  was  also  aston- 
ished by  the  kind  of  people  who  turned  up  to  buy 
them:  girls,  mainly.  Attractive  girls.  Girls  who  had  just 
moved  to  L.A.  and  didn't  want  to  pay  retail  for  what 
could  end  up  being  temporary  furniture.  I  began  to 
wonder  if  I  should  ask  one  of  these  Craigslist  girls  out 
on  a  date.  I  was  newly  single,  after 
all.  What  could  I  possibly  have  to 
lose?  If  you  could  trade  furniture 
and  lewd  acts  on  Craigslist — why 
not  dates? 

In  many  ways,  I  concluded, 
Craigslist  is  just  a  hyper-evolved 
form  of  the  same  networks — the 
church  and  the  family— that  my 
grandmother  believed  in  so  strongly. 
And  following  a  brief  hiatus  in  the 
1980s  and  1990s— when  the  phe- 
nomenon of  the  alienated,  narcis- 
sistic urban  yuppie  inspired  both 
Robert  P  tman's  gloomy  essay 
Bowling  Alone  and  Bret  Easton 
Ellis'  graphic  bloodfest  American 
Psycho — social  networks  are  finally 
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"You're  so 
much  nicer 
than 

iampairl,' 
one  of  my 
friends  told 

her.  She 
became 
'sofagirl.' 


back:  stronger  than  ever  and  retooled  for  a  better-con- 
nected, better-traveled,  more  open  and  democratic  age 
So,  in  spite  of  the  inevitable  tawdriness,  why  not 
embrace  these  human  stock  markets,  these  providers  of! 
instant  sex  and  furniture?  That,  at  least,  was  what  I  kept 
telling  myself  when  I  went  out  on  a  date  with  a  girl 
from  Craigslist  (from  the  Misc  Romance  section,  I 
might  add),  which  turned  out  to  be  a  disaster.  I  recall 
an  excruciating  half  hour  in  a  Starbucks — like  a  job 
interview  but  with  sexual  tension — followed  by  a  sober 
dinner,  which  neither  of  us  wanted  but  both  felt  oddly 
compelled  to  order. 

I  returned  from  the  date  to  an  e-mail  responding 
to  my  sofa  advert.  The  potential  buyer  was  a  girl 
called  Lucie.  Like  me,  she  had  just  relocated  to  Los 
Angeles  from  New  York.  I  sighed  at  the  thought  of 
betraying  my  grandmother  but  knew  what  I  had  to 
do.  I  wanted  a  newer,  sleeker,  more  fashionable  model 
of  sofa.  Secretly  I  suspected  it  might  even  help  me 
with  the  girls. 

The  next  day  Lucie  came  over.  We  talked  for  a  while. 
Later,  via  e-mail,  she  told  me  she  wanted  to  put  down  a 
deposit  while  she  organized  delivery.  The  next  evening, 
she  came  over  again  and  we  ended  up  talking  some  more. 
She  stayed  for  an  hour.  After  her  third  visit — to  finally 
pick  up  the  sofa— I  asked  her  out  for  a  celebratory  drink 
(what  was  I  thinking?)  and  she  accepted.  Inevitably,  I'd 
fallen  for  Lucie  the  moment  I  set  eyes  on  her  and  could 
hardly  believe  my  luck.  To  my  friends  she  became  known 
as  "sofagirl."  After  the  celebratory  drink  came  a  party  in 
Hollywood  ("Oh,  you're  so  much  nicer  than  lampgirl,'" 
one  of  my  friends  told  her)  and  then,  at  last,  the  First  Kiss. 
Nine  months  later  we  were  engaged,  and  ten  months  after 
that  we  were  married  in  the  Scottish  borders,  a  few  miles 
from  where  I  was  brought  up.  My  grandmother  sat  in 
the  front  row,  and  I  finally  broke  the 
news  to  her  about  the  sofa,  Craigslist 
and  how  I  had  met  my  bride. 

All  things  considered,  she  took 
it  pretty  well.  Perhaps  I  convinced 
her  that  the  liquidity  of  our  net- 
worked world  isn't  such  a  bad  thing 
after  all.  Sometimes  it  can  even  pro- 
duce something  lasting,  like  a 
spouse — not  to  mention  a  sofa  that 
I'm  now  obliged  to  keep  for  the  rest 
of  my  life.  Just  like  my  grandmother 
wanted  all  along.  F 
Chris  Ayres  ( www.chrisayres. net), 
author  o/War  Reporting  for  Cowards 
and  the  forthcoming  Death  by  Leisure: 
A  Cautionary  Tale,  is  a  columnist  for 
the  Times  of  London. 
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DHE  DIGITAL  REVOLUTION  IS  DRIVING  SOME  OF  THE 
most  exciting  discoveries  in  medicine  and  everyday 
consumer  goods.  The  downside:  Technology  is  eroding 
human  relationships — and  giving  terrorists  new  power. 
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On  the  human  network,  the  team  you  follow  now 
ollows  you.  Welcome  to  a  place  where  players 
appear  in  the  palm  of  your  hand.  Where  a  goal 
is  as  close  as  the  nearest  screen.  To  a  network 
/vhere  passion,  points  and  play-offs  merge  with 
/oice,  video  and  data.  Anywhere.  The  story 
continues  at  cisco.com/humannetwork. 

welcome  to  . 

the  human  network.  Cisco. 
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Genes 


Google  medicine — sharing  genetic 
information  on  the  Web — will  lead  to  cures 


E3 


BY  PETER  W.  HUBER 

HAT  WILL  PARIS  HILTON  EXPOSE  NEXT?  THE  SURE-TO-BE  STUNNING  CONTENTS 
of  her  ovaries.  Your  barely  legal  children  will  follow  her  lead,  posting  their  genetic 
profiles  as  casually  as  they  post  faces,  graphic  descriptions  of  what's  hot  and  what's 
not,  and  closeups  of  "strategically  placed"  tattoos.  They  will  post  because  they  want 
to  be  seen,  and  because  a  genome  is  worth  a  thousand  pictures.  Private  types  will 
recoil,  but  if  the  Web  has  taught  us  anything,  it's  that  many  people  like  to  flaunt  it. 

Politically  delicate  though  the  fact  may  be,  genetic  differences  play  quite  a  role  in  determining 
beauty,  health,  intelligence  and  character.  Ordinary  people  care  about  these  things  a  lot,  and  genetic 
knowledge  can  be  put  to  good  use  as  well  as  to  bad.  The  worst  is  yet  to  come,  but  so  is  the  best. 

Routine  lab  tests  using  cells  swabbed  from  the  inside  of  a  cheek  can  already  expose  genetic 
variations  associated  with  cholesterol,  cancer  and  hundreds  of  other  traits  and  diseases,  both  com- 
mon and  rare.  Coming  soon:  home  test  kits  as  simple  and  cheap  as  a  pregnancy-test  dipstick. 
Then  will  come  dipsticks  for  the  genes  that  control  hormone  levels,  brain  chemistry,  nerve  func- 
tions and  metabolic  rates — which,  in  turn,  affect  stress,  pleasure,  irritability,  aggression,  impulsive 
behavior,  suicidal  tendencies,  alcoholism  and  sexual  proclivities.  And  then,  finally,  the  dipstick 
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that  reveals  all.  A  $10  million  prize 
has  been  offered  for  development 
of  technology  that  can  sequence 
100  human  genomes  in  ten  days, 
with  another  $1  million  tossed  in 
for  sequencing  100  named  celebrity 
volunteers.  Within  a  few  decades  at 
most,  imaging  your  entire  personal 
genome  onto  your  hard  drive — a 
mere  3  gigabytes  of  code  currently 
stored  on  6  tightly  folded  feet  of 
your  DNA — will  be  as  easy  as  imag- 
ing your  face. 

Then  you  can  post  it  on 
Craigslist.  "SWM  (HNPCC-free) 
seeks  SWF,  no  BRCAl/BARDl." 
(Translation:  "Your  breasts  had  bet- 
ter be  as  good  cancer  risks  as  my 
colon.")  If  you  doubt  people  would 
ever  go  there,  you  don't  know 
where  they've  already  been. 

Ugly?  Yes.  But  prenatal  genetic 
testing  is  already  quite  routine, 
and  premarital  genetic  testing  is 
increasingly  common.  If  you  are 
among  the  one  in  500  Americans 
with  a  bad  cholesterol  gene,  you 
might  prefer  to  marry  one  of  the 
499  who  have  two  good  ones,  oth- 
erwise you'll  face  a  1  -in-4  chance  of 
having  a  child  who  could  well  have 
a  heart  attack  in  his  teens.  Why 
shouldn't  the  lovelorn 
consider  such  things 
long  before  they  get 
to  the  dark  chocolate 
and  champagne?  Peo- 
ple already  engage  in 
genetic  discrimination 
every  time  they  search 
for  a  prospective  part- 
ner by  sex,  race,  or  eye 
color  on  Match.com.  If 
they  check  the  "want  children"  box 
today,  they'll  be  checking  genetic 
boxes  tomorrow. 

And  it  isn't  all  ugly— far  from  it. 
The  nonprofit  Kinsearch  Registry 
allows  adopted  children,  egg  and 
sperm  donors  and  biological  par- 
ents to  submit  DNA  in  the  hope  of 
connecting  with  a  biological 
mother,  father  or  sibling  who  has 


You  logged 
on  to  the  genetic 
network  when 
you  were 
conceived:  the 
human  DNA 
sequence. 


opted  to  do  the  same.  Genealogy 
sites  are  already  beginning  to  use 
the  same  tools  to  fill  in  the  gaps. 
One  touts  itself  as  the  place  "where 
genealogy  meets  DNA  testing."  But 
genes  and  genealogy  have  met 
before,  on  the  site  called  sex.  Muta- 
tions aside,  genes  are  just  cut-and- 
paste  ancestry,  and  descendants  are 
just  cut-and-paste  genes.  The  day 
will  come  when  interconnected 
databases  will  tell  us  exactly  how 
each  one  of  6.5  billion  genetically 
unique  individuals  emerged  from  4 


Why  shouldn't  the 
lovelorn  consider 


this  before  getting 
to  the  chaniDasme? 


billion  years  of  file-swapping  on  the 
DNA  network. 

But  things  get  really  interesting 
long  before  that.  If  Paris  exposes 
her  genes,  she  tells  us  a  good  bit 
about  sister  Nicky's,  too.  And  if  the 
two  sisters  both  flash,  they  expose 
their  parents,  however  little  Rick 
and  Kathy  may  wish  to  go  public 
with  them.  Genes  and  genealogy 


can  fill  in  each  other's 
blanks,  by  way  of 
the  simple  arith- 
metic that  Gregor 
Mendel  discovered 
140  years  ago. 

Genetic  network- 
ing, in  other  words, 
is  way  beyond  viral — 
it's  viral  squared,  it's  the 
power  you  get  when 
a  network  gets  net- 
worked. You  logged 
on  to  the  genetic  net- 
work when  you  were 
conceived,  and  if  your 
family  tree  goes  public, 
which  you  can  hardly 
stop,  others  will  quite  easily  be  able  to 
get  an  excellent  fix  on  your  genes.  Law 
enforcement  officers  have  already 
used  genetic  fingerprints  to  locate  a 
suspect  who  wasn't  on  file  himself,  by 
finding  a  partial  match  with  a  relative 
who  was. 

That  brings  us  to  medicine. 
One  of  the  first  things  a  good  doc- 
tor always  asks  you  is  what  ails  your 
parents  and  siblings.  Pretty  soon 
you'll  be  telling  him  what  cocktail 
of  drugs  helped  two  of  your  third 
cousins  beat  the  same  rare  cancer 
that  just  hit  you. 

Drug  companies  have  been 
scrutinizing  genes  for  quite  some 
time  already,  to  guide  their  devel- 
opment of  drugs  to  treat  genetically 
linked  disease.  Decode  genetics  was 
established  in  Reykjavik  in  1996 
specifically  to  mine  Iceland's  excep- 
tionally comprehensive  genealogi- 
cal and  health  records  for  genetic 
causes  of  disease.  But  how  well  a 
patient  responds  to  a  drug  often 
depends  also  on  other  genes  that 
shape  metabolism,  liver  function 
and  much  else.  So  drug  companies 
are  interested  in  that  angle,  too.  The 
UGTlAl  genetic  test  kit,  for  exam- 
ple, identifies  patients  who  react 
badly  to  a  drug  routinely  used  in 
treating  advanced  colon  cancer.  But 
Iceland's  records  don't  help  here — 
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Ingolfur  wasn't  on  Lipitor  when 
he  landed  on  the  island  in  the 
year  874. 

Until  patients  and  doctors  take 
direct  charge,  the  third  leg  of  phar- 
macology—how the  drug  interacts 
not  with  the  disease  but  with  all  the 
rest  of  the  body— can  progress  only 
as  fast  as  drug  companies  can  plod 
their  way  through  clinical  trials  that 
are  robust  enough  to  convince  fed- 
eral regulators.  But  drug-gene  inter- 
actions can  be  highly  idiosyncratic. 
Iressa  is  a  very  good  treatment  for 
one  form  of  lung  cancer — if  you 
happen  to  be  a  nonsmoking  Japan- 
ese woman.  Drug  companies  and 


things  certain,  rule  out  others  com- 
pletely and  often  supply  probabili- 
ties that  are  good  enough  for  what 
you  need.  And  however  cheap  it 
may  get  to  decode  your  own  genes, 
it  will  always  be  cheaper  to  let  Dad, 
Mom  and  your  annoyingly  rich  kid 
brother  pay  instead. 

This  kind  of  networking  will  of 
course  spawn  lots  of  self-prescribed 
quackery,  but  it  will  also  suggest 
tantalizing  new  possibilities  that 
later  crystallize  into  rock- solid  new 
medicine.  One  amateur  alone  is  far 
more  likely  to  be  a  rotten  scientist 
than  the  next  Pasteur,  but  the  wis- 
dom of  crowds  is  quite  another  mat- 


Genes^  will  make  the  leap 
from  carbon  to  silicon  and 


fiber-ODtic  glass. 


regulators  can  never  hope  to  scruti- 
nize even  a  tiny  fraction  of  every 
combination  of  disease,  drug  and 
patient-specific  genes  that  might  be 
medically  important. 

With  the  rise  of  genetic  net- 
works, patients  and  their  doctors 
will  soon  have  what  they  need  to 
do  pharmacogenomics  far  better 
than  Big  Pharma  and  the  FDA. 
Doctors  are  free  to  prescribe  drugs 
off  label  and  do  so  all  the  time, 
especially  when  treating  the  seri- 
ously ill.  And  desperate  patients 
try  everything,  including  unli- 
censed drugs  imported  easily  (if 
often  illegally)  from  abroad.  Many 
desperate  patients  are  also  already 
sharing  everything  they  know  via 
online  sites  dedicated  to  beating 
what's  killing  them.  Sharing  rele- 
vant genetic  information  is  the 
inevitable  next  step.  Simply  nam- 
ing close  relatives  will  often  suf- 
fice; DNA-based  genealogical  trees 
can  take  care  of  the  rest.  The  rules 
of  genetic  arithmetic  make  some 


ter.  Networked  crowds  have  already 
proved  themselves  smarter  than 
Dan  Rather,  and  the  science  in  their 
Wikipedia  is  on  a  par  with  the  Ency- 
clopedia Britannica's.  Assisted  by 
accommodating  doctors  and  com- 
pliant pharmacies  both  here  and 
abroad,  networked  patients  will  also 
have  one  huge  research  advantage 
over  all  the  official  medicos — the 
freedom  to  experiment  in  ways  that 
lawyer-shy  drug  companies  and 
lawyer-clogged  regulatory  agencies 
can  never  risk. 

Best  of  all,  genetic  networks  will 
help  you  see  far  enough  into  your 
medical  future  to  dodge  bullets 
before  they  even  leave  the  genetic 
gun.  The  perils  of  asbestos  and 
bathhouses  might  well  have  been  ■ 
exposed  years  earlier  if  people  suf- 
fering from  two  very  rare  cancers — 
mesothelioma  and  Kaposi's  sar- 
coma— had  been  communicating 
as  freely  in  the  1960s  and  1970s  as 
they  can  today  Quite  a  few  genes 
seem  to  have  much  the  same  power 


for  mischief  as  toxic  chemicals  and 
viruses,  but  the  genetic  mischief  is 
often  more  tractable.  A  smart  diet  is 
a  highly  effective  antidote  for  a 
dumb  cholesterol  gene — and  quite 
a  number  of  other  ones,  too. 

Most  of  medicine  is  a  search  for 
common  biochemical  ground. 
Toxic  chemicals  and  infectious! 
microbes  usually  expose  themselves 
first  as  unusual  clusters  of  disease 
among  the  healthy.  Drugs  prove 
themselves  safe  and  effective  by 
delivering  unusual  clusters  of 
health  among  the  sick.  Discovering; 
what  ails  us  and  how  to  beat  it  is  a, 
statistical  game.  It  has  traditionally 
been  left  to  the  gnomes  in  Wash- 
ington, because  they  had  the  best 
access  to  the  most  data.  The  net- 
worked masses,  however,  have  far 
better  access  to  their  private  genes, 
and  are  always  the  first  to  know 
what  hanky-panky  they've  been  up 
to,  what  pills  they've  been  popping, 
and  whether  they  feel  better  or 
worse.  What  Google  medicine  will 
lack  in  discipline  and  traditional 
rigor,  it  will  more  than  make  up  for 
in  speed  and  scope. 

Nature  is  a  blind  watchmaker, 
but  humans  added  sight  and  thought 
to  their  eugenic  scheming  a  long 
time  ago.  However  unconsciously  we 
may  do  it,  we  search  for  hardy  genes 
whenever  we  gaze  and  sigh;  for  simi- 
lar genes  when  we  search  for  ances- 
tors, relatives  and  rapists;  for  good 
genetic  matches  when  we  search  for 
safe,  effective  drugs;  and  for  vulnera- 
ble genes  when  we  search  for  health- 
ier lifestyles.  Genes  will  make  the 
leap  from  carbon  to  silicon  and  fiber- 
optic glass  because  they  can  organize, 
refine  and  accelerate  these  searches, 
and  many  others,  too,  as  never 
before.  Count  on  it— you  are  going 
to  end  up  searching  for  genes  on 
Google. 

Peter  W.  Huber  is  a  senior  fellow 
at  the  Manhattan  Institute's  Center 
for  Legal  Policy;  his  most  recent  hook 
is  The  Bottomless  Well. 
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The 

Inside-Ou 

Web 


The  Worldbeam,  sketched  by  the  author,  consists  of  every 
Web  page  ever  oosted.  You — and  only  you — can  filter  out  and 
examine  your  owi  personal  beams,  which  are  made  up  of  all 

the  documents  you  have  ever  received  or  created  yourself; 

they  can  be  isolated  and  blended  like  custom  cappuccinos. 
You  can  search  them,  ss  well  as  rewind  or  fast-forward. 


What  will  replace  the 
Internet?  Something 

safer,  more  personal 
more  manageable 


m 


BY  DAVID  GELERNTER 

Y  NEW  COMPUTER  IS  SNAZZIER,  MORE  POWERFUll 
and  a  lot  cheaper  than  my  old  one.  So  why  did 
and  my  two  sons  (who  are  both  late-model,  com>| 
puter-literate  teenagers)  wait  three  weeks  to  unpacll 
it?  Because  we  knew  that,  once  we  opened  the  boxl 
there  would  be  hell  to  pay  before  we  had  the  thing  set  up  properly! 
Setting  up  the  new  machine  is  easy:  Unpack,  plug  in,  turn  on,  con- 
nect to  the  Internet.  But  years'  worth  of  vital  electronic  document; 
are  trapped  on  the  old  machine.  In  2007  making  old  stuff  availably 
on  a  new  computer  ought  to  be  a  ten-second  job.  But  moderrl 
software  specializes  in  making  simple  jobs  hard — and  the  transfeil 
took  one  whole  barking,  screaming  headache  of  an  afternoon. 

The  transfer  task  is  a  small  symptom  of  a  big  problem.  The! 
solution  lies  not  in  the  computer  but  in  the  Internet  and  the  Web. 
Right  now  the  Web  is  built  from  the  bottom  up.  Its  structure  oil 
linked  sites  reflects  the  underlying  machinery:  lots  of  servers  in  al 
dense  rabbit  warren  of  connections.  Links  connecting  computers  | 
are  less  numerous  than  those  connecting  Web  sites  because  soft- 
ware connections  are  cheaper  than  physical  ones.  Yet  both  struc- 
tures find  inspiration  in  the  same  glorious  strategic  vision:  total! 
chaos.  Todays  Web  is  indeed  weblike,  but  it's  no  beautiful  design  oil 
the  sort  talented  spiders  weave;  it  is  a  tangled  cobweb  of  the  type  I 
you  find  in  broken-down  shacks  and  haunted  houses. 

The  next  Web— the  Worldbeam,  we  call  it— will  resemble! 
today's  Web  imploded  or,  if  you  prefer,  turned  inside  out.  It  will  be  I 
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Network  invasions  happen  fast. 
We  happen  faster. 

Sometimes  bad  wings  happen  to  good  networks.  Our  nimble  approach 
to  national  network,  data  and  voice  solutions  allows  us  to  respond  quickly. 
Which  means  reduced  downtime  and  increased  efficiency  for  you. 
That's  why  95  percent  of  Fortune  50(P  companies  choose  Qwest® 
Get  Qwest.  Get  Nimble.  Call  I  800-730-2188  or  visit  qwestcomlbusiness. 


networks 
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a  single  global  "information  beam."  Every  Web  page  ever  posted 
is  in  this  beam.  Whenever  someone  updates  a  page  or  designs  a 
new  one,  it  is  added  to  the  end.  The  Worldbeam  is  a  stream  of 
many  separate  documents— or  a  beam  with  many  documents 
dissolved  in  it,  held  in  suspension.  Both  metaphors  are  useful. 

The  Worldbeam  is  a  constantly  growing  journal  or  time  line 
of  electronic  documents.  Its  storage  is  dispersed  over  many 
machines  for  reliability  and  safety,  but  to  users  the  Beam  looks 
like  one  structure.  Like  so  much  contemporary  software,  it  is 
created  by  two  programs  working  together,  one  on  a  server 
(or  many  servers)  and  another  on  your  own  machine;  these  pro- 
grams allow  your  machine  to  be  an  "empty"  computer  most  of 
the  time.  Information  is  downloaded  automatically  and  fast 
when  you  need  it,  and  erased  when  you  don't. 

The  Worldbeam  and  another  design  construct,  the  Empty 
Computer,  go  hand  in  hand.  You  will  never  again  need  to  move 
information  from  computer  A  to  computer  B  because  your 
electronic  documents  are  stored  on  the  Worldbeam,  which  is 
available  on  every  Internet-connected  computer  (or  Palm  or 


received,  in  chronological  order.  Every  e-mail  and  voice  mail  and 
MP3  and  project  report,  snapshot,  video,  shopping  list — all  there; 
encoded,  for  your  eyes  only.  Your  private  documents  are 
encrypted  automatically;  to  get  access  to  the  Beam  you'll  need  to 
pass  a  biometric  test,  provide  a  password  and,  probably,  a  key 
card.  It  sounds  cumbersome  but  will  become  as  natural  as  start 
ing  your  car.  (A  related  experiment  called  MyLifeBits  is  being 
conducted  by  Gordon  Bell,  a  software  theorist  at  Microsoft.  Our 
work  is  based  on  an  earlier  project  with  Eric  Freeman  called! 
"Lifestreams,"  begun  in  1994.) 

Each  family  member  has  his  own  sub-beam;  the  family  itself 
has  one,  too,  consisting  of  all  private  documents  of  general  interest., 
Snapshots,  e-mail  from  relatives,  videos  and  MP3s  are  on  the 
family  beam.  So  are  announcements  ("I'll  be  back  at  10,"  "Take  out 
the  garbage"),  shopping  lists,  scanned-in  children's  drawings — 
mementos  of  the  sort  parents  ordinarily  store  lovingly  and  never 
see  again.  Or  you  can  mix  an  everyone-on-this-block  beam,  an 
everyone-with-kids-in-this-school  beam. 

Are  you  afraid  that  you'd  have  to  spend  two  hours  a  day 


You  alone  can  filter  out  your  private  

beam — a  documentary  history  ofvour  life. 


Razr)  automatically  Merely  identify  yourself  to  any  computer 
anywhere  and  your  information  is  already  there,  welling  up  as 
naturally  as  seawater  in  a  scooped-out  hole  on  the  beach. 

The  Worldbeam  is  a  work  in  progress  based  on  a  research 
partnership  between  me  and  Ajay  Royan,  whose  day  job  is  at  a 
West  Coast  hedge  fund.  Enough  software  exists  to  convince  us 
that  lots  of  hard  work,  but  no  basic  unsolved  problems,  He  in  the 
way  of  a  finished  prototype  perhaps  18  months  from  now.  Our 
project  is  intended  to  yield  a  basic  Beam  and  a  suite  of  protocols, 
so  that  new  apps  can  extend  the  system  into  such  critical  areas  as 
health  care,  education  and  financial  services. 

What  will  it  look  like?  When  you  tune  in  a  beam,  you  will  see 
each  new  element  as  it  arrives;  the  beam  moves  continuously, 
backing  slowly  into  the  past  at  the  speed  of  time,  toward  the  rear 
of  the  simulated  volume  right  behind  your  computer  screen.  You 
see  a  "parade"  of  documents,  each  represented  by  a  single 
vertical-standing  page— as  if  you  were  watching  a  file  of  soldiers 
from  directly  in  front  and  slightly  above.  Each  soldier  is  backing 
slowly,  continuously  away,  and  new  ones  materialize  continuously 
in  front.  At  any  moment  you  see  perhaps  30  or  40  documents 
onscreen.  You  can  rewind,  fast-forward  or  search. 

Many  sorts  of  information  are  blended  together  in  the 
Worldbeam,  just  as  many  colors  are  combined  into  a  beam  of 
white  light. 

You  and  you  alone  can  filter  out  and  examine  your  own 
private  beam— a  documentary  history  of  your  life.  Your  beam 
consists  of  every  electronic  document  you  have  ever  created  or 


assigning  access  privileges  to  every  part  of  your  Beam?  Don't  be. 
Whenever  you  create  a  new  document,  it's  born  with  the  same 
permissions  as  previous  documents  of  the  same  type.  (Your 
personal  beam  contains  load  of  information  about  your  habits 
and  preferences.) 

Every  organization  will  tell  its  ongoing  life  story  via  electronic 
documents.  A  newspaper  will  generate  a  beam  of  stories  and 
photos.  (Fresh  stories  are  posted  at  the  end  of  the  beam  as  soon 
as  they  are  filed.)  If  you  get  your  news  from  three  newspapers, 
one  cable  channel  and  12  blogs,  you  can  blend  their  streams  and 
keep  an  eye  on  them  all  simultaneously.  When  you  tune  in  your 
custom-blend  news  stream,  you  see  a  time-ordered  list  of  post- 
ings— the  world  according  to  all  16  of  your  sources  interleaved, 
shuffled  together. 

A  car  company  generates  a  stream  of  product  descriptions 
plus  p.r.  announcements.  An  HMO's  beam  will  be  restricted: 
Every  patient's  medical  history  is  a  separate  sub-beam  available  in 
whole  or  part  to  medical  staff  members  who  need  to  know. 

Organizations  will  be  able  to  link  separate  documents  as  if 
they  were  Web  pages,  and- users  can  look  at  one  page  at  a  time. 
You  can  still  have  a  conventional  Web  site  if  you  want.  But  many 
users  will  prefer  for  the  whole  story  to  be  laid  out  before  them 
as  an  array  of  separate  journal  pages  and  will  browse  or  search 
without  following  links.  Our  first  versions  use  an  ordinary 
keyword  search,  but  we've  developed  intelligent  search  proce- 
dures that  find  relevant  stream-elements  even  if  they  make 
no  explicit  mention  of  the  search  terms  you  typed.  We  can  use 
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on-beam  documents  themselves  to  help  generate  clusters  of 
words  with  similar  meanings. 

The  Worldbeam's  significance  lies  in  several  areas.  Separate 
beams  can  be  isolated  and  then  blended  ad  hoc,  like  custom 
cappuccinos.  Each  user  has  individual  access  rights  to  each 
sub-beam.  To  make  everyone's  life  easier,  the  Beam  will  make  it 
possible  for  todays  conventional  desktop  computers  and  elec- 
tronic gadgets  to  be  replaced  by  empty  computers.  The  Beam  is 
a  natural  platform  for  a  new  universe  of  software  apps  and  for 
global  open  markets  and  will  help  keep  your  electronic  assets 
secure  and  private.  You'll  subscribe  to  a  local  Beam  service  that 
offers  security  and  global  access,  and  be  able  to  buy,  lease  or  help 
yourself  to  fancier  apps  if  you  need  them.  The  desktop  is  dead; 
all  my  information  must  be  stored  on  the  Beam  in  the  cyber- 
sphere,  and  be  available  to  me  on  any  machine  anywhere. 

Apps  of  all  kinds  ride  the  Beam— apps  that  make  markets, 
spot  and  help  visualize  trends,  allow  like-minded  groups  to 
exercise  political  power,  make  electronic  elections  possible — 
ad  infinitum. 

New  technology  should  encourage  markets  without  bound- 
aries, where  buyers  find  perfect  sellers  and  vice  versa  no  matter 
where  they  are  or  what  sorts  of  goods  or  services  they  are  trading. 
Everyone  can  post  forms  to  the  Worldbeam — to  buy  a  million 


shares  of  Plotzco  or  sell  a  puppy.  Merchants  can  be  as  exclusive  as 
they  like,  can  make  their  forms  visible  to  billionaire  traders  only  01 
to  the  whole  world.  And  they  can  hire  any  matchmaker  software 
app  they  choose  to  scan  the  Beam  and  connect  buyer  to  seller. 

Every  computer  user  turns  to  the  Beam  first.  All  my  persona 
documents  are  stored  there.  Any  doctor,  say,  who  sees  me  stores; 
my  health  data  with  my  permission  on  my  personal  beam.  Asj 
time  passes,  the  medical  story  of  my  life  accumulates  on  the 
Beam;  it's  all  right  there  if  anyone  needs  it.  Hospital  staff  add  data 
to  the  same  beam.  When  someone  writes  a  prescription,  sophis- 
ticated apps  scan  my  medical  life  story  to  make  sure  the  Rx 
makes  sense;  then  it  becomes  part  of  the  beam  itself.  The  World- 
beam  has  moral  and  social  dimensions  as  well  as  commercial 
implications. 

In  today's  computing  environment,  it's  easy  for  spies,  bureau- 
crats and  thieves  to  "share"  private  information  that  isn't  theirs 
and  (paradoxically)  hard  for  public  agencies  to  share  information 
in  the  public  interest.  When  thieves  or  spies  break  into  comput- 
ers, they  ought  to  find  gibberish,  but  software  discourages  the  use 
of  encryption — which  makes  as  much  sense  as  a  bank  managers 
discouraging  customers  from  locking  their  safe-deposit  boxes 
What  could  be  simpler  or  more  sensible  than  writing  "burn  this 
letter"  at  the  bottom  of  a  personal,  confidential,  amorous  01 


3  T.  Rowe  Price  f u  nds  on 
SmartMoney s  "Best  35"  list. 

Three  T.  Rowe  Price  funds  were  recently  included  on  SmartMoney 's  list  of  "35  best  mutual  funds." 
SmartMoney  chose  its  list  based  on  low  cost,  before-  and  after-tax  returns,  and  low  asset  turnover. 
At  T.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we  manage. 
Before  you  invest,  discover  all  the  differences  that  go  into  the  management  of  a  T.  Rowe  Price  fund. 
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the  more  we're  different. 


troweprice.com/start 


1.877.773.1359 


Source:  SmartMoney  2007  35  Best  Mutual  Funds.  SmartMoney  is  a  registered  trademark  of  SmartMoney.  a'joint  publishing  venture  between  Dow  Jones  &  Company,  Inc.  and  Hearst  '  Partnership. 


ibelous  communication?  Yet  the  e-mails  you  write  are  virtually 
tattooed  to  your  hide  forever,  impossible  to  expunge. 

Modern  technology  makes  it  too  easy  for  unauthorized  char- 
acters to  gain  control  over  parts  of  your  life  and  too  hard  for  the 
overnment  to  wield  the  powers  we  want  it  to — for  example, 
marshaling  information  to  fight  terrorism.  The  Internet's 
Dottom-up  design  makes  information-sharing  hard.  It  encour- 
ages proliferating  information  baronies  instead  of  one  national 
security  pool.  The  underlying  moral  threat  is  passivity;  too  many 
of  us  view  computers  and  the  Internet  as  we  do  spy  satellites  that 
photograph  us  from  Up  There.  We  can't  control  them,  so  why 
think  about  them?  When  technology  encourages  passivity,  it  is 
a  attacking  liberty  and  democracy  at  their  roots. 

The  Internet's  opacity  yields  incomprehension  and  passivity. 
The  Beam  is  transparent.  You  control  access  to  every  piece  of 
information  on  your  own  sub-beam.  If  an  electronic  document  is 
:  mot  on  the  Beam,  its  nowhere.  Simple  rules  yield  clarity  and  put 
users  in  control. 

Today  virtually  all  technology  projects  have  moral  implica- 
tions. Technology  like  the  Worldbeam  should  strengthen  the 
t;  world's  responsible  governments  against  terrorists  and  criminals, 
■;.  and  the  individual  against  busybodies  (government-hired  or 
free  agents)  who  find  it  all  too  easy  to  violate  private  stores  of 


information.  The  Internet  tells  government  agencies:  You  each 
have  a  separate  information  stash  and  your  own  network;  sharing 
information  requires  extra  effort.  The  Beam  tells  them:  At  base 
you  all  share  one  information  stash;  withholding  information 
requires  extra  effort.  Private  sub-beams  are  subsets  of  the  all- 
inclusive  Worldbeam,  and  no  one  can  plead  "technical  reasons" 
for  not  sharing. 

The  Web  was  a  brilliant  invention.  The  Beam  is  a  natural  next 
step.  Children  live  in  the  present.  We  don't  discover  "the  past" 
until  we  are  old  enough  to  have  one,  at  least  a  bit  of  one;  and  we 
discover  the  future  by  analogy  with  the  past.  One  of  them 
stretches  out  behind  us,  the  other  in  front.  The  Web  tells  us  what 
is  going  on  all  over  the  place,  right  now.  It  expanded  our  view  of 
the  present— maybe  our  very  definition  of  "the  present."  The 
Beam  shows  us  the  same  sprawling,  enormous  "now"  that  we  see 
on  the  Web  but  shows  us  the  past  and  future,  too.  Wisdom 
requires  grasping  the  past:  its  tidal  rhythms,  its  implications  for  us 
today.  Only  by  grasping  the  past  can  we  understand  the  present 
and  make  good  guesses  about  the  future.  The  Beam  specializes  in 
helping  us  grasp  time  and  the  past,  and  where  we  are — and  where 
we  are  headed.  F 

David  Gelernter  is  a  national  fellow  at  the  American  Enterprise 
Institute  and  a  professor  of  computer  science  at  Yale  University. 
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Average  annual  total  returns  as  of  1 2/31  /06 

1  Year 

5  Year 

10  Year 

Expense  Ratio* 

Global  Stock  Fund" 
Growth  Stock  Fund 
Value  Fund 

22.50% 
14.05% 
19.75% 

12.13% 
6.25% 
9.75% 

9.44% 
9.20% 
10.94% 

1.01% 
0.72% 
0.90% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee  future  results. 
Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  again  or  loss  when  you  sell  your  shares.  To  obtain  the 
most  recent  month-end  performance,  call  us  or  visit  our  Web  site.  **The  performance  information  shown  does  not  reflect 
the  deduction  of  a  2%  redemption  fee  on  shares  held  for  90  days  or  less.  If  it  did,  the  performance  would  be  lower.  Request 
a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  infonmation  that  you 
should  read  and  consider  carefully  before  investing.  All  mutual  funds  are  subject  to  market  risk,  including  possible  loss 
of  principal.  International  investing  involves  special  risks,  including  currency  fluctuations. 
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among  several  funds  in  the  global,  large-cap  growth,  and  large-cap  value  categories,  respectively. 
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TECHNOLOGY  l  Innovation 


HE  LAST  15  YEARS  HAVE  BROUGHT  US  ADVANCES  IN  COMMUNICATIONS 
technology  far  surpassing  those  made  in  the  previous  5,000 — making  the  next 
15  an  era  that  will  be  limited  only  by  our  imagination  and  our  courage  to  exe- 
cute. We  are  seeing  explosive  changes  already:  massive  storage  and  bandwidth 
growth,  and  exponential  expansion  in  the  volume  of  available  information.  In 
a  little  more  than  two  years  worldwide  Internet  traffic  will  hit  9  exabytes  per  month.  That  is  the 
equivalent  of  9  quintillion  typed  characters,  enough  for  4  trillion  novels.  It  is  nearly  two  times 
the  letters  youd  need  to  write  down  all  the  words  ever  spoken. 

What  began  as  a  technical  innovation  has  become  a  cultural,  political  and  business  revolu- 
tion. Bits  and  bytes  change  the  ways  we  live,  work,  learn  and  play.  In  its  infancy  14  years  ago,  the 
Internet  drove  advances  in  the  ways  in  which  we  interact  and  communicate.  Today  we  are  seeing 
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ACCELERATING  THE  AUTOMOTIVE  INDUSTRY. 

DaimlerChrysler  knows  how  to  build  better  cars.  But  what's  helped  them  work  in  a  more  efficient 
way  has  been  the  direct  dialogue  they've  engineered  with  Dell.  From  managed  client  services 
to  server  solutions  to  24/7  enterprise  support,  Dell  helps  DaimlerChrysler  keep  it  all  in  line  and 
on  line.  So  they  can  invest  more  time  in  creating  innovative  vehicles.  This  partnership  led  the 
DaimlerChrysler  Corporation  to  recognize  Dell  as  their  global  supplier  of  the  year  -  proof  they 
prefer  running  on  all  cylinders.  Business  solutions  designed  with  one  company  in  mind.  Yours. 
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TECHNOLOGY     ':i  novation 


a  new  Internet-driven  revolution, 
an  entirely  new  level  of  instant, 
complex  collaboration  across  the 
global  human  network. 

This  global  collaboration  has 
begun,  and  will  continue,  to  funda- 
mentally change  business  models, 
relationships,  political  networks, 
innovation,  learning.  Consider  just 
one  application:  high-definition 
videoconferencing.  With  this,  peo- 
ple as  far  away  from  each  other  as 
Singapore  and  Cincinnati  can  sit 
across  the  virtual  table  from  one 
another.  You  hear  the  faraway  voice 
as  if  it  were  in  the  same  room.  You 
see  the  other  persons  pupils  dilate, 
forehead  sweat  and  fingers  tap, 
from  thousands  of  miles  away. 


the  networks  on  which  these  very 
high-bandwidth  technologies  are 
delivered.  Between  2000  and  2004 
we  invested  more  than  $500  mil- 
lion in  a  next-generation  router. 
People  questioned  the  need  for  it. 
After  all,  this  is  a  technology  that 
can  scale  to  92  terabits  per  second, 
which  is  enough  capacity  to  sup- 
port the  entire  global  population  of 
6.6  billion  people  on  a  simultane- 
ous phone  call  using  voice-over- 
Internet  technology. 

But  we  knew  then  that  Inter- 
net phone  calls  were  just  begin- 
ning. The  megarouter  could  also 
support  a  billion  people  playing  an 
online  game  using  real-time  voice 
and  chat  features.  It  can  be  used  for 


Global  collaboration  will 
change  business  models, 
politics,  innovation,  learning. 


R  B  E  S 


This  kind  of  instant,  virtually  in- 
person  technology  changes  customer 
service  models,  family  relationships 
and  even  our  environment.  A  sales 
rep  meets  via  TelePresence  (our 
brand  of  hi-def  conferencing)  with 
one  customer  in  Japan  at  9  a.m., 
another  in  Frankfurt  at  10  and  a 
third  in  New  York  at  1  p.m.  Four 
hours  later  that  same  employee 
can  be  at  home  with  her  three  chil- 
dren, reading  them  a  story  and 
tucking  them  into  bed — instead  of 
on  a  plane  flying  back  from  just 
one  customer  visit.  Multiplied  over 
the  thousands  of  Cisco  employees 
who  fly  each  year,  this  can  lead 
to  significant  carbon  reduction. 
We  aim  to  cut  our  carbon  emis- 
sions by  10%  this  year  by  using 
TelePresence. 

Video-based  technologies  are 
driving  this  collaboration— and 
forcing  companies  like  Cisco  to 
reconsider  the  ways  we  develop 
everything  from  video  screens  to 
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education  and  development  and  for 
access  to  health  care  professionals 
around  the  world,  as  well  as  for 
entertainment.  It's  big  enough  to  let 
15  million  people  watch  a  high-reso- 
lution sporting  event  with  their 
friends  and  families  on  demand.  We 
are  beginning  to  see  those  previously 
unimaginable  numbers  become  the 
worlds  virtual  reality. 

The  amount  of  digital  informa- 
tion being  created  today  demon- 
strates how  effective  the  Internet  is 
for  collaboration  and  communica- 
tion. It  took  200-plus  years  for  the 
Library  of  Congress  to  build  its 
collection  of  millions  of  books, 
recordings,  photographs,  maps  and 
manuscripts.  The  same  equivalent- 
in  digital  information  is  now  created 
every  1 5  minutes. 

But  we  haven't  seen  anything  yet. 
While  Yahoo  has  already  indexed 
many  billions  of  Web  pages,  more 
pages  are  hidden  behind  corporate 
firewalls  or  in  databases  waiting  to 


be  indexed.  By  some  estimates,  this 
so-called  "dark  Web"  is  500  times  the 
size  of  the  Internet  as  we  know  it. 

And  that's  only  the  virtual  Web. 
We  are  seeing  now  that  everything 
physical  will  eventually  be  con 
nected  to  everything  else.  A  decade 
after  the  introduction  of  the  World 
Wide  Web,  the  number  of  comput 
ing  devices  connected  to  the  Inter 
net  had  grown  to  100  million.  By 
2010  that  number  will  probably 
reach  14  billion.  Just  about  all  th 
early  inhabitants  of  the  Internet 
were  computers,  but  the  mix  is  now 
shifting  to  other  kinds  of  devices 
like  PDAs  and  set-top  boxes. 

Wireless  access  will  eventually 
be  everywhere — integrating  your 
personal  communication  and  com- 
puting devices,  connecting  youi 
home  and  business  networks,  pro 
viding  ubiquitous  access.  Routinely 
you  will  be  connected  to  the  Inter 
net  while  riding  in  a  car,  bus  on 
train,  walking  down  the  street  oi 
sitting  at  the  beach.  We  are  getting 
close  to  that  today 

These  technologies  create  chal 
lenges  and  opportunities  not  only  for 
the  great  computer  scientists  of  our 
day  but  for  our  teachers,  politicians 
artists,  children  and  business  profes- 
sionals. Our  task  is  to  find  ways  tc 
leverage  these  and  future  technologie 
across  the  human  network  to  change 
for  the  better  how  we  live. 

Technology  is  not  a  panacea.  II 
cannot  replace  a  handshake,  a  hug 
or  a  smile.  But  as  the  human  net- 
work connects  and  collaborates  in 
ways  and  on  a  scale  we  have  only 
begun  to  imagine,  I  see  a  world 
more  able  to  create  ubiquitous 
opportunity.  With  these  technolo- 
gies in  our  global  hands,  what  we 
can  achieve  is  limited  not  by  tech 
nology  but  by  our  creativity  and 
willingness  to  act.  F 

John  Chambers  is  chairman  ana 
chief  executive  of  Cisco  System! 
and  cochairman  of  the  Partnership 
for  Lebanon. 
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GDP  expands  from 
US$320  billion  in  1991 
to  nearly  US$800 
billion  in  2007 


>  FOR  BUSINESSES  HOPING  TO  MAXIMIZE 
opportunities  in  the  dynamic  Asia-Pacific  region,  there's 
no  better  place  to  be  right  now  than  Australia. 

With  its  strong  economy,  sophisticated  services 
sector,  transport  infrastructure  and  highly  skilled 
workforce,  Australia  is  the  perfect  springboard  for  entry 
into  the  fast-growing  Asia-Pacific  region. 

Australia's  recent  economic  record  is  impressive  by 
any  standard.  In  2007,  the  Australian  economy 
entered  its  16th  year  of  uninterrupted  economic  growth, 
after  attracting  a  record  US$247  billion  in  2006,  a 
staggering  increase  of  121  %  over  the  previous  five  years. 

Since  January  2005,  the  Australia-United  States 
Free  Trade  Agreement  (AUSFTA)  has  strengthened  the 
relationship  between  the  two  countries  and  become  an 
important  part  of  Australia's  continued  growth  and 
prosperity.  Among  the  many  benefits  AUSFTA  brings  to 
Australia  is  the  recognition  of  Australia  as  an  important 
trade  and  investment  power.  Easier  market  entry 
conditions  for  businesses  have  already  become  a  catalyst 
for  increased  U.S.  investment  in  Australia.  The  threshold 
for  screening  U.S.  acquisitions  of  interests  in  Australian 
businesses  was  increased  from  A$50  million  to  A$871  million 


(about  US$695  million)  in  2007  for  non-sensitive  sectors, 
and  interest  in  the  Australian  market  is  set  to  boom. 

Global  investment  bank  Lehman  Brothers  is  one  of 
many  corporations  seeking  to  acquire  a  slice  of  the 
Australian  financial  pie.  Previously  the  only  major  U.S. 
investment  bank  without  a  substantial  presence  in 
Australia,  Lehman  Brothers'  recent  entry  into  the 
Australian  marketplace  is  a  key  component  of  its  strategy 
to  grow  the  company's  Asian  business. 

Global  Head  of  Strategic  Partnerships,  Principal 
Investing  and  Risk  David  Goldfarb  says  Australia  is  an 
obvious  opportunity.  "For  Lehman  Brothers  to  continue  to 
expand  our  capacity  globally,  we  need  to  participate  in  the 
largest  marketplaces  and  Australia  has  been  one  of  our 
gaps,"  he  says. 

Lehman  Brothers'  recent  purchase  of  Australian 
investment  and  advisory  firm  Grange  Securities  Limited 
gives  the  investment  bank  an  important  entry  into  the 
Australian  market:  "It  will  bring  our  global  capabilities  to 
the  Australian  marketplace  and  leverage  off  an  already 
terrific  platform. 

"Australia  is  a  very  important  part  of  the  global  financial 
services  and  capital  markets  marketplace,"  explains 
Goldfarb.  "It  is  the  second -largest  fee  pool  in  Asia  in  terms 
of  overall  capital  markets  and  banking  and  has  a 
substantial  asset  management  business  as  well." 

The  Vanguard  Group  is  one  of  a  number  of  U.S. 
corporations  that  have  been  a  part  of  the  Australian 
success  story  for  several  years.  In  less  than  a  decade, 
Vanguard  Investments  Australia  has  become  Australia's 
leading  indexed  funds  manager  with  A$23  billion  under 
management.  With  its  headquarters  in  Melbourne,  the 
Australian  office  has  become  the  company's  regional 
hub  serving  Asia  and  the  company's  growing  number  of 
offshore  clients. 

When  Australia  adopted  a  government-mandated 
retirement  policy  requiring  employers  to  contribute  a 
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percentage  of  employees'  earnings  to  the  national  super- 
annuation scheme,  The  Vanguard  Group  saw  huge 
potential  in  the  Australian  market. 

"Australia  was  the  first  overseas  market  The  Vanguard 
Group  decided  to  tackle  because  it  is  sophisticated  like 
the  U.S.  market,  offers  strong  growth  from  changes  to 
superannuation  contribution  rules  and  has  low  barriers  to 
entry,"  says  Jeremy  Duffield,  managing  director  and 
founder,  Vanguard  Investments  Australia. 

Success  stories  similar  to  The  Vanguard  Group's  and 
Lehman  Brothers'  can  be  found  in  every  area  of  the 
buoyant  Australian  economy,  from  Information  and 
Communication  Technology  (ICT)  and  financial  services  to 
biotechnology,  agribusiness  and  business  services.  That's 
why  so  many  companies  like  global  giants  IBM,  UBS  and 


Fujitsu  are  represented  in  the  major  capitals  of  Australia. 

Australia's  financial  services  industry  offers  investors 
the  scale  and  sophistication  normally  found  only  in  the 
world's  biggest  industrial  powers. 

.  As  a  nation,  Australia  has  one  of  the  world's  most 
advanced  investment  management  markets,  and  its 
financial  markets  are  among  the  largest  and  most  liquid  in 
the  Asia-Pacific  region.  Australia  is  also  one  of  the  world's 
most  profitable  and  fastest-growing  destinations  for 
investment  banking,  with  surging  new  issues  markets, 
private  equity  and  mergers  and  acquisitions. 

Combine  that  with  low  costs,  an  abundance  of  skilled 
personnel  and  a  multilingual  workforce,  and  it's  no  wonder 
that  global  financial  institutions  are  choosing  Australia  as 
an  important  hub  for  their  global  operations. 


Sydney  CBD:  Burgeoning  financial  center. 


Business  is  on  the  move  in  Sydney. 


NSW:  Fir 
for  innovation 


>  IT  WOULD  BE  EASY  FOR  SYDNEY  TO  REST 
on  its  laurels.  Voted  the  best  city  brand  in  the 
world  by  the  2006  Anholt  Brands  Index,  and 
known  globally  for  its  fast-paced  corporate 
culture,  laid-back  beach  lifestyle  and  extraordinary 
natural  assets,  one  could  assume  that  Sydney 
would  be  happy  to  coast  on  its  reputation.  But 
in  this  city,  that's  simply  not  an  option. 

That's  why  government,  business  and 
research  communities  are  working  closely 
together  to  help  innovative  companies  in 
Sydney  and  the  state  of  Mew  South  Wales 
(NSW)  gain  a  competitive  ?  ige  across  a  range 
of  industries,  from  ICT,  bit  -ted  ndogy,  defense 
and  aerospace  to  health  .  \c\  11%  As  part 
of  the  state's  long-term  futi  .  .  Sydney  is 
positioning  itself  to -remain  no-  i'  -  the  world's, 
best  city  brand,  but  also  it&  -    •.  innovative 


The  state's  to-do  list  includes  the  introduction 
of  free,  universal  wireless  broadband  access  in 
Sydney's  Central  Business  District  and  major 
business  areas  as  well  as  regional  cities 
Newcastle,  Wollongong  and  Gosford.  A  new 
finance-focused  research  institute  is  also 
planned,  as  well  as  further  investment  in  clean 
coal  technologies  and  carbon  dioxide  capture 
to  both  add  value  to  NSW's  major  export 
product,  coal,  and  to  reduce  the  state's 
contribution  to  greenhouse  gases.  Business 
will  be  one  of  the  first  to  benefit  from  this 
innovation-focused  strategy  with  investment 
in  new  technologies  and  the  reduction  of 
regulatory  barriers  for  innovative  companies. 

This  confidence  in  the  future  is  one  of  the 
reasons  Sydney  and  NSW  are  such  an  attractive 
option  for  businesses  wanting  a  base  in  the 
Asia-Pacific  region.  But  with  a  diversified  and 
knowledge-focused  economy  larger  than 
that  of  Hong  Kong  SAR,  Thailand,  Malaysia, 
Singapore,  the  Philippines  and  New  Zealand, 
confidence  is  not  the  only  reason  why  so  many 
businesses  make  Sydney  a  regional  Asia- 
Pacific  base. 

Morgan  Stanley,  one  of  the  world's  largest 
diversified  financial  services  companies,  has 
conducted  business  in  Australia  for  50  years 
and  provided  advice  on  more  than  US$160 
billion  of  investment  banking  assignments.  In 
2003  the  company  opened  a  new  Asia- Pacific 
Service  Center  in  Sydney  to  provide  a  range 
of  global  processing  services,  finance  and 
human  resource  functions  to  the  bank's  4,000 
employees  across  Asia. 

Morgan  Stanley  Managing  Director  and  CEO 
Steve  Harker  says  Sydney  was  an  obvious 
"Sydney's  mature  financial  market- 
the  right  mix  of  graduates  and  skilled 
?!  to  staff  the  center  . . .  and  the  Asia- 
ime  zone,  competitive  office  costs  and 


the  Sydney  lifestyle  all  contributed  to  the  dec 

"You  can  always  find  a  lower  cost  loc  | 
at  the  margin,"  he  adds,  "but  Sydney  meas 
up  in  qualitative  factors,  such  as  its  critical  r 
of  highly  skilled  workers  and  language 
That's  why  Sydney  and  Australia  make  sen 
Financial  services  companies  sucl 
Morgan  Stanley  have  become  a  vital  pe 
Sydney's  economy.  Employment  in  the  si 
is  nearly  half  the  size  of  that  of  London 
more  than  one-third  the  size  of  that  of 
York  City.  NSW  is  home  to  81  %  of  Asia-Pi 
financial  and  insurance  regional  offices,  8C 
domestic  and  foreign  bank  headquarters 
almost  half  the  country's  ICT  businesses, 
should  come  as  no  surprise  that  the 
government  has  triple-A  credit  ratings 
both  Moody's  and  Standard  &  Poor's. 

In  the  2005-2006  financial  year,  busi 
investment  in  NSW  reached  US$32  billic  | 
rise  of  8.9%  compared  with  the  previous 
That  is  a  sure  sign  that  the  Anholt  Br 
Index  is  not  the  only  organization  convii 
the  state  is  doing  something  right. 


lore  than  just  a  pretty  face... 

An  innovation  hub  for  funds  management;  defense  and  aerospace; 
film  animation;  life  sciences;  medical  devices  and  smart  manufacturing... 


I A  centre  of  global  education  and  research... 
A  productive,  multilingual  workforce... 
The  world's  favorite  city  ...  for  good  business  reasons. 


Find  out  more. 
www.sydneyaustralia.com 


New  South  Wales 
*    £      Department  of  State  and 
Regional  Development 


First  for  Business 


Head  to 

Queensland, 
Australia. 


The  climate's  great  for  growth. 

Our  world-class  infrastructure,  booming  economy,  strong  skills  base,  pro-business  Government, 
and  enviable  lifestyle  make  Queensland  an  ideal  business  choice  in  the  Asia  Pacific. 

If  you'  us  in  person,  visit  the  Australian  Pavilion  (1515)  at  BIO  2007  to  discover  for 

yourse,  ?  way  in  one  of  our  priority  sectors  -  biotechnology. 

Or  visit  www.iiivt  to  find  out  why  Queensland,  Australia  is  the  place  to  invest. 


Australia:  - 

The  Asia-Paciljc  Choice 


conomic 
engine  room 


>  QUEENSLAND  HAS  SLOWLY  AND  STEADILY 
become  one  of  Australia's  most  important 
economic  engine  rooms.  It  has  been  Australia's  top 
economic  performer  for  the  past  ten  years,  with  a 
higher  than  national  average  in  economic, 
population,  employment  and  exports  growth.  A  hub 
for  Australia's  ICT,  aviation  and  biotechnology 
industries,  Queensland  is  a  center  for  technology 
and  innovation  with  domestic  and  international 
corporations  choosing  the  state  as  their  base  for 
both  Australian  and  Asia-Pacific  operations. 

This  success  is  no  accident,  however.  Since 
1998,  the  Queensland  government  has  implemented 
a  specific  strategy  to  turn  Queensland  into  the 
"smart  state"  by  focusing  on  investment  in  infra- 
structure, research  and  development,  education 
and  training  to  attract  new  technology  businesses 
and  support  those  already  there.  One  of  its  key 
components  has  been  to  invest  in  education  in 
order  to  create  and  attract  a  highly  skilled  work- 
force. Complemented  by  extensive  investment  in 
research  and  infrastructure  and  a  proactive  attitude 
toward  attracting  investment,  it's  not  hard  to  see 
why  the  strategy  has  been  so  successful. 

Among  the  state's  many  success  stories  is  its 
biotechnology  and  pharmaceutical  sector. 
Queensland's  biotech  industry  offers  investment 
opportunities  spanning  the  entire  biotechnology 
pipeline  from  discovery  through  to  clinical  trials, 
manufacture  and  marketing.  Since  the  recent 
development  of  the  human  papillomavirus  (HPV) 
cervical  cancer  vaccine,  Gardisil,  by  the  University 
of  Queensland's  Professor  Ian  Frazer,  interest  in 
Queensland's  biotech  and  pharmaceutical 
industries  has  only  intensified. 

Queensland's  network  of  universities,  institutes 
and  research  centers  works  closely  with  the  industry 
and  provides  the  highly  specialized  workforce 
needed  for  the  state's  expanding  commercial 
activities  in  diagnostics,  vaccines,  drug  development 
and  pharmaceuticals  manufacturing.  Some  of  the 
state's  leading  biotech  companies  include  drug 
manufacturer  Alphapharm;  molecular  diagnostics 
facility  Agen  Biochemical;  research  and  development 
center  CBio;  biotechnology  equipment  manufacturer 
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Alphapharm  laboratories  draw  from  the  highly  skilled 
Queensland  workforce. 


>  AS  SENIOR  VICE  PRESIDENT,  PRODUCT 
Development  for  THQ,  Steve  Dauterman  is 
part  of  a  worldwide  team  responsible  for 
developing  computer  games  and  other 
interactive  entertainment  for  the  hugely 
successful  U.S.  company.  Dauterman 
knows  that  creating  products  that  will 
continue  to  interest  and  inspire  global 
games  fans  requires  the  best  programming 
and  design  talent  from  around  the  world. 
That's  why  he  is  based  in  Brisbane,  working 
with  a  team  that's  producing  some  of  the 
multinational's  best  work.  "Development 
for  computer  games  happens  where  the 
talent  is,"  says  Dauterman.  "And  Brisbane 
is  one  of  those  rare  pockets  in  the  world 
where  a  community  of  designers  and 
programmers  has  developed  organically. 
It's  now  become  a  hot  industry." 

THQ  develops  products  for  popular 


THQ-developed  game  systems  are  used  worl 
game  systems  such  as  Game  Boy  and  t 
used  by  Nintendo.  THQ  also  prod 
products  for  personal  computers 
wireless  devices  and  is  a  leading  w 
wide  developer  and  publisher  of  intera* 
entertainment  software.  In  Queens 
since  2003,  THQ's  Brisbane  office 
expanded  from  a  small  four-person  tea 
more  than  80.  An  additional  70  people 
employed  in  the  recently  acquired 
Tongue  Studios  in  Melbourne. 

Since  establishing  THQ  in  Brisb 
Dauterman  has  seen  a  growth  explosic 
the  local  industry.  The  Queens 
University  of  Technology  and  o 
schools  work  closely  with  local  busii 
to  develop  industry-relevant  curric 
and  Queensland  is  quickly  becomin 
destination  for  people  wanting  to  break 
the  industry. 


'I 


TO  COMPETE  AGGRESSIVELY 
IN  ASIA,  LAUNCH  YOUR 
BUSINESS  FROM 
SOMEWHERE  STABLE. 


Austra 


•  ••••  • 
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The  Asia  Pacific  is  a  powerhouse,  with  45  percent  of  includes  linking  you  with  the  right  contacts,  setting 
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Australia 


The  Asia  Pacific  is  a  powerhouse,  with  45  per  cent  of 
world  GDP  (PPP*)  predicted  to  come  from  this  region 
by  2015.1  However,  political  and  economic  uncertainties 
in  the  area  can  increase  your  investment  risk.  Located  in 
the  Asia-Pacific  region  and  with  a  sound  grasp  of  Asian 
business  culture,  Australia  is  becoming  the  country  of 
choice  for  US  investors  looking  for  a  strong  and  stable 
base  in  the  region.  Booming  investor  confidence  has 
resulted  in  the  stock  of  foreign  direct  investment  in 
Australia  doubling  in  the  past  five  years.2 

Talk  to  us  about  accessing  Asia  from  the  most  politically 
stable  and  resilient  economy  in  the  world.  With  a 
forecast  economic  growth  rate  of  three  per  cent  in 
2007  and  16  years  of  continuous  expansion,  Australia's 
economy  has  outperformed  most  other  OECD 
countries.3  Our  pool  of  investment  fund  assets  is  worth 
over  US$777  billion4 -the  fourth  largest  in  the  world  - 
and  the  growth  rate  of  our  technology  companies  is 
the  strongest  in  the  Asia-Pacific.5  Australia  is  also  highly 
rated  for  protection  of  intellectual  property,  corporate 
governance,  R&D  capacity  and  an  educated  and  multi- 
lingual workforce.  It's  a  compelling  combination. 

Get  your  investment  questions  answered. 

As  the  Australian  Government's  inward  investment 
agency,  Invest  Australia  has  a  strong  track  record  in 
providing  quality  professional  assistance  and  advice  to 
international  investors.  Our  service  is  free  of  charge  and 


includes  linkingyou  with  the  right  contacts,  setting  up 
site  visits,  clarifying  regulatory  procedures,  preparing 
industry  reports  and  much  more.  Take  the  first  step. 
Visit  us  now  at  www.investaustralia.com,  contact  one 
of  our  investment  managers  today  at  Tel:  (415)  243-2068 
or  email  northamerica@investaustralia.gov.au. 
And  start  building  bridges  to  booming  Asian  markets. 

Australia  at  a  glance 

•  World's  most  politically  stable  country  for  2006 
and  world's  most  resilient  economy  for  five 
successive  years.6 

•  Ranked  first  in  the  world  for  governance  by 
corporate  boards.7 

•  Fourth  largest  destination  for  US  FDI  stock 
(US$133  billion)  in  2005 8 

•  Three  Australian  technology  companies  ranked 
in  the  top  five  in  the  Asia-Pacific.9 

•  First  in  the  Asia-Pacific  for  labour  and  industry 
productivity  (in  purchasing  power  parity  terms) 
per  person  employed.10 


Australian  Government 
Invest  Australia 

www.investaustralia.com 


3  -  Purchasing  Power  Parity  1  Consensus  Economics,  IMF  and  economics@ANZ  2  Australian  Bureau  of  Statistics,  September  2006  3  OECD  Economic  Outlook  80,  November  2006 
vestment  Company  Institute,  3rd  Quarter  2006  5  Deloitte  Technology  Fast  500  Asia  Pacific  Rankings  Report,  2006  6  IMDWCY,  2006  7  Ibid.  8  US  Bureau  of  Economic  AnJysis,  2006 
;loitte,  2006  10  IMDWCY,  2006 


Australia: 


The  Asia-Paci' 
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Corbett  Robotics;  Sequenom  (whose  Asia-Pacific 
regional  headquarters  are  based  in  Queensland); 
and  Progen  Industries,  among  many  others. 
Corbett  Robotics  Director  John  Corbett  confirms 
Queensland  is  the  place  for  biotech  companies 
to  be.  "We  wanted  to  be  at  the  hub  of  the 
technology  action  and  it's  happening  in 
Queensland,"  he  says.  Alphapharm  Pty  Ltd 
CEO  John  Montgomery  agrees:  "Queensland  has 
an  abundance  of  highly  qualified  talent  in 
pharmaceutical  formulation,  development  and 
manufacturing.  This,  coupled  with  the 
government's  pro-business  attitude,  is  why  we 
invested  in  Queensland." 

Many  leading  players  in  the  ICT  industry  are 
also  choosing  to  make  Queensland  home.  Games 
development  studios,  such  as  Creative  Assembly 
(Sega)  and  THQ,  are  part  of  the  growing  community 
of  highly  skilled  programmers  and  designers 
based  in  Queensland.  Software  development 
studios  Oracle  and  IBM  Tivoli  and  SAP's  corporate 
research  center  are  also  an  important  part  of  this 
community,  which  draws  from  graduates  of 
Queensland's  universities  and  technical  schools. 
With  the  third-highest  number  of  ICT  graduates 
in  Australia  and  more  than  26,000  students 
enrolled  in  ICT  and  engineering-related  courses, 
Queensland's  ICT  workforce  alone  is  a  compelling 
reason  for  prospective  ICT  businesses  to 
consider  establishing  in  Queensland. 

In  addition,  direct  air  links  to  Asia-Pacific  and  an 
efficient  sea-based  freight  system  make  Queens- 
land's northern  location  attractive  for  businesses 
with  a  Southeast  Asian  focus.  Add  in  the  benefits 
of  political  and  legal  stability,  cost-competitiveness 
and  a  comparatively  low  business  tax  rate,  and 
it  becomes  clear  why  so  many  Asia-focused 
businesses  choose  to  be  located  in  Queensland. 

Queensland  is  renowned  for  its  stunning 
coastline,  coral  reefs,  tropical  islands,  ancient 
rainforests  and  warm,  balmy  weather.  Although 
these  attractions  are  not  usually  a  deciding  factor 
for  companies  moving  to  the  state,  they  are 
definitely  part  of  the  appeal  for  staff.  Queensland's 
quality  of  life,  low  cost  of  living  and  enviable 
lifestyle  help  attract  and  retain  key  people  and  are 
part  of  the  reason  why  more  than  25,000  people 
move  to  Queensland  each  year. 

With  stage  two  of  its  "smart  state"  strategy 
already  under  way,  more  than  A$473  million  will 
be  invested  in  the  next  two  years  to  help  create 
jobs  and  improve  the  economy  as  well  as  foster 
new  technologies  and  industries.  For  companies 
thinking  about  a  move  to  Queensland,  there's 
never  been  a  better  time  to  go.  | 


>  BRISBANE'S  REPUTATION  AS  A  CENTER 
for  the  Australian  aviation  industry  is 
confirmed  with  the  recent  announcement 
by  Raytheon  Australia  of  plans  to  build  a 
new  Aerospace  Center  of  Excellence  in  the 
city,  which  will  complement  its  Logistics 
Center  of  Excellence.  Brisbane  is  set  to 
become  the  company's  most  important 
Australian  aviation  research,  development 
and  operations  center. 

As  one  of  Australia's  top  four  defense 
contractors,  Raytheon  Australia's  expertise 
in  missions  systems  integration  and  missions 
support  is  responsible  for  keeping  Australia's 
powerful  F-111  and  Hercules  aircraft  in 
the  air.  The  world-leading  technology 
company's  expertise  in  engineering, 
information  technology,  intelligence  and 
surveillance  support,  training,  logistics  and 
other  technical  and  project  management 
services  is  a  crucial  part  of  the  Australian 
government's  defense  strategy. 


m 


The  F18.3  (top)  and  F111  aircraft  (left)  are  fundamei 
Australia's  defense  strategy,  which  is  supported  by  tec 
developed  in  Queensland. 


Ron   Fisher,    managing  directc 
Raytheon  Australia,  says  it  makes 
sense  to  be  located  in  the  same  regi 
other  important  aviation   and  de 
industries,  and  that  Brisbane  ha; 
infrastructure  and  services  Raytheon 
to  support  its  business.  "There's 
airport  infrastructure,  access  to  the 
and  a  sophisticated  service  and 
capability  that  make  it  all  work  so 
together,"  says  Fisher. 

It  seems  other  Australian  and  interna 
aviation  businesses  agree.  The  I 
aviation  and  aerospace  businesses  bas 
the  Brisbane  area  is  extensive.  There's  Bi 
Australia  Ltd,  Qantas'  heavy  mainter 
facility,  Jetstar,  Helitech-Sikorsky,  Sing 
Flying  College,  Virgin  Blue  Airlines  and 
others  covering  the  breadth  of  the  ind 
from  maintenance  to  pilot  trai 
aerospace  control,  manufacture  and  na 
airline  headquarters. 

Ron  Fisher  is  happy  to  credit 
Queensland  government  with  helpi 
make  Brisbane  and  Queensland  sue 
attractive  location  for  the  industry. 
Queensland  government  gets  it,"  he 
"They  understand  aerospace  and  def 
and  are  engaged  and  supportive." 
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TECHNOLOGY 

Medicine 

The  Spreading 

Epidemic 


We're  destroying  the  web  of  nature. 
Can  we  knit  it  back  together? 

BY  LARRY  BRILLIANT,  M.D.,  M.P.H. 


HE  EARTH— AND  THE  DELICATE  BALANCE 
between  humans,  animals,  insects,  air,  soil 
and  water — is  the  mother  of  all  networks. 
But  centuries  of  degradation  to  our  ecosys- 
tems are  causing  dramatic  harm  to  that 
web  of  life.  In  the  computer  world  Metcalfe's  Law  rules:  The 
value  of  the  network  increases  with  the  square  of  its  mem- 
bership count  (see  story,  p.  52).  On  the  planet,  scale  does 
not  always  increase  the  value  of  an  interconnected  web. 

If  anything,  we  are  the  victims  of  what  Til  call  Fat- 
calf's  Law.  The  more  of  us  there  are  and  the  more  we 
consume,  the  more  nightmarish  the  megatrends  we 
produce.  Let's  focus  for  a  moment  on  Africa.  Each  year 
Africans  consume  600  million-plus  wild  animals — 


or  2  billion  kilograms  of  bush  meat.  As  the  natural 
boundaries  between  humans  and  animals  disappear, 
people  and  game  share  every  element  of  their  ecosys- 
tems, including  the  microbes  that  cause  Ebola,  Lassa 
fever,  West  Nile  virus,  bird  flu,  plague,  monkeypox  and 
AIDS.  In  such  conditions  the  probability  of  deadly  bugs 
hopping  from  animals  to  humans  approaches  100%. 

Don't  think  the  danger  is  limited  to  Africa.  Global 
warming  is  already  having  a  very  bad  impact  on 
health — everywhere. 

Most  scientific  experts  agree  that  a  certain  amount 
of  global  warming — say,  between  2  degrees  and  3 
degrees  Celsius — is  now  unavoidable,  baked  in,  as  it 
were,  from  the  sins  of  the  past.  Even  if  we  stopped  all 
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carbon  emissions  today,  we  would  continue  to  suffer 
environmental  effects  for  years  to  come.  Heading  down 
this  frightening  path,  could  we  see  malaria  reestab- 
lished in  Miami  (where  eight  endemic  cases  were 
reported  in  2003)?  Or  cholera  in  New  Orleans?  Or 
monkeypox  in  Manhattan?  Not  to  mention  the  ever 
present  threat  of  a  bird  flu  pandemic. 

Signs  of  catastrophe  abound.  The  nonnative  tiger 
mosquito,  a  vector  for  diseases  including  dengue, 
yellow  fever  and  encephalitis,  is  expanding  its  range 
across  North  America  and  is  set  to  displace  more 
benign  native  species  on  the  back  of  climate  change. 
Now  able  to  thrive  at  higher  altitudes,  malaria-carrying 
mosquitoes,  which  cause  1.5  million  to  2  millions 
deaths  a  year,  are  about  to  spread  into  northern  Europe 
and  the  highlands  of  tropical  Africa. 

Over  an  unknown  number  of  years  rising  seas  will 
attack  coastal  communities,  making  some  regions 
uninhabitable  and  creating  refugees  on  nearly  every 
continent.  Saltwater  will  contaminate  drinking  supplies 
and  diminish  harvests.  Currently  1  billion-plus  people 
do  not  have  access  to  safe  water;  waterborne  diseases 
kill  5  million  a  year.  Roughly  1  billion  people  are 
chronically  undernourished  today.  As  the  worlds  pop- 
ulation approaches  9  billion  by  midcentury,  demands 
on  water  and  food  supplies  cannot  possibly  be  met.  Get 
ready  for  resource  wars.  Genocide  in  Darfur  started  out 
as  conflict  over  diminishing  supplies  of  water.  Last  year 
the  Chinese  government  reported  85,000  conflicts, 
mostly  over  resources,  in  which  it  called  in  the  military 
or  the  Peoples  Armed  Police. 

Exacerbating  the  locked-in  problems  of  global 
warming,  humans  today  are  straining  every  conceivable 
ecological  boundary.  We  are  displacing  animal  habitats, 
importing  nonnative  species  when  we  move  or  travel  on 
exotic  vacations,  feeding  meat  products  to  herbivores, 
dining  on  exotic  predators  and  experimenting  with 
animal  hybridization.  Increased  populations  of  humans 
have  led  to  swelling  populations  of  animals  as  food 
sources,  living  in  closer  proximity  to  one  another.  People 
are  living  in  closer  quarters,  too:  After  centuries  of 
migration  in  search  of  work  or  a  better  living,  51%  of  all 
human  beings  now  live  in  cities  or  slums.  The  green  bar- 
riers that  once  separated  humans  and  animals,  as  well  as 
microbes  peculiar  to  each,  are  quickly  disappearing. 

The  modern  economy's  advances  in  logistics  and 
transportation  only  accelerate  these  frightening  trends. 
Thanks  to  the  ease  of  transcontinental  travel,  an 
unheard-of  communicable  disease  from  an  animal  in 
Africa  can  show  up  in  North  America.  Such  is  the  dark 
side  of  globalization.  Two  or  three  dozen  newly  emer- 
gent communicable  diseases  are  lingering,  ready,  with  a 
boost  from  Fatcalf  s  Law,  to  jump  onto  center  stage. 


Ordinary 
people 
can  now 
report  the 
outbreak 
of  a 

disease. 


What  are  we  to  do?  We  need  to  reduc 
population  growth  through  education,  choice 
and  widely  available  contraception.  We  mu< 
invent  better  desalinization  methods  and  pre 
pare  for  a  new  Green  Revolution  with  seed 
that  will  thrive  in  a  brackish  world.  The  attac 
on  climate  change  must  dramatically  increas 
financial  flows  to  clean  energy — particularl 
in  the  developing  world,  most  vulnerable  t 
the  impacts  of  climate  change.  Carbon  tradin 
systems  can  spur  this  clean  energy  transitior 
as  well  as  restore  forest  and  agricultural  land 
And  we  must  develop  an  early-disease-detection  and 
response  system,  a  sort  of  AWACs  for  epidemics.  The 
requires  networked  technology  plus  a  human  network  t 
cooperative  efforts  by  scientists,  governments,  nonprof 
groups,  businesses  and  ordinary  people. 

There  is  some  hope.  In  late  2002  and  early  2003  epi 
demiologists  in  Ottawa,  Ont.  were  able  to  draw  on  sue! 
an  Internet-based  system  to  identify  and  help  stop  the  sprea 
of  an  outbreak  of  SARS  (severe  acute  respiratory  syndrome 
that  began  in  China.  This  particular  system  is  a  We 
crawler  (the  Global  Public  Health  Intelligence  Network 
that  constandy  scans  multiple  sources  of  informatioi 
around  the  world — general  media,  newspapers,  healtl 
alerts — in  several  languages.  A  couple  of  articles  in  Chin 
about  otherwise  healthy  people  falling  ill  from  unknowi 
diseases  scooped  official  reports  by  weeks  or  months 

Today  we  have  even  better  electronic  trolling  serv 
ices.  Google  has  invested  billions  of  dollars  in  searcl 
capacity.  The  company  is  providing  these  tools  to 
consortium  of  disaster-response  organizations  tt 
provide  earlier  detection  and  coordinated  response  t< 
pandemics  and  other  disasters. 

Here's  something  else  that  will  assist  with  earl 
warnings.  New  features  of  the  International  Healtl 
Regulations,  which  go  into  effect  in  June,  for  the  firs 
time  permit  the  World  Health  Organization  to  accep 
reports  of  new  diseases,  and  new  cases  of  old  diseases 
from  sources  other  than  government  officials.  This  i 
big.  It  will  allow  scientists  like  Nathan  Wolfe — a  profes 
sor  of  epidemiology  at  UCLA  who  has  spent  most  of  th 
last  five  years  in  Cameroon  establishing  a  network  o 
hunters  to  supply  blood  samples  from  themselves  anc 
the  animals  they  eat  to  check  for  new  viruses — 1<) 
report  quickly  any  novel  animal  diseases.  Even  mor 
critically,  the  new  regs  empower  ordinary  people  tc 
notify  the  right  authorities,  without  getting  snarled  ir 
politics,  commercial  interests  or  bureaucracy. 

Help,  at  last,  may  be  on  the  way  for  the  mother  o 
all  networks. 

Larry  Brilliant,  M.D.  and  Master  of  Public  Health,  i. 
executive  director  of  Google.org. 
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While  discussing  the  effects 
the  head  of  HR  asks, 
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Then  he  adds,  "Establishing  our  pandemic  flu  planni 

Productivity  loss,  inability  to  maintain  operations.  Facility  closings.  Employee  absenteeism 
due  to  a  pandemic  flu  outbreak  can  have  a  severe  impact  on  your  most  important  assets. 

Learn  more  about  creating  a  plan  of  action  against  pandemic  flu. 
Visit  www.PandemicToolKit.com/FORBES. 
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TECHNOLOGY  Communications 


nHAVE  TRAVELED  36  HOURS  TO  A  CONFERENCE  ON 
robotic  technology  in  central  Japan.  The  grand  ball- 
room is  Wi-Fi  enabled,  and  the  speaker  is  using  the 
Web  for  his  presentation.  Laptops  are  open,  fingers  are 
flying.  But  the  audience  is  not  listening.  Most  seem  to 
be  doing  their  e-mail,  downloading  files,  surfing  the  Web  or  looking 
for  a  cartoon  to  illustrate  an  upcoming  presentation.  Every  once  in  a 


Can 
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Hear 
Me 

Now? 


Thanks  to 
technology, 
people  have 
never  been  more 
connected — or 
more  alienated 
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"Trend  Micro  takes  over  as  top  security  vendor."* 

CIO  Insight  Survey,  Dec.  2006.  Nearly  850  IT  Professionals  ranked  Trend  Micro  #1  in  Security  with  the 
highest  marks  for  Reliability,  Increasing  Customer's  Revenues,  Lowering  IT  Costs,  and  Solving  Business  Problems. 

^$ff£^   Worry  Free  Security  Solutions  at  trendmicro.com/WorryFree.  Don't  settle  for  anything  less. 

'Quote  reprinted  from  CIO  Insight.  December  2006.  with  permission  Copyright  ©  2006  Zifl  Davis  Publishing  Holdings  Inc  Ail  Rights  Reserved. 
©2007Trend  Micro  Inc  All  lights  reserved  Trend  Micro  and  the  t-ball  logo  are  trademarks  or  registered  trademarks  ol  Trend  Micro  Inc  All  other  company  and/or  product  names  may  be  trademarks  or  registered  trademarks  of  their  owners 
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while  audience  members  give  the  speaker 
some  attention,  lowering  their  laptop 
screens  in  a  kind  of  digital  curtsy. 

In  the  hallway  outside  the  plenary  ses- 
sion attendees  are  on  their  phones  or  using 
laptops  and  PDAs  to  check  their  e-mail. 
Clusters  of  people  chat  with  each  other, 
making  dinner  plans,  "networking"  in  that 
old  sense  of  the  term— the  sense  that 
implies  sharing  a  meal.  But  at  this  con- 
ference it  is  clear  that  what  people  mostly 
want  from  public  space  is  to  be  alone 
with  their  personal  networks.  It  is  good 
to  come  together  physically,  but  it  is 
more  important  to  stay  tethered  to  the 
people  who  define  ones  virtual  identity, 
the  identity  that  counts.  I  think  of  how 
Freud  believed  in  the  power  of  commu- 
nities to  control  and  subvert  us,  and  a 
psychoanalytic  pun  comes  to  mind:  "vir- 
tuality  and  its  discontents." 

The  phrase  comes  back  to  me  months 
later  as  I  interview  business  consultants 
who  seem  to  have  lost  touch  with  their  best 
instincts  for  how  to  maintain  the  bonds 
that  make  them  most  competitive.  They 
are  complaining  about  the  BlackBerry 
revolution.  They  accept  it  as  inevitable, 
decry  it  as  corrosive.  Consultants  used  to 
talk  to  one  another  as  they  waited  to  give 
presentations;  now  they  spend  that  time 
doing  e-mail.  Those  who  once  bonded 
during  limousine  rides  to  airports  now 
spend  this  time  on  their  BlackBerrys. 
Some  say  they  are  making  better  use  of 
their  "downtime,"  but  they  argue  their 
point  without  conviction.  This  waiting 
time  and  going-to-the-airport  time  was 
never  downtime;  it  was  work  time.  It  was 
precious  time  when  far-flung  global  teams 
solidified  relationships  and  refined  ideas. 

We  live  in  techno-enthusiastic  times, 
and  we  are  most  likely  to  celebrate  our 
gadgets.  Certainly  the  advertising  that 
sells  us  our  devices  has  us  working  from 
beautiful,  remote  locations  that  signal  our 
status.  We  are  connected,  tethered,  so 
important  that  our  physical  presence  is  no 
longer  required.  There  is  much  talk  of 
new  efficiencies;  we  can  work  from  any- 
where and  all  the  time.  But  tethered  life  is 
complex;  it  is  helpful  to  measure  our 
thrilling  new  networks  against  what  they 


may  be  doing  to  us  as  people. 

Here  I  offer  five  troubles  that  try  my 
tethered  soul. 

THERE  IS  A  NEW  STATE  OF 
THE  SELF,  ITSELF 

By  the  1990s  the  Internet  provided 
spaces  for  the  projection  of  self.  Through 
online  games  known  as  Multi-User 
Domains,  one  was  able  to  create  avatars 
that  could  be  deployed  into  virtual  lives. 
Although  the  games  often  took  the  forms 
of  medieval  quests,  players  admitted  that 
virtual  environments  owed  their  holding 
power  to  the  opportunities  they  offered  for 
exploring  identity.  The  plain  represented 
themselves  as  glamorous;  the  introverted 
could  try  out  being  bold.  People  built  the 
dream  houses  in  the  virtual  that  they  could 
not  afford  in  the  real.  They  took  online  jobs 
of  responsibility.  They  often  had  relation- 
ships, partners  and  even  "marriages"  of 
significant  emotional  importance.  They 
had  lots  of  virtual  sex. 

These  days  it  is  easier  for  people  with- 
out technical  expertise  to  blend  their  real 
and  virtual  lives.  In  the  world  of  Second 
Life,  a  virtual  world  produced  by  Linden 
Lab,  you  can  make  real  money;  you  can 
run  a  real  business.  Indeed,  for  many  who 
enjoy  online  life,  it  is  easier  to  express 
intimacy  in  the  virtual  world  than  in  RL, 
that  being  real  life.  For  those  who  are 
lonely  yet  fearful  of  intimacy,  online  life 
provides  environments  where  one  can  be  a 
loner  yet  not  alone,  have  the  illusion  of 
companionship  without  the  demands  of 
sustained,  intimate  friendship. 

These  days  it 
is  easier  for 
people  to 
plena  their 
real  and 


virtual  lives. 




Since  the  late  1990s  social  computin 
has  offered  an  opportunity  to  experimer 
with  a  virtual  second  self.  Now  th 
metaphor  doesn't  go  far  enough.  Our  nei 
online  intimacies  create  a  world  in  whic 
it  makes  sense  to  speak  of  a  new  state  c 
the  self,  itself.  "I  am  on  my  cell  . . .  onlin 
. . .  instant  messaging  ...  on  the  Web"- 
these  phrases  suggest  a  new  placement  c 
the  subject,  wired  into  society  throug 
technology. 

ARE  WE  LOSING  THE  TIME  TO 
TAKE  OUR  TIME? 

The  self  that  grows  up  with  mult: 
tasking  and  rapid  response  measure 
success  by  calls  made,  e-mails  answere 
and  messages  responded  to.  Self-esteer 
is  calibrated  by  what  the  technolog 
proposes,  by  what  it  makes  easy.  We  live 
contradiction:  Insisting  that  our  world 
increasingly  complex,  we  nevertheless  ha\ 
created  a  communications  culture  that  he 
decreased  the  time  available  for  us  to  s 
and  think,  uninterrupted.  We  are  prime 
to  receive  a  quick  message  to  which  we  ai 
expected  to  give  a  rapid  response.  Childre 
growing  up  with  this  may  never  kne 
another  way.  Their  experience  raises 
question  for  us  all:  Are  we  leaving  enoug 
time  to  take  our  time  on  the  things  th; 
matter? 

We  spend  hours  keeping  up  with  01 
e-mails.  One  person  tells  me,  "I  look  at  rr. 
watch  to  see  the  time.  I  look  at  my  Blacl 
Berry  to  get  a  sense  of  my  life."  Think  c 
the  BlackBerry  user  watching  the  Blacl 
Berry  movie  of  his  life  as  someone  water 
ing  a  movie  that  takes  on  a  life  of  its  owi 
People  become  alienated  from  their  ow 
experience  and  anxious  about  watching 
version  of  their  lives  scrolling  along  fast« 
than  they  can  handle.  They  are  not  able  t 
keep  up  with  the  unedited  version  of  the 
lives,  but  they  are  responsible  for  it.  Peop 
speak  of  BlackBerry  addiction.  Yet  ii 
modern  life  we  have  been  made  into  sel 
disciplined  souls  who  mind  the  rules,  tf 
time,  our  tasks.  Always-on/always-on-yo 
technology  takes  the  job  of  self-monitorir 
to  a  new  level. 

BlackBerry  users  describe  that  sense  c 
encroachment  of  the  device  on  their  tim 
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One  says,  "I  don't  have  enough  time  alone 
with  my  mind";  another,  "I  artificially 
make  time  to  think."  Such  formulations 
depend  on  an  "I"  separate  from  the  tech- 
nology, a  self  that  can  put  the  technology 
aside  so  as  to  function  apart  from  its 
demands.  But  its  in  conflict  with  a  growing 
reality  of  lives  lived  in  the  presence  of 
screens,  whether  on  a  laptop,  palmtop,  cell 
phone  or  BlackBerry.  We  are  learning  to 
see  ourselves  as  cyborgs,  at 
one  with  our  devices.  To  put  it 
most  starkly:  To  make  more 
time  means  turning  off  our 
devices,  disengaging  from  the 
always-on  culture.  But  this  is 
not  a  simple  proposition,  since 
our  devices  haw  become  BH 
more  closely  coupled  to  our 
sense  of  our  bodies  and  increasingly  feel 
like  extensions  of  our  minds. 

Our  tethering  devices  provide  a  social 
and  psychological  Global  Positioning 
System,  a  form  of  navigation  for  tethered 
selves.  One  television  producer,  accus- 
tomed to  being  linked  to  the  world  via  her 
cell  and  Palm  handheld,  revealed  that  for 
her,  the  Palms  inner  spaces  were  where  her 
self  resides:  "When  my  Palm  crashed  it  was 
like  a  death.  It  was  more  than  I  could  han- 
dle. I  felt  as  though  I  had  lost  my  mind." 

THE  TETHERED 
ADOLESCENT 

Kids  get  cell  phones  from  their  parents. 
In  return  they  are  expected  to  answer 
their  parents'  calls.  On  the  one  hand  this 
arrangement  gives  teenagers  new  free- 
doms. On  the  other  they  do  not  have  the 
experience  of  being  alone  and  having  to 
count  on  themselves;  there  is  always  a 
parent  on  speed  dial.  This  provides 
comfort  in  a  dangerous  world,  yet  there  is 
a  price  to  pay  in  the  development  of  auton- 
omy. There  used  to  be  a  moment  in  the  life 
of  an  urban  child,  usually  between  the  ages 
of  12  and  14,  when  there  was  a  first  time  to 
navigate  the  city  alone.  It  was  a  rite  of  pas- 
sage that  communicated,  "You  are  on  your 
own  and  responsible.  If  you  feel  fright- 
ened, you  have  to  experience  these  feel- 
ings." The  cell  phone  tether  buffers  this 
moment;  with  the  parents  on  tap,  children 


think  differently  about  themselves. 

•  Adolescents  naturally  want  to  check 
out  ideas  and  attitudes  with  peers.  But 
when  technology  brings  us  to  the  point 
where  we're  used  to  sharing  thoughts  and 
feelings  instantaneously,  it  can  lead  to  a 
new  dependence.  Emotional  life  can  move 
from  "I  have  a  feeling,  I  want  to  call  a 
friend,"  to  "I  want  to  feel  something,  I  need 
to  make  a  call."  In  either  case  it  comes  at 

^'Whenmy  Palm 
crashed  it  was  like 


a  death." 


the  expense  of  cultivating  the  ability  to  be 
alone  and  to  manage  and  contain  one's 
emotions. 

And  what  of  adolescence  as  a  time  of 
self-reflection?  We  communicate  with 
instant  messages,  "check- in"  cell  calls  and 
emoticons.  All  of  these  are  meant  to 
quickly  communicate  a  state.  They  are  not 
intended  to  open  a  dialogue  about  com- 
plexity of  feeling.  (Technological  determin- 
ism has  its  place  here:  Cell  calls  get  poor 
reception,  are  easily  dropped  and  are  opti- 
mized for  texting.)  The  culture  that  grows 
up  around  the  cell  phone  is  a  communica- 
tions culture,  but  it  is  not  necessarily  a 
culture  of  self- reflection — which  depends 
on  having  an  emotion,  experiencing  it, 
sometimes  electing  to  share  it  with  another 
person,  thinking  about  it  differently  over 
time.  When  interchanges  are  reduced  to 
the  shorthand  of  emoticon  emotions, 
questions  such  as  "Who  am  I?"  and  "Who 
are  you?"  are  reformatted  for  the  small 
screen  and  flattened  out  in  the  process. 

VIRTUALITY  AND  ITS 
DISCONTENTS 

The  virtual  life  of  Facebook  or 
MySpace  is  titillating,  but  our  fragile  planet 
needs  our  action  in  the  real.  We  have  to 
worry  that  we  may  be  connecting  globally 
but  relating  parochially. 

We  have  become  virtuosos  of  self- 
presentation,  accustomed  to  living  our 


lives  in  public.  The  idea  that  "we're  alj 
being  observed  all  the  time  anyway,  sc 
who  needs  privacy?"  has  become  a  com- 
monplace. Put  another  way,  people  say 
"As  long  as  I'm  not  doing  anything  wrong 
who  cares  who's  watching  me?"  This  state 
of  mind  leaves  us  vulnerable  to  politica 
abuse.  Last  June  I  attended  the  Webb) 
Awards,  an  event  to  recognize  the  bes 
and  most  influential  Web  sites.  Thoma 
Friedman  won  for  his  argu 
ment  that  the  Web  hac 
created  a  "flat"  world  of  eco- 
nomic and  political  opportu 
nity,  a  world  in  which  a  higi 
school  junior  in  Brooklyr 
competes  with  a  peer  ir 
Bangalore.  MySpace  won  £ 
special  commendation  as  the 
year's  most  pathbreaking  site. 

The  awards  took  place  just  as  the 
government  wiretapping  scandal  waj 
dominating  the  press.  When  the  questior 
of  illegal  eavesdropping  came  up,  a 
common  reaction  among  the  gatherec 
Weberati  was  to  turn  the  issue  into  a  non- 
issue.  We  heard,  "All  information  is  gooc 
information"  and  "Information  wants  to  be 
free"  and  "If  you  have  nothing  to  hide,  yoi 
have  nothing  to  fear."  At  a  pre-awards 
cocktail  party  one  Web  luminary  spoke 
animatedly  about  Michel  Foucault's  idea  o: 
the  panopticon,  an  architectural  structure 
of  spokes  of  a  wheel  built  out  from  a  hub 
used  as  a  metaphor  for  how  the  moderr 
state  disciplines  its  citizens.  When  the 
panopticon  serves  as  a  model  for  a  prison 
a  guard  stands  at  its  center.  Since  each  pris- 
oner (citizen)  knows  that  the  guard  mighl 
be  looking  at  him  or  her  at  any  moment 
the  question  of  whether  the  guard  is  actu- 
ally looking— or  if  there  is  a  guard  at  all- 
ceases  to  matter.  The  structure  itself  has 
created  its  disciplined  citizen.  By  analog)' 
said  my  conversation  partner  at  the  cock- 
tail .hour,  on  the  Internet  someone  mighl 
always  be  watching;  it  doesn't  matter  il 
from  time  to  time  someone  is.  Foucault's 
discussion  of  the  panopticon  had  been  a 
critical  take  on  disciplinary  society.  Here  il 
had  become  a  justification  for  the  U.S. 
government  to  spy  on  its  citizens.  Al' 
around  me  there  were  nods  of  assent. 
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High  school  and  college  students  give 
up  their  privacy  on  MySpace  about 
everything  from  musical  preferences  to 
sexual  hang-ups.  They  are  not  likely  to  be 
troubled  by  an  anonymous  government 
agency  knowing  whom  they  call  or  what 
Web  sites  they  frequent.  People  become 
gratified  by  a  certain  public  exposure;  it  is 
more  validation  than  violation. 

SPLIT  ATTENTION 

Contemporary  professional  life  is  rich 
in  examples  of  people  ignoring  those  they 
are  meeting  with  to  give  priority  to  online 
others  whom  they  consider  a  more  rele- 
vant audience.  Students  do  e-mail  during 
classes;  faculty  members  do  e-mail  during 
meetings;  parents  do  e-mail  while  talking 
with  their  children;  people  do  e-mail  as 
they  walk  down  the  street,  drive  cars  or 
have  dinner  with  their  families.  Indeed, 
people  talk  on  the  phone,  hold  a  face-to- 
face  meeting  and  do  their  e-mail  at  the 
same  time.  Once  done  surreptitiously,  the 
habit  of  self-splitting  in  different  worlds  is 
becoming  normalized.  Your  dinner  part- 
ner looks  down  with  a  quick  glance  and 
you  know  he  is  checking  his  BlackBerry. 

"Being  put  on  pause"  is  how  one  of  my 
students  describes  the  feeling  of  walking 
down  the  street  with  a  friend  who  has  just 
taken  a  call  on  his  cell.  "I  mean  I  can't  go 
anywhere;  I  can't  just  pull  out  some  work. 
I've  just  been  stopped  in  midsentence  and 
am  expected  to  remember,  to  hold  the 
thread  of  the  conversation  until  he  wants 
to  pick  it  up  again." 

Traditional  telephones  tied  us  to 
friends,  family,  colleagues  from  school  and 
work  and,  most  recently,  to  commercial, 
political  and  philanthropic  solicitations. 
Things  are  no  longer  so  simple.  These  days 
our  devices  link  us  to  humans  and  to 
objects  that  represent  them:  answering 
machines,  Web  sites  and  personal  pages  on 
social  networking  sites.  Sometimes  we 
engage  with  avatars  who  anonymously 
stand  in  for  others,  enabling  us  to  express 
ourselves  in  intimate  ways  to  strangers,  in 
part  because  we  and  they  are  able  to  veil 
who  we  really  are.  Sometimes  we  engage 
with  synthetic  voice-recognition  protocols 
that  simulate  real  people  as  they  try  to  assist 


us  with  technical  and  administrative  issues. 
We  order  food,  clothes  and  airline  tickets 
this  way  On  the  Internet  we  interact  with 
bots,  anthropomorphic  programs  that  con- 
verse with  us  about  a  variety  of  matters, 
from  routine  to  romantic.  In  online  games 
we  are  partnered  with  "nonplayer  charac- 
ters," artificial  intelligences  that  are  not 
linked  to  human  players.  The  games  require 
that  we  put  our  trust  in  these  characters  that 
can  save  our  fictional  lives  in  the  game.  It  is 
a  small  jump  from  trusting  nonplayer  char- 
acters— computer  programs,  that  is — to 
putting  one's  trust  in  a  robotic  companion. 

When  my  daughter,  Rebecca,  was  14, 
we  went  to  the  Darwin  exhibition  at  the 
American  Museum  of  Natural  History, 
which  documents  his  life  and  thought 
and  somewhat  defensively  presents  the 
theory  of  evolution  as  the  central  truth 

It  is  a  small 
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that  underpins  contemporary  biology.  At 
the  entrance  are  two  Galapagos  tortoises. 
One  is  hidden  from  view;  the  other  rests 
in  its  cage,  utterly  still.  "They  could  have 
used  a  robot,"  Rebecca  remarks,  thinking 
it  a  shame  to  bring  the  turtle  all  this  way 
when  it's  just  going  to  sit  there.  She  is 
concerned  for  the  imprisoned  turtle  and 
unmoved  by  its  authenticity.  It  is  Thanks- 
giving weekend.  The  line  is  long,  the 
crowd  frozen  in  place  and  my  question, 
"Do  you  care  that  the  turtle  is  alive?"  is  a 
welcome  diversion.  Most  of  the  votes  for 
the  robots  echo  Rebecca's  sentiment  that, 
in  this  setting,  aliveness  doesn't  seem 
worth  the  trouble.  A  12-year-old  girl  is 
adamant:  "For  what  the  turtles  do,  you 
didn't  have  to  have  the  live  ones."  Her 


father  looks  at  her,  uncomprehending: 
"But  the  point  is  that  they  are  real." 

When  Animal  Kingdom  opened  in 
Orlando,  populated  by  breathing  animals, 
its  first  visitors  complained  they  were  not 
as  "realistic"  as  the  animatronic  creatures 
in  other  parts  of  Disney  World.  The 
robotic  crocodiles  slapped  their  tails  and 
rolled  their  eyes;  the  biological  ones,  like 
the  Galapagos  tortoises,  pretty  much  kept 
to  themselves. 

I  ask  another  question  of  the  museum- 
goers:  "If  you  put  in  a  robot  instead  of  the 
live  turtle,  do  you  think  people  should  be 
told  that  the  turtle  is  not  alive?"  Not  really, 
say  several  of  the  children.  Data  on  "alive- 
ness" can  be  shared  on  a  "need  to  know" 
basis,  for  a  purpose.  But  what  are  the 
purposes  of  living  things? 

Twenty-five  years  ago  the  Japanese 
realized  that  demography  was  working 
against  them  and  there  would  never  be 
enough  young  people  to  take  care  of  their 
aging  population.  Instead  of  having 
foreigners  take  care  of  their  elderly,  they 
decided  to  build  robots  and  put  them  in 
nursing  homes.  Doctors  and  nurses  like 
them;  so  do  family  members  of  the  elderly, 
because  it  is  easier  to  leave  your  mom  play- 
ing with  a  robot  than  to  leave  her  staring  at 
a  wall  or  a  TV.  Very  often  the  elderly  like 
them,  I  think,  mostly  because  they  sense 
there  are  no  other  options.  Said  one 
woman  about  Aibo,  Sony's  household- 
entertainment  robot,  "It  is  better  than  a 
real  dog. ...  It  won't  do  dangerous  things, 
and  it  won't  betray  you. . . .  Also,  it  won't  die 
suddenly  and  make  you  feel  very  sad." 

Might  such  robotic  arrangements  even 
benefit  the  elderly  and  their  children  in  the 
short  run  in  a  feel-good  sense  but  be  bad 
for  us  in  our  lives  as  moral  beings?  The 
answer  does  not  depend  on  what  comput- 
ers can  do  today  or  what  they  are  likely  to 
be  able  to  do  in  the  future.  It  hangs  on  the 
question  of  what  we  will  be  like,  what  kind 
of  people  we  are  becoming  as  we  develop 
very  intimate  relationships  with  our 
machines.  F 

Sherry  Turkle  is  professor  of  the  social 
studies  of  science  and  technology  at  MIT  and 
the  author  of  the  upcoming  Evocative 
Objects:  Things  We  Think  With. 
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Al  Qaeda  and  its  allies  are  exploiting  the  Internet  to 
recruit  and  plot  havoc.  Here's  how  we  can  stop  them 


BY  RITA  KATZ  AND  JOSH  DEVON 


HE  POST- SEPT.  1 1  CRACKDOWN  ON  AL  QAEDA,  COUPLED  WITH  THE  DESTRUCTION  OF  MANY 
training  camps  around  the  world,  has  pushed  jihadist  terrorists  deep  into  cyberspace.  On  the 
Internet  fractured  traditional  groups  have  reconstituted  themselves  as  robust  online  networks, 
regaining  the  ability  to  communicate,  recruit,  indoctrinate,  train  and  plan  attacks. 

In  fact,  the  Internet  has  helped  fragmented  networks  merge  to  form  a  global  jihadist  com- 
munity that  transcends  national,  age,  gender  and  physical  boundaries.  Sharing  material  on  the  Web  has 
engendered  a  common  identity  among  individuals  of  different  ethnicities,  nationalities  and  socioeconomic 
status.  The  Internet  has  given  birth  to  a  new  generation  of  jihadists  who  need  never  travel  to  Afghanistan  or 
Pakistan  or  Yemen  or  Sudan  or  Somalia  to  attend  an  al  Qaeda  boot  camp,  Everything  they  need  to  know,  from 
ideology  to  military  training,  is  at  their  fingertips  and  easily  accessible  via  cybercafes,  laptops  or  cell  phones. 

This  new  generation  of  terrorists  watches  the  same  jihadist  videos,  reads  the  same  religious  justification 
of  terrorism  and  prepares  bombs  from  the  same  manuals.  Jihadists  use  all  the  Internet's  features,  including 
Web  sites,  message  boards,  e-mail,  e-groups,  blogs,  online  storage,  BitTorrent,  maps,  instant  messaging, 
Voice  over  IP  and  online  remittance  services.  Password-protected  message  boards  and  forums  remain  the  most 
popular  form  of  group  communication  and  networking  among  online  jihadists.  Such  forums  provide  their 
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tens  of  thousands  of  members  with  several  topical 
areas,  including  sections  for  official  announcements, 
general  news,  military  and  explosives  training,  theol- 
ogy and  stolen  software.  Within  these  forums 
jihadists  can  learn,  participate  and  network. 

The  virtual  jihad  encourages  lasting  friendships 
and  enables  individuals  to  see  themselves  as  part  of 
a  larger,  connected  community,  despite  the  vast  geo- 
graphic distances  and  cultural  differences  that  may 
exist  between  them.  The  dangerous  result  is  a  decen- 
tralized, transnational  patchwork  of  terrorists  that 
no  longer  relies  on  al  Qaeda  to  mobilize  and  carry 
out  attacks.  It  is  awfully  difficult  to  track— and  trap— 
the  members  of  this  network. 

An  exceptional  capture  illustrates  the  threat  of 
this  new  generation.  In  October  2005  Scotland  Yard 
arrested  Younis  Tsouli,  better  known  as  "Irhabi007". 
One  of  the  most  recognizable  identities  within  the 
online  jihadist  community,  yet  not  an  "official"  mem- 
ber of  any  specific  group,  Irhabi007  served  the  entire 
network,  releasing  manuals  that  taught  hacking  and 
cybersecurity  skills.  He  also  helped  groups  like  Abu 
Musab  al-Zarqawi's  Tawhid  wal  Jihad,  which  later 


became  al  Qaeda  in  Iraq,  and  the  Salafist  Group  for 
Preaching  &  Combat,  now  al  Qaeda  in  the  Islamic 
Maghreb,  by  distributing  their  propaganda  online.  A 
British  national,  Irhabi007  was  later  charged  with 
several  terrorist  activities,  including  conspiracy  to 
murder  and  to  cause  an  explosion.  As  investigators 
pored  over  Irhabi007's  computers,  they  unearthed 
evidence  revealing  an  international  network  of^ 
jihadist  cells  connected  through  the  Internet  rather 
than  to  any  particular  terrorist  group. 

Indeed,  there  were  alarming  ties  across  the 
Atlantic.  In  the  spring  of  2005  two  Americans  from 
Atlanta,  Syed  Haris  Ahmed  and  Ehsanul  Sadequee, 
visited  Washington,  D.C.  and  recorded  videos  of  the 
Capitol,  the  Masonic  Temple,  the  World  Bank  and  a 
fuel  depot.  Arrested  in  March  and  April  2006,  the 
men  were  indicted  in  federal  court  for  providing 
material  support  to  a  terrorist  group  and  now  stand 
accused  of  plotting  to  attack  oil  refineries  in  the  U.S. 
(They've  pleaded  not  guilty.)  Disturbingly,  investi- 
gators found  that  the  footage  the  men  took  of 
the  landmarks  in  D.C.  was  in  the  possession  of 
Irhabi007.  The  Americans  were  in  contact  with 


;  Irhabi007  through  the  same  online,  password-pro - 
!  jtected  jihadist  message  board.  They  uploaded  the 
i  footage  through  the  Internet. 

'  The  cell  in  Georgia  had  another  online  connection. 
\  ;  I  In  June  2006  Canadian  authorities  disrupted  a  terrorist 
' ^operation  in  Ontario,  arresting  17  people,  many  of 
tta  whom  grew  up  in  Canada,  including  5  minors.  Most 
>  iof  the  cell  members  were  charged  with  attempting  to 
lie  (blow  up  targets  in  Canada.  It  turned  out  that  the 


Americans  from  Adanta  had  also  traveled  to  Canada 
ato  meet  with  members  of  the  cell  in  Ontario.  The 
Americans,  the  Canadians  and  Irhabi007  all  commu- 
nicated with  one  another  on  a  jihadist  message  board. 
In  March  2005  Irhabi007  secretiy  wrote  to  a  member 
:tof  the  Canadian  cell  that  he  was  "moving  inshallah 
[God  willing]  this  summer  to  Jihadland,"  to  which  the 
Canadian  replied,  "Inshallah  the  bros  here  are  leaving 
also  in  the  summer  so  with  the  permission  of  Allah 
may  Allah  allow  us  to  be  martyrs  in  his  cause." 
Irhabi007  also  reached  out,  via  the  Internet,  to  cells 
k  o:  discovered  in  Bosnia,  Sweden  and  Denmark. 

In  this  online  world,  conflicts  in  Afghanistan,  Iraq, 
Algeria,  Palestine,  Chechnya,  Somalia,  Thailand,  China 
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and  elsewhere  all  become  part  of  a 
common  global  jihad  defending 
Islam  everywhere.  A  success  in  any 
of  these  locations,  then,  has  a  strong 
influence,  ideologically  and  opera- 
tionally, on  the  other  fronts. 

Reinforcing  this  notion  of  a 
united  global  jihad  is  the  single 
pipeline  from  which  terrorists 
receive  their  information.  A  sole 
online  group,  Al-Fajr  Media  Center, 
coordinates  the  distribution  of  most 
messages  from  jihadist  leaders,  offi- 
cial communiques,  movies  and 
other  propaganda  through  the  most 
important  forums.  The  group  simul- 
taneously serves  al  Qaeda  and  numerous  other  jihadist 
groups,  whether  in  Iraq,  Afghanistan  or  Algeria,  releas- 
ing, for  example,  an  insurgent  video  of  a  downed  Black 
Hawk  in  Iraq;  the  latest  speeches  by  Osama  bin  Laden 
and  his  lieutenant,  Ayman  al-Zawahiri;  and  videos  of 
attacks  on  Brown  &  Root-Condor  in  Algeria. 

The  Internet  serves  as  a  platform  for  jihadists  to 


It  is  one  in  every  eight  patents  and  $24  billion 
invested  in  research  each  year.  It  is  chemistry. 
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spread  a  common  ideology  and  strategy,  promoting 
a  further  sense  of  community  among  disparate  indi- 
viduals. Abu  Musab  Al-Suri,  one  of  al  Qaeda's  key 
strategists  since  Sept.  11,  published  his  writings 
online,  along  with  digitized  video  and  audio  lectures 
from  his  training  camp  in  Afghanistan  in  the  1990s. 
Mirroring  in  many  ways  what  the  global  jihadist 
community  has  become,  Al-Suri  exhorts  the  jihadists 
in  the  West  to  establish  local  cells  to  carry  out  attacks 
within  their  own  countries  rather  than  travel  to  fight 
with  an  established  group  like  al  Qaeda.  Among  his 
recommended  targets:  stock  exchanges,  airports, 
bridges,  metros  and  tourist  attractions,  as  well  as 
politicians,  media  personalities,  military  bases  and 
information  centers  that  connect  the  institutions  of  a 
country  and  civilians. 

In  February  2006  one  member  of  a  password- 
protected  jihadist  forum  mused  about  an  attack  he 
believed  could  result  in  the  deaths  of  thousands. 
Posting  pictures  of  Texas  Stadium  and  explosives, 
he  described  how  such  an  attack  could  be  carried 
out,  explaining,  "One  of  the  sus ciders  will  execute 
the  explosions  in  one  of  the  stadium  corners.  When 
the  people  are  rushing  and  dashing  to  flee,  another 
brother  will  explode  himself  at  one  of  the  gates.  This 
only  will  kill  hundreds  on  the  spot,  but  the  goal 
is  not  to  kill  hundreds  only.  This  goal  is  to  kill 
thousands." 

Web  forums  buzz  constantly  with  talk  of 
weapons  of  mass  destruction — chemical,  biological, 
radiological  and  nuclear.  In  August  2005  one  jihadist 
posted  a  map  of  the  Washington,  D.C.  Metro  and 
recommended,  "A  heavy  congested  rush  of  people  is 
in  the  Metro  Center  station  between  eight  and  nine 
in  the  morning.  The  attack  with  explosives  will  cause 
great  losses  among  the  American  citizens,  but  I 
believe  that  chemical  weapons  will  lead  to  achieve 
amazing  results." 

In  early  2005  some  of  Irhabi007's 
virtual  associates  secretly  commu- 
nicated on  a  jihadist  forum  to  plan  a 
spectacular  attack  at  Naval  Station 
Mayport,  a  U.S.  Navy  base  in 
Jacksonville,  Fla.  The  plot,  which 
was  to  be  i;l  -d  from  multiple 
angles,  involved  utilizing  several 
car  bombs,  as  -  as  rocket-pro- 
pelled grenade-,  ose  organiz- 
ing the  plot  claii  -  »-o  have  45 
people  dedicatt  e  attack, 
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Islam  after  Sept.  11.  Whether  the  plot  ever  pro- 
gressed past  the  initial  planning  stages  is  unclear; 
some  of  the  organizers  were  arrested  shortly  after 
the  online  discussions. 

We  can't  take  too  much  comfort  from  the  fact 
that  these  particular  schemes  were  thwarted.  Thet 
plans  live  on.  Once  an  idea  enters  cyberspace,  itjl 
exists  indefinitely  within  the  online  jihadist  commu- 
nity. Any  terrorist  can  take  a  proposed  target  or  tac- 
tic and  pick  up  the  plan  where  a  captured  terrorist 
left  off. 

Mohammad  Zaki  Amawi,  a  U.S.  citizen,  nearly 
did.  In  March  2004  he  returned  to  Ohio  after  a  failed 
attempt  to  enter  Iraq  through  Jordan  to  fight  against 
American  forces.  Recruiting  others,  Amawi  gathered 
online  jihadist  training  manuals  and  videos  to  build 
his  own  cell  in  Toledo,  including  a  "basic  training" 
course  for  jihadists,  videos  on  the  production  and 
use  of  improvised  explosive  devices  and  an  instruc- 
tional video  for  building  a  suicide  bomb  vest,  titled 
"Martyrdom  Operation  Vest  Preparation."  The  video 
for  the  vest  was  widely  circulated  online  by  Irhabi007. 
Amawi  and  two  confederates  were  arrested  and 
indicted  in  February  2006. 

America  has  not  suffered  an  attack  on  its  soil  for 
five  and  a  half  years.  Bin  Laden  and  Zawahiri  are  iso- 
lated, Zarqawi  dead  and  countless  other  jihadists 
eliminated  or  arrested.  But  are  we  safe?  The  Internet 
gives  a  voice  to  the  leaders  of  al  Qaeda  and  provides 
immortality  to  Zarqawi  and  other  slain  terrorists. 
Moreover,  it  enables  jihadists  to  mount  attacks  in  the 
absence  of  any  connection  to  an  established  group. 
Online  terrorist  networks  remain  uncontested  safe 
havens,  keeping  the  movement  alive  by  indoctrinat- 
ing and  training  new  recruits  to  refill  the  ranks  of 
killed  or  captured  jihadist  leaders  and  operatives. 

Monitoring  the  online  community  is  daunting, 
given  the  sheer  volume  of  jihadist  Web  sites,  message 
boards,  e-groups  and  chat  rooms  in  a  multitude  of 
languages.  But  there  is  no  other  way  to  find  and 
exploit  weaknesses  in  the  network.  Infiltration  of  the 
network  means  recruiting  moles  who  can  assume  a 
virtual  identity,  penetrate  password-protected  forums, 
become  full  members  and  gradually  gain  other  mem- 
bers' trust.  In  this  way  our  institute  has  notched  some 
successes  tracking  jihadists  online  and  stopping  their 
plots.  But  while  authorities  play  catch-up  on  the 
Internet,  the  online  terrorist  network  continues  to 
expand,  recruiting  others  to  jihad  and  growing 
stronger  each  day.  F 

Rita  Katz  and  Josh  Devon  are,  respectively, 
director  and  senior  analyst  at  the  SITE  Institute  in 
Washington,  D.C. 
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How  do  you  create 

a  new  search 
engine  based  on 
trust — and  still 
keep  out 
the  creeps? 

BY  JIMMY  WALES 


E3 


HO  DOESN'T  LOVE 
Google?  When  it  comes 
to  search,  there  are  few 
better  models. 

But  I  can  imagine  a 
better  one.  That's  why,  in  December,  I 
announced  Wikia  Search,  a  new  serv- 
ice we  hope  to  launch  sometime  in  the 
fourth  quarter.  Why  go  to  all  that  trou- 
ble? Because  the  typical  search  site 
operates  by  secrecy.  Since  no  one  pub- 
lishes the  all-essential  algorithms  that 
produce  the  results,  you  really  don't 
know  who's  ranking  a  particular  cate- 
gory or  search  like  "cell  coverage  in 
Palo  Alto"  or  on  what  basis.  With 
Wikia  Search  you  will.  We  will  publish 
all  our  algorithms  as  open-source  soft- 
ware, and  we  will  explain  our  ranking 
system  in  plain  English.  The  Internet 
functions  best  when  its  protocols  are 
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When  it  comes  to  your  health,  your  doctor  can  never 

know  tOO  much.  No  one  doctor  can  keep  up  with  it  all.  At 
UnitedHealthcaref  we  work  with  physicians  and  leading  medical 
societies  to  advance  medical  care.  We  share  the  latest  studies  and 
review  treatment  methods  with  experts  and  then  highlight  procedures 
with  the  highest  success  rates.  That's  evidence-based  medicine. 
Which  helps  your  employees  find  access  to  the  right  treatment  the 
first  time.  Nc4  only  does  that  get  them  back  to  work  faster,  but  it  also 
keeps  your  costs  down.  And  that  makes  everyone  feel  a  whole  lot 
better.  Simpler  process,  smarter  solutions,  better  results  for  you. 

UnitedHealthcare8  Call  your  broker  or 

Healing  health  care. Together."    visit  uhc. com/together 


>007  United  HealthCare  Services,  Inc.  Insurance  coverage  provided  by  or  through:  United  HealthCare  Insurance  Company,  or  their 
iliates.  Administrative  services  provided  by  United  HealthCare  Insurance  Company,  United  HealthCare  Services,  Inc.  or  their  affiliates. 
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available  to  everyone,  when 
the  entire  system  is  open  and 
transparent. 

One  other  important  differ- 
ence from  what's  already  out 
there:  Just  as  with  Wikipedia,  we 
intend  to  turn  over  full  editorial 
control  to  our  community  of 
users.  A  free  culture  is  part  and 
parcel  of  free  software;  it  relies  on 
trust  and  friendliness.  And  there 
is  wisdom  in  crowds,  even — per- 
haps I  should  say  especially— in 
crowds  of  volunteers  and  ama- 
teurs. Google  is  proud  of  its 
Ph.D.s  and  its  eigenvectors. 
So  be  it.  But  mathematics  can 
take  you  only  so  far.  At  some 
point  you  need  a  more  human 
touch — gut  instinct  or  wild 
imagination. 

A  six-year-old  can 
look  at  a  screen 
and  recognize  spam. 
Algorithms  aren't  yet 
very  good  at  that  sort 
of  detection  (check 
your  e-mail  inbox  to  see  how  easily 
the  antispam  software  is  fooled!). 
Perhaps  our  community  of  users 
can  come  up  with  novel  ways  to 
solve  pattern-matching  problems 
like  that.  And  maybe  the  volun- 
teers can  invent  algorithms  to 
overcome  one  of  the  biggest  prob- 
lems of  existing  search  services: 
ambiguity.  If  you  type  in  a  search 
for  "Paris  Hilton,"  for  example,  do 
you  mean  the  celebrity  or  a  French 
hotel? 

Openness  and  trust  are  at  the 
core  of  Wikia  Search.  But  how  do 
you  maintain  a  friendly  system 
and  still  keep  out  troublemakers? 
Pretty  much  the  same  way 
Wikipedia  is  policed.  Curse  words, 
blanking  pages,  false  inserts  and 
other  forms  of  delinquency  are 
pretty  easy  to  deal  with.  Admins, 
the  thousand  or  so  cops  on  the 
site,  can  block  difficult  users, 
delete  entries,  take  away  editing 
privileges  from  certain  users, 


draw  vandals,  too.  We  expec 
spammers,  folks  with  a  grudge  o 
bias,  or  simply  self-interested  peo 
pie  who  hope  to  skew  a  search 
result  to  their  economic  advan 
tage.  We  have  some  idea  of  the 
things  that  could  go  wrong,  anc 
we  have  ideas  for  tools  to  correc 
them.  We  will  use  a  combinatior 
of  software,  the  reputation  of  the 
participants  and  a  deep  knowl 
edge  of  good  and  bad  behavioi 
patterns  on  the  Internet. 

But  the  great  lesson  of  the  Wet 
2.0  era  is  that  to  control  quality 
you  don't  lock  things  down;  you 
open  them  up.  Dmoz.org,  the  open 
directory  project  that  aimed  tc 
organize  the  Internet,  responded  tc 
repeated  spam  attacks  by  becom 


The  great  lesson  of  Web  2.0  is 


ou  don't  lock  things  down. 


revert  (or  restore)  entries.  The 
core  community  of  contributors 
is  vigilant,  too,  and  fixes  impro- 
prieties quickly — often  within 
seconds.  That's  because  this  com- 
munity rallies  around  a  couple  of 
core  concepts:  neutrality  and 
quality.  The  system  isn't  perfect, 
of  course,  as  anyone  who  has  fol- 
lowed various  Wikipedia  news 
headlines  knows.  There  are  errors, 
and  sometimes  quite  embarrass- 
ing ones.  But  the  system  has  a  way 
of  ferreting  out  errors  and  cor- 
recting them. 

As  it  happens,  the  hardest  areas 
for  us  to  keep  an  eye  on  are  non- 
controversial  subjects  that  don't 
draw  a  lot  of  interest.  It  can  be 
harder  to  detect  a  serious  error 
about  an  obscure  Chinese  emperor 
than  about  the  war  in  Iraq, 
because  fewer  contributors  are 
constantly  watching  and  debating 
such  entries. 

Wikia  Search  will  undoubtedly 


ing  a  closed  community,  by  requir- 
ing applicants  to  wait  months  or 
years  before  being  accepted  as  an 
editor  and  by  making  the  system 
less  transparent.  This  was  a  reason- 
able response  in  the  Web  1.0,  but 
it  prevented  Dmoz  from  achieving 
its  early  promise.  As  a  result,  the 
site  has  become  less  influential 
over  time. 

Leave  your  doors  unlocked 
and  your  windows  open,  and 
creeps  will  sometimes  come  in. 
But  the  way  to  chase  them  out 
before  they  cause  harm  is  to  have 
plenty  of  friendly  neighbors  who 
are  looking  after  your  interests, 
which  turn  out  to  be  remarkably 
similar  to  theirs.  We  all  have  a 
fundamental  interest  in  liberty 
and  openness,  for  ourselves  and 
for  others,  and  as  much  so  online 
as  in  the  real  world.  F 

Jimmy  Wales  is  the  founder 
of  Wikipedia  and  chairman  of 
Wikia  Inc. 
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HE  NEW  OUATTROPORTE  AUTOMATIC 


A  Dream  Car  for  the  Real  World 
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NTRODUCING  THE  NEW  2007  OUATTROPORTE  AUTOMATIC 

inally,  the  dream  becomes  reality.  "Seriously  smooth,"  "A  supercar  disguised  as  a  glamorous  sedan,"  and  according  to  Top  Gear  magazine, 
The  finest  automatic  offered  any-where."  Why?  The  new  Ouattroporte  Automatic  delivers  engineering  innovation  equally  at  home  on 


ifth  Avenue  as  the  Nurburgring — it's  the  highest-revving  automatic  transmission  available,  designed  to  perfectly 
larness  the  Ouattroporte's  400  hp  Ferrari-engineered  V8.  It's  also  the  only  automatic  luxury  sedan  configured 
tvith  a  rearward  weight  bias  for  superior  traction  and  handling.  But  the  dream  doesn't  end  there — the  2007 
Xiattroporte  features  a  new  braking  system  so  powerful  that  it  surpasses  not  only  competing  sedans,  but 
nany  of  the  world's  most  exotic  sports  cars  as  well.  The  newest  Ouattroporte  even  delivers  10%  better  fuel 
■fficiency  without  sacrificing  its  legendary  performance  attributes.  Priced  from  $110,600.*  To  experience  the 
'Iream,  visit  your  local  authorized  Maserati  dealer  today,  or  call  1-877-MY-MASERATI.  maseratiamerica.com/qpfb 


©2007  Maserati  North  America  All  rights  reserved  Maserati  and  the  Trident  logo  are  registered  trademarks  of  Maserati  SpA. 
'Standard  Ouattroporte  Car  shown  with  optional  automatic  transmission  and  19"  wheels  Excludes  dealer  prep,  transportation  and  taxes. 


HUMAN  NETWORKS  ARE  CHANGING  THE 
character  of  the  globe.  By  banding  together, 
people  are  transforming  the  immigrant 
experience — and  delivering  support  and  charitable 
works  in  imaginative  new  ways. 


THE  NEW  FACES  OF  AMERICA,  Suketu  Mehta  196 
A  SMALL  CIRCLE  OF  FRIENDS,  Virginia  Postrel  204 
THE  POWER  OF  PARISHIONERS,  Pastor  Rick  Warren  210 
THE  CHARITY  CHAIN,  Vartan  Gregorian  240 


On  the  human  network,  collaboration  is  suitable  for 
iges  2  to  102.  Welcome  to  a  place  where  people 
Everywhere  are  coming  together  to  change  the  way 
ve  work,  live,  play  and  learn.  Where  mash-ups  are 
einventing  everything  from  maps  to  music  to  medicine. 
Vhere  every  opinion  counts.  And  anyone  can  be  a 
:ontributor.  All  it  takes  is  a  network.  The  story  continues 
it  cisco.com/humannetwork. 


welcome  to 

the  human  network.  Cisco 


N  1871  WALT  WHITMAN  FORESAW  THE  WAY  HUMAN 
beings  would  relate  to  each  other  in  our  era.  As  he  put  it  in 
"Passage  to  India,"  a  poem  in  the  ever  expanding  Leaves  of 
Grass,  "Lo,  soul,  seest  thou  not  God's  purpose  from  the 
first?  The  earth  to  be  spannd,  connected  by  network." 
Whitmans  lines  evoke  for  me  how  an  immigrant  can  come  to  a  big, 
expensive  city  like  New  York  or  San  Francisco  without  papers,  without 
money,  without  housing  and  make  a  new  life.  Or  how  other  immigrants 
come  in  at  the  top  of  the  scale  and  find  jobs  whose  salaries  start  at  several 


Immigic  * 


PHOTOGRAPHS  BY  IAN  LONDIN  FOR  FORBES 
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BY  SUKETU  MEHTA 

tworks  are  recasting  the  U.S.  in  unforeseen  ways 


races  of  America 


A  different  beat  in  Brooklyn:  an 
Egyptian  butcher  at  the  Al  Noor 
Halal  Meat  &  Fish  Market; 
a  Haitian  rara  band. 
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times  the  median  income.  The 
answer  lies  in  the  network:  They  go 
to  their  tribes,  their  villages  in  the 
city.  Whether  it  is  an  association  of 
software  engineers,  an  alumni  asso- 
ciation or  a  church  group,  immi- 
grants live  and  die,  work  and  marry, 
pray  and  play  within  the  network. 

The  difference  between  today's 
immigrants  and  those  of  the  last 
century  is  this:  Now  many  are  in 
continual  transit  between  their 
homelands  and  here.  Each  new 
New  Yorker  brings  his  own  world 
to  the  city  and  goes  back  and  forth 
between  the  two. 

The  metaphor  of  the  melting 
pot  is  outmoded.  People  come  to 
the  U.S.  today,  singly  or  in  groups, 
and  do  not  melt;  they  stay  res- 
olutely whole.  Their  flavors  might 


mingle  with  each  other,  but  they  do 
not  lose  their  general  contours  as 
separate  ethnic  enclaves.  The  Italian 
or  Irish  immigrant  who  arrived  by 
ship  to  Ellis  Island  in  the  late  19th 
century  dreamed  someday  of  visit- 
ing the  homeland  once  more  before 
he  or  she  died.  Today's  immi- 
grants—at least  the  legal  ones — can 
go  home  a  few  weeks  after  they  step 
off  the  plane  at  JFK,  thanks  to  the 
cheap  fares.  What  is  exile  when  a 
round  trip  home  is  $500? 

As  a  result  there  isn't  a  great 
need  to  assimilate.  There  are  neigh- 
borhoods in  New  York  where  you 
can  spend  your  entire  day  working, 
eating,  playing  and  dealing  with  the 
government  without  knowing  a 


In  for  a  dip  or 
two  or  three: 
relaxing  in  the 
oldest  Russian 
bathhouse  in 
Brooklyn; 
preparing  for 
Sabbath  dinner 
at  Passover; 
offering  a 
Ukrainian 
treat — an 
Easter  egg. 


word  of  English;  it  is  enough  to  be 
conversant  in  Spanish,  Bengali  or 
Russian.  All  you  need  is  access  to  a 
network  that  speaks  your  language 
and  can  provide  the  goods  and 
services  of  a  decent  life.  New  York 
City  today  has  300  magazines  and 
newspapers  in  42  languages  other 
than  English,  catering  to  60  ethnic 
groups.  But  it's  not  just  New  York. 
There  are  entire  towns  in  Maine 
and  Minneapolis  that  have  been  re-  • 
energized  by  Somalis,  farming 
towns  in  Iowa  that  could  be  small 
villages  in  Mexico. 

Many  immigrant  groups  see  no 
need  to  follow  an  imagined,  ideal- 
ized "American  way."  Because  of  the 
strength  and  regular  reinforcement 


of  their  ties  to  the  old  country,  the] 
can  live  here  much  as  they  did  ii 
the  land  left  behind.  If  on  a  frigic 
January  morning  you  happen  to  b< 
crossing  the  Manhattan  Bridge,  yoi 
may  have  to  make  way  for  severa 
hundred  Mexican  youths  runninj 
in  sweatshirts  adorned  with  a  pic 
ture  of  Padre  Jesus,  the  patron  sain 
of  the  village  of  Ticuani,  in  Puebla 
They  are  re-creating  the  Antorcha 
a  ritual  pilgrimage  run  from  Mex 
ico  City  to  Ticuani  in  honor  of  th< 
saint.  In  this  case  they're  running 
from  a  church  in  downtown  Man 
hattan  to  one  in  Brooklyn,  when 
they  will  pray  to  a  life-size  replica  o 
the  same  Padre  Jesus  that  resides  ir 
their  home  village.  As  documentec 
in  fascinating  detail  by  Rober 
Courtney  Smith  in  his  book  Mexi 
can  New  York  (he's  changed  the  rea 
name  of  the  village  to  protect  his 
sources),  teenage  Ticuanese  girls  ir 
New  York  grow  their  hair  to  donate 
as  wigs  for  statues  of  the  saint  back 
in  Mexico.  "Thus,  a  150-year-olc 
Mexican  religious  icon  may  be 
adorned  with  permed,  bleached 
hair  grown  in  Brooklyn." 

Ticuanese  living  in  New  York 
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Some  think 
old  industry. 

We  think 
new 

opportunity 


Investment  Banking  •  Private  Banking  •  Asset  Management 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience  and 
expertise  over  all  industries,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
■  www.credit-suisse.com 
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often  fly  home  to  their  village  for 
the  feast  of  Padre  Jesus,  then  jet 
back  and  re-create  it  in  Brooklyn. 
In  this  way  their  cultural  identity  is 
preserved  in  the  new  world  and  a 
continuity  maintained  between  the 
rituals  of  the  land  left  behind  and 
their  newly  adopted  home.  Those 
who  can  afford  to  fly  to  Ticuani  can 
live  in  a  continuum  of  those  two 
worlds;  those  who  cannot,  or  lack 
the  papers  to  do  so,  can  prostrate 
themselves  before  the  Padre  Jesus 
in  a  Brooklyn  church  and  feel  part 
of  the  extended  international  family 
of  their  village. 

The  Ticuanese  have  been  aware 
of  the  power  of  networks  since 
before  they  came  here.  In  poor 
countries  you  need  to  pull  strings 
to  do  the  simplest  things:  get  a 
train  reservation  or  a  government 
document.  You  must  know  some- 
one. There's  very  little  you  can  do 
anonymously,  as  a  member  of  the 
vast  masses.  A  friend  of  mine  who 
went  from  Mumbai  to  London  told 
me  she  was  horrified  that  she  could 
spend  an  entire  day — buy  tickets 
on  the  tube,  go  to  see  a  play,  eat — 
without  ever  needing  to  make  a 
personal  connection,  to  use  the 
network. 

How  does  an  immigrant  net- 
work spring  up?  An  Asian  engineer 
may  be  admitted  for  his  skills  and 
given  an  employment-based  work 
visa,  such  as  an  H-1B.  He  works  for 
several  years,  gets  a  green  card  and 
then  brings  his  parents  and  sisters 
over.  Thus,  a  skills-based  network 
becomes  a  family  network,  which 
is  stronger  and  more  lasting.  The 
concept  of  family  can  be  very 
broad  among  immigrants:  With 
Indians,  it  may  include  the  entire 
caste  group;  with  Latinos,  an  entire 
village.  My  own  caste  group  of  sev- 
eral hundred  Indians  in  the  New 
York  metropolitan  area  holds  reg- 
ular picnics  and  dances;  cricket  is 
played,  marriages  arranged,  leads 
on  housing  and  jobs  exchanged 


over  Gujarati  food  in  state  parks  in 
New  Jersey  and  Italian  wedding 
palaces  in  Queens. 

Immigrant  networks  can  be 
larger  than  a  particular  ethnic 
group.  For  a  couple  of  years  I  used 
to  meet  a  group  of  South  Asian 
writers  every  Tuesday  in  a  South 
African  cafe  in  Brooklyn's  Fort 
Greene.  They  were  Indians  such  as 
Amitav  Ghosh,  Kiran  Desai  and 
Jhumpa  Lahiri,  Pakistanis  such  as 
Mohsin  Hamid  and  the  great  poet 
Agha  Shahid  Ali,  who  identified 
himself  as  Kashmiri.  Other  South 
Asian  writers  who  passed  through 


Shake-up  and 
make-up:  A  fan 
celebrates  Easter 
by  rocking  out  to 
a  Haitian  band;  a 
mother  prepares 
for  prewedding 
photographs  in 
Manhattan's 
Chinatown. 


town  came  and  stopped  by;  w< 
occasionally  met  at  each  other'; 
houses  or  studios  and  ate  our  cur 
ries,  drank  and  gossiped.  Such  i 
trans-South-Asian  gathering  wouk 
not  be  possible  in  South  Asia;  i 
would  be  too  difficult  to  get  a  vis; 
good  in  India  for  a  fellow  writei 
from  Pakistan.  So  we  met  in  Brook 
lyn,  where  ancient  tribal  hatred 
were  soused  in  good  red  wine.  Tht 
normal  writerly  jealousies  anc 
rivalries  of  the  subcontinent  d< 
not  apply  here,  where  we  are  small 
fish  in  a  big  pond.  We  read  and 
comment  on  each  other's  work; 
exchange  publishing  tips  and  gos- 
sip; and  blurb,  publicize  and  cele- 
brate one  another's  achievements. 
It  is  as  much  of  a  network  as  a 
bricklayer's  union  or  a  medieva 
guild;  we  come  together  for  work 
and,  incidentally,  find  companion 
ship  in  what  is  an  otherwise  solitary 
endeavor. 

Sometimes  new  associations 
form  across  ethnic  networks — par- 
ticularly when  they  face  a  common 
enemy.  A  young  Gujarati  man  from 
Queens  tells  me  about  life  in  a 
street  gang  in  Jackson  Heights 
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COMMUNITY  Immigration 


Keeping  the 
faith:  inside  the 
Masjid  Aqsa, 
a  mosque  in  a 
neighborhood  of 
Harlem  known 
as  Little  Africa. 


called  the  Punjabi  Boys  Network.  Its 
members  come  from  India,  Pakistan, 
Afghanistan  and  Bangladesh — coun- 
tries that,  at  any  given  time,  are  at 
war  with  one  or  more  of  the  others. 
But  in  Queens  their  commonalities 
override  their  differences.  And 
sometimes  they  form  shifting 
alliances  with  groups  with  whom 
they  normally  don't  associate,  team- 
ing up,  say,  with  African-Americans 
against  Latino  gangs. 

In  the  new  world  immigrants 
connect  with  people  they  wouldn't 
give  a  second  glance  to  in  the  old 
country.  Over  brunch  recently  a 
young  Nigerian  couple — an  invest- 
ment banker  and  a  lawyer — told 
me  about  how  they  discovered 
their  fellow  Africans.  They  live 
much  as  others  of  their  education 
(boarding  school  in  England, 
business  and  law  school  in 
Boston)  do:  summer  shares  in  the 
Hamptons,  expensive  meals  on 
expense  accounts.  Then  the  wife 
got  pregnant,  and  they  bought  a 
large  apartment  in  a  section  of 


Harlem  where  they  come  into 
daily  contact  with  African  street 
vendors,  people  whom  they  would 
only  have  interacted  with  as  ser- 
vants in  Nigeria,  where  both  their 
families  are  tribal  nobility.  Bank- 
ing and  legal  firms  are  supposed 
to  be  a  meritocracy;  anybody  who 
can  bring  in  money  is  supposedly 
welcome.  But  as  each  tried  to 
make  partner,  they  saw  more  and 
more  evidence  of  the  caste  system 
of  haute  New  York  and  found 
more  in  common  with  the  street 
vendors  than  they'd  ever  have 
imagined.  As  they  struggled  to 
find  a  place  in  New  York  City,  they 
ended  up  rediscovering  Nigeria. 
Unlike  other  newcomers  to  the 
WASP  world  of  banking  and  law 
firms  back  in  the  salad  days  of  the  ■ 
last  century,  this  Nigerian  couple 
need  not  assume  the  culture  and 
manner  of  elites — not  in  their  per- 
sonal lives,  anyway. 

The  distinctness  of  immigrant 
networks  has  important  social  and 
economic  consequences.  Existing 


groups,  like  African-Americans 
find  themselves  frozen  out,  ot 
competing  with  the  immigrant 
for  jobs.  American-born  blaclq 
are  leaving  New  York  in  substa^ 
tial  numbers,  to  be  replaced  by 
Africans  and  Caribbeans.  While 
the  overall  national  unemploy- 
ment rate  now  stands  at  4.5%,  ir 
recent  years  between  one-third 
and  one-half  of  black  male  high 
school  graduates  have  been  uneitii 
ployed.  Among  black  males  whd 
have  dropped  out  of  high  school 
and  who  are  most  likely  to  com- 
pete with  unskilled  immigrants, 
the  unemployment  rate  has  ranged 
from  59%  to  72%. 

Why  should  immigrants  care: 
As  they  advance  into  the  ranks  ol 
the  established  networks,  the)! 
tend  to  reach  out  to  their  home 
countries  to  do  good  works 
Indian  tech  employees  have  offered 
substantial  help  to  the  Indian  gov 
ernment  with  such  things  as  watei 
projects  and  bringing  Wi-Fi  and 
the  like  to  villages.  But,  like  othet 
immigrant  groups,  they  fail  td 
reach  out  to  minorities  in  theii 
adopted  country. 

There  is  precedent  for  such  out 
reach.  In  the  1950s  and  1960s  Jews 
participated  in  the  civil  rights  strug 
gles  and  thereby  built  a  bridge  to 
the  African-American  community 
one  that  has  proved  durable  despite 
considerable  strife  between  them 
since.  Will  successful  Asians — and 
Africans  and  Europeans,  for  that 
matter — ever  look  around  in  their 
own  backyards  in  the  inner  cities  of 
the  citadels  of  commerce  they 
inhabit  and  lend  a  hand  where  the 
need  is  greatest?  Only  when  one 
network  assists  another  network 
and  steps  out  of  its  tribe,  out  of  its 
village,  is  a  community — a  nation 
formed.  Only  then  is  the  earth  truly 
spann'd.  F 

Suketu  Mehta  is  the  author  oj 
Maximum  City:  Bombay  Lost  and 
Found. 
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pme  to  explore  the  harmonious  colors  of  the  sun, 
ia  and  the  sky,  the  beauty  of  nature,  the  inspiring 
julture  of  the  past  and  the  present,  the  joy  of  life. 
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Tech  support  plus:  Karol  Franks  found  a  kidney  donor  for  her  daughter  by  going  online. 


A  Small 
Circle 

Of  Friends 


BY  VIRGINIA  POSTREL 


E3 


HEN    PHOTOGRAPH j 
enthusiast  Karol  Frank 
had  problems  with  th 
battery  on  her  Minolt 
camera,  she  didn't  tak| 
it  to  a  repair  shop. 

Instead,  the  Pasadena,  Calill 
mother  of  four  went  online  for  help 
posting  a  question  on  Renegade 
( www.network54.com/Forum/26 1 4 1 1  /  ] 
a  forum  where  photographers  shan 
advice  and  critique  each  others  workl 
Another  member  not  only  explainer 
why  her  battery  kept  draining  but  alscl 
encouraged  her  to  post  some  photos  orf 
the  forum.  Franks  became  part  of  tht 
online  network. 

So  when  she  began  thinking  abou 
donating  a  kidney  to  her  ailing  daugh 
ter  Jenna,  it  was  natural  for  her  to  see\\ 
out  similar  help  online. 

She  found  Livingdonorsonline.org! 
a  volunteer  effort  started  in  2000  b)l 
Michael  Murphy,  a  Georgian  who  hacl 
donated  a  kidney  to  his  sister.  Over  thel 
past  two  years,  as  first  Franks  and  therl 
seven  other  friends  and  relatives  werel 
ruled  out  as  potential  donors,  she  relied  I 
on  her  online  network  for  information 
and  moral  support. 

"My  family  understood  very  little  I 
about  what  we  were  going  through,'  [ 
says  Franks,  "but  here  was  a  wholel 
group  of  strangers  who  would  immedi- 
ately respond  to  my  posts,  sharing  their 


Some  self-help 
groups  save 
lives,  and  some 
just  drift  apart. 
What  makes 
a  personal 
network  click? 
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experiences  and  cheering  us  on."  Along 
with  public  exchanges  on  the  forum,  she 
corresponded  privately  with  several  other 
parents  of  teenagers  she  met  online.  She 
volunteered  as  a  moderator,  screening  out 
the  Viagra  spam.  And  she  met  a  woman 
from  Ohio,  who  came  looking  for  answers 
after  she  was  ruled  out  as  a  donor  just  three 
days  before  a  scheduled  transplant.  Franks 
was  one  of  the  people  who  answered  her 
queries.  When  the  Ohio  woman  searched 
the  forum  for  someone  else  she  might  help, 
she  found  out  about  Jenna  and  volunteered 
as  her  donor.  As  Franks  e-mailed  me  in  late 
February,  "Now  my  daughter  is  six  weeks 
post-transplant— from  a  stranger  in  Ohio 
that  we  would  have  never  met  if  it  weren't 
for  LDO!" 

Franks  is  still  an  active  member  of 
Renegades,  the  photography  forum.  But 
most  of  her  recent  posts  are  about  Jenna, 
now  21,  rather  than  camera  equipment. 
Franks  has  posted  photos  of  Jenna,  her  liv- 
ing donor  and  her  relieved  parents,  and 
forum  members  responded  with  good 
wishes. 

Online  forums  are  a  virtual  version  of  a 
very  old  institution:  the  self-help  network, 
which  dates  back  to  bands  of  prehistoric 
hunters  stalking  prey  on  the  African  savan- 
nahs. Defined  broadly,  self-help  networks 
include  alumni  connections  and  ethnic 
credit  clubs,  interlocking  compensation 
committees  and  Alcoholics  Anonymous, 
trade  associations  and  investment  clubs, 
mafias  and  condo  associations.  What 
makes  a  self-help  network  distinctive  is  its 
instrumental  purpose:  to  help  members 
find  jobs,  lose  weight,  improve  business, 
fight  addiction,  resettle  in  a  new  country, 
cope  with  an  illness  or  invest  in  the  stock 
market.  A  self-help  network  isn't  primarily 
a  group  of  friends.  It  exists  for  a  specific 
reason. 

While  self-help  networks  differ  widely, 
they  all  face  similar  issues:  How  exclusive 
or  open  can  the  group  be  and  still  achieve 
its  goals?  How  can  it  sustain  participation 
over  time?  Who  will  take  responsibility  for 
maintaining  group  activities?  And  how 
focused  on  its  instrumental  purpose,  as 
opposed  to  social  connections  or  other 
concerns,  should  the  network  be? 


To  social  scientists,  a  network  (self-help 
or  otherwise)  usually  implies  a  system  that 
includes  both  subgroups  in  which  everyone 
knows  everyone  else  and  "bridging  ties," 
where  an  individual  is  connected  to  others 
outside  those  smaller  circles.  In  an  influen- 
tial 1973  article,  "The  Strength  of  Weak 
Ties,"  sociologist  Mark  Granovetter,  now  a 
professor  at  Stanford,  demonstrated  that 
while  job  hunters  use  social  connections  to 
find  work,  they  don't  use  close  friends. 
Rather,  survey  respondents  said  they  found 
jobs  through  acquaintances — old  college 
friends,  former  colleagues,  people  they  saw 
only  occasionally  or  just  happened  to  run 
into  at  the  right  moment.  New  informa- 
tion, about  jobs  or  anything  else,  rarely 
comes  from  your  close  friends  because 
they  tend  to  know  the  same  things  and 
people  you  do.  One  reason  online  forums 


are  so  valuable  to  participants  like  Franks 
is  that  they  connect  lots  of  people  who 
wouldn't  otherwise  know  one  another. 

Bridging  ties  keep  a  network  from 
becoming  a  clique,  but  they  can't  build  the 
trust  and  deep  knowledge  essential  to 
many  self-help  efforts.  The  most  effective 
networks  reach  a  sort  of  "bliss  point." 
They're  open  enough  to  bring  in  new  ideas 
and  closed  enough  to  foster  trust  and  inti- 
mate knowledge.  "You  actually  need  some 
of  that  cliquey-ness,"  says  Brian  Uzzi,  an 
economic  sociologist  at  the  Kellogg  School 
of  Management. 

If  it  becomes  too  open,  a  self-help  net- 
work can  disintegrate.  Through  the  1990s 
Stephen  B.  Garner,  a  Portland,  Ore.  mar- 
keting consultant,  served  as  the  volunteer 
coordinator  for  a  business  network  called 
Resource  Focus  Group.  Once  a  month 
members  met  for  breakfast  to  hear  a  pres- 
entation by  a  company  facing  a  strategic 
issue,  such  as  how  to  penetrate  a  new  mar- 
ket or  whether  to  sell  the  business.  Mem- 
bers asked  questions  and  discussed  how 
the  company  should  proceed.  Once  a  year 
presenters  reported  on  what  had  happened 




since  their  meetings.  By  bringing  in  oul 
side  presenters,  the  group  ensured  a  cor 
stant  flow  of  new  information.  "It  wa 
really  just  a  great  learning  experience  wit 
some  very  intelligent  people,"  says  Game 
Members  could  also  propose  new  mem 
bers,  subject  to  a  vote  by  the  group. 

When  Garner  moved  to  Spain  for 
year,  however,  his  successor  took  a  mor 
laissez-faire  approach,  making  the  grou 
less  exclusive.  "People  would  just  show  uj 
and  they'd  be  new  members.  There'd  be  n 
introduction.  There'd  be  no  qualification 
says  Garner.  As  meetings  became  mor 
impersonal  and  less  fun,  longtime  mem 
bers  started  drifting  away.  The  grou 
eventually  dissolved. 

To  remain  useful,  self-help  network 
have  to  police  their  members,  whether  tha 
means  removing  spam  from  the  Livin; 


Donors  Online  message  boards  or  screen 
ing  members.  That  often  requires  an  infor 
mal  coordinator  like  Garner  who  not  onl; 
organizes  network  activities  and  enforce 
the  rules  but  stakes  his  own  reputation  oi 
picking  the  right  members. 

In  her  new  book,  Survival  of  th. 
Knitted:  Immigrant  Social  Networks  in  c 
Stratified  World  (Stanford  Universit 
Press,  2007),  Rutgers  sociologist  Viln 
Francine  Bashi  examines  the  network 
that  bring  West  Indian  immigrants  t( 
New  York  and  London  and  help  then 
find  jobs  and  housing.  These  network 
depend  on  people  Bashi  refers  to  a 
"hubs,"  usually  pioneer  immigrants  wit! 
strong  ties  to  their  homelands.  Hub 
decide  whom  to  bring  over,  put  the  nev 
migrants  up  in  their  homes  until  they've 
saved  enough  money  for  their  owr 
apartments  and  refer  them  to  jobs.  The) 
are  selective  as,  person  by  person,  the) 
build  a  new  community.  Bashi  asked  one 
woman  how  she  decided  which  of  he 
two  sisters  to  send  for:  "She  explained 
'You  send  for  the  one  you  like  best." 
Another  woman  learned  of  teaching  job 


The  self-help  network  dates 
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in  London  and  picked  other  teachers  to 
go  with  her  based  on  their  commitment 
to  live  a  Christian  life. 

These  choices  aren't  just  a  matter  of 
taste.  When  a  hub  refers  a  newcomer  to  an 
employer,  that  persons  job  performance 
affects  the  prospects  of  the  entire  network. 
"At  stake  is  the  employers  willingness  to 
take  future  recommendations  from  the 
hub  and  perhaps  the  hubs  own  ability  to 
recruit  and  train  new  employees,"  writes 
Bashi.  After  a  pattern  of  job  success, 
employers  come  to  trust  the  referring  hub, 
often  ceding  responsibility  for  filling  new 
positions. 

As  a  result,  the  immigrant  network 
may  come  to  control  a  niche  in  the  local 
economy,  leading  employers  to  generalize 
about  the  ethnic  group  as  a  whole.  "Instead 
of  'Taran  always  knows  the  best  domestics 
and  nurses  aides,'  employers  believe  that 
'West  Indians  are  great  domestics,'"  writes 
Bashi,  "or  that  they  work  well  in  hospital 
settings'" 

Motivation  is,  in  fact,  one  of  the  great 
benefits  of  self-help  networks,  a  positive 
example  of  peer  pressure.  Groups  like  AA 
or  Weight  Watchers  are,  of  course,  all  about 
motivation.  But  even  networks  that 
emphasize  other  benefits  often  provide 
much  of  their  value  through  peer  pressure. 

Remodeling  contractors  join  Business 
Networks  mostly  to  learn  more  about  how 


businesses,  from  delegating  more 
responsibilities  to  adopting  certain 
profit  margins  in  calculating  their 
job  bids.  A  member  who  doesn't 
achieve  the  goals  has  to  kick  $100 
into  the  group's  social  kitty,  wear 
a  clown  wig  or  "polyester  cran- 
berry Republican  pants"  for  the 
three  days  of  the  meeting.  The 
penalty  is  small  enough  not  to 
really  hurt  but  public  enough  to  be 
embarrassing.  Says  Cunningham, 
"They'd  rather  spit  on  their  grave 
than  pay  that  $100." 

Even  profit-oriented  busi- 
nesspeople,  it  seems,  need  peer  pressure  to 
take  difficult  steps  they  know  will  improve 
their  business.  Over  time  the  value  of 
accountability  seems  to  grow.  Roughly 
60%  of  Business  Networks  members  said  it 
was  an  important  factor  in  deciding  to  join, 
while  more  than  90%  ranked  it  important 
in  continuing  their  membership,  according 
to  a  2002  survey  by  economic  sociologists 
Ezra  Zuckerman  of  MIT's  Sloan  School  of 
Management  and  Stoyan  V.  Sgourev  of  the 
Essec  Business  School  in  Paris. 

Members  typically  stay  in  Business 
Networks  about  five  years.  After  a  while 
the  cost  in  membership  dues  ($3,500  a 
year),  travel  expenses  and  time  away  from 
work  becomes  greater  than  the  value  of  the 
learning  and  motivation.  "There  does  seem 


"I  have  this  responsibility 
to  other  dialysis  patients." 


others  in  the  industry  operate.  Members, 
who  come  from  different  parts  of  the 
country  and  so  don't  compete  directly 
with  each  other,  share  confidential  finan- 
cial data  and  so  get  a  realistic  picture  of 
other  businesses'  profits  and  practices. 
"When  somebody  tells  you  something, 
looking  at  their  financials,  you  know  if 
they're  blowing  smoke  up  your  skirt,"  says 
Business  Networks  founder  and  chief 
executive,  Les  Cunningham. 

The  group  provides  not  just  information 
but  motivation.  At  twice-annual  meetings, 
members  agree  to  specific  goals  for  their 


to  be  a  life  cycle  in  at  least  some  [industry 
peer  networks],  where  the  most  learning  is 
at  the  beginning,  and  then  it  becomes 
increasingly  difficult  to  say  that  they're 
learning  something  new,"  says  Zuckerman. 
Once  the  group  has  fulfilled  its  purpose, 
members  drift  away,  often  in  bunches. 

"One  leaves,  then  another  one  a  week 
later  and  yet  another  one  in  a  week  or  two," 
says  Sgourev,  who  has  written  a  paper  on 
the  phenomenon.  They're  "just  like  pen- 
guins standing  together  on  the  edge  of  an 
ice  floe  and  jumping  in  the  water  en  masse 
to  avoid  becoming  food  to  a  predator,"  only 


Remember  building  and  loan  associations?  Jimmy 
Stewart  and  Donna  Reed  in  It's  a  Wonderful  Life. 


in  this  case  they  wait  for  a  particular!) 
influential  member  to  decide  the  group 
no  longer  worth  the  trouble. 

Short  of  mafia-style  enforcement,  mo.l 
self-help  groups  have  to  rely  on  self-interesf 
broadly  construed,  to  maintain  their  men 
bers'  interest.  Those  that  survive  over  th 
long  term  usually  do  so  not  because  c 
their  practical  advantages,  though  thos 
may  be  considerable,  but  because  of  th 
friendships  they  create.  "What  keep 
people  in  more  than  they  anticipate 
is  essentially  the  ties  that  are  formed 
says  Zuckerman.  Groups  like  Busines 
Networks  may  be  "selling  essentially  hare1 
nosed  business  considerations — you'r 
going  to  go  in,  and  you're  going  to  increas 
your  bottom  line."  But  once  members  hav 
gotten  those  initial  benefits,  they  stic 
around  because,  in  Cunningham's  wordj 
they've  become  "best  buds  for  life." 

Karol  Franks  would  understand.  Eve: 
though  she  has  already  found  an  orga: 
donor  for  her  daughter,  she  still  contribute 
to  the  Living  Donors  Online  forum  an< 
another  group  called  Ihatedialysis.com.  1 
feel  like  now  I  have  this  responsibility  ti 
other  dialysis  patients,"  she  says.  "I  feel  lik 
my  advocacy  can't  just  end  here  witl 
Jenna." 

'  Besides,  she's  become  close  to  a  numbe 
of  other  members  at  Living  Donors  Online 

"I  want  to  know  how  they  come  out  I  jus 

want  to  know  the  end  of  the  story''  I 
Virginia  Postrel  (www.dynamist.com)  i 
a  contributing  editor  for  the  Atlanti> 
Monthly  and  the  author  of  The  Substano 
of  Style  and  The  Future  and  Its  Enemies. 
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Th0  Power  Of 

Parishioners 


Utilizing  the  largest  global 
network — the  Church 

BY  DR.  RICK  WARREN 


NE  OF  THE  GREAT  LESSONS  OF  THE  20TH 
.  tob  century  is  that  centralized  planning  and  control 
H  don't  work.  They  lead  to  bureaucratic  stagna- 
'  tion  and  collapse  under  their  own  weight. 
Decentralization  is  fast,  fluid  and  flexible.  It 
allows  exponential,  viral  growth. 

The  network  is  a  far  older  and  more  basic  organizational 
pattern  than  the  hierarchy.  Our  bodies,  families  and  the  envi- 
ronment are  just  a  few  examples.  What's  different  now  is  that 


technology  turns  this  organic  paradigm  of  networking  into 
a  global  force.  It  transforms  every  social  structure  that  was 
previously  organized  by  command  and  control.  Whether  in 
the  war  on  terror,  the  presidential  campaign  or  American  Idol, 
the  power  and  effectiveness  of  networking — for  good  or 
bad — is  undeniable.  Right  now  our  structured  armed  services 
are  learning  to  fight  an  unstructured,  networked  enemy.  Its  a 
new  day  and  a  new  battle. 

If  drug  smugglers  and  terrorists  can  use  networks  to  their 

Continued  on  page  229 
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le  since  the  country's 
independence  from  Britain  in  1960. 

The  view  is  now  widespread  in 
Africa  that  whatever  the  shortcom- 
ings of  President  Obasanjo's  eight- 
year  administration,  the  economic 
and  social  reforms  it  has  introduced 
^irreversible. 
Even  the  outgoing  president's 
etractors  accept  that  the  steps 
taken  and  the  advances  achieved 
have  provided  a  firm  foundation  on 
which  the  nation  can  develop  its 
full  economic  potential. 

His  administration  has  privatized 
scores  of  state-owned  enterprises, 
established  independent  regulatory 
bodies,  implemented  transparency 
in  business  practices,  transformed 
the  banking  system  and  tackled  cor- 
ruption at  high  levels,  with  a  num- 
ber of  state  governors  replaced  or 
facing  investigation.  It  has  even 
reduced  the  numbers  of  people  liv- 
ing in  extreme  poverty. 


■  - ,  ,7Tkiw«  nit -rfawm 


2  Nigeria 


special  advertising  secti 


Oil  production  rig  illuminated  at  dawn,  Niger  Delta 

Nonetheless,  as  he  prepared  to  leave 
office,  Obasanjo  admitted  that  the 
changes  he  initiated  are  far  from  com- 
plete. The  reforms  need  to  continue  but 
are  sustainable,  he  said.  He  had  no 
doubt  that  the  incoming  administration, 
to  take  office  in  May,  would  advance 
and  consolidate  those  reforms.  The  polit- 
ical and  economic  establishment  echoes 
this  view. 

However,  Obasanjo's  failures  have 
been  as  notable  as  his  achievements.  The 
majority  of  Nigerians  have  seen  no  signif- 
icant change  in  their  quality  of  life,  and 
living  conditions  in  the  oil-rich  Niger 
Delta  region  have  worsened  as  unrest 
has  increased. 

Most  spectacularly,  while  the  country  is 
the  world's  sixth-largest  oil  producer, 
power  supplies  are  still  breaking  down 
daily  and  a  shortage  of  fuel  causes  long 
queues  at  gas  stations. 

Nevertheless,  the  legendary  good- 
humored  optimism  of  Nigerians  persists. 
"All  we  need  is  a  new  broom,"  said  one 
political  analyst.  "And  through  these 
elections  we  will  get  one  democratically." 

It  will  be  the  new  administration's 
urgent  task  to  start  sweeping  diligently 
and  effectively  and  tackle  these  issues. 
Eight  years  of  civilian  rule  have  lessened 
the  fears  of  yet  another  military  coup 
and  allowed  the  prospect  of  Africa's 
most  populous  country  reaching  its  full 
potential. 


The  burgeoning  business  community 
widely  holds  the  belief  that  with  elec- 
tions out  of  the  way,  Nigeria  is  about  to 
enjoy  an  economic  boom. 

"The  climate  has  changed,"  says  Chief 
Bayo  Ojo,  the  federal  attorney  general 
and  minister  of  justice.  "Corruption  has 
been  tackled  head  on.  There  is  due 
process.  Everything  we  do  in  our  con- 
tracting system  is  transparent.  The  future 
looks  good  for  Nigeria." 

Several  significant  developments  back 
this  optimism  with  facts.  Capital  inflows 
have  been  doubling  every  year  and 
reached  $2.5  billion  in  2006,  according 
to  the  Central  Bank.  Economic  growth  is 
a  respectable  5.63%,  and  the  bank 
expects  it  to  rise  this  year  to  7%. 

Foreign  debt,  which  stood  at  $30  bil- 
lion when  Obasanjo  came  to  power,  has 
now  been  paid  off,  and  the  country's 
foreign  currency  reserves  have  increased 
from  $3.7  billion  to  $40  billion.  Mean- 
while, foreign  investment  and  the  coun- 
try's non-oil  exports  grew  by  a  quarter 
last  year. 

Irene  Chigbue,  the  bluntly  spoken 
director-general  of  Nigeria's  Bureau  of 
Public  Enterprises,  believes  these  land- 
mark transformations  have  not  received 
sufficient  coverage  in  the  global  press. 

She  admits  that  the  years  of  military 
rule  and  mismanagement  seriously  dam- 
aged the  country's  international  image, 
but  maintains  that  Nigerians,  through 


their  own  efforts,  have  "got  their  act 
together"  and  moved  on. 

"The  international  community  still 
tends  to  look  at  our  past  reputation," 
she  says,  "but  a  complex  reform  piocej 
has  been  going  on  for  six  years  now.  S 
it  hurts  that,  despite  all  these  efforts 
made  to  shape  up,  we  don't  get  due 
recognition  from  our  senior  partners  in 
the  global  arena. 

"Things  are  changing  very  fast  in 
Nigeria  in  all  facets  of  our  national  life., 
We've  gone  a  long  way  and  we  have  a 
clear  determination  to  go  on  in  the  rigl 
direction." 

Chigbue  argues  that  the  problems  ol 
corruption  and  red  tape  are  no  longer 
relevant  with  regard  to  foreign  invest- 
ment in  Nigeria.  Investors,  she  says,  ard 
coming  in  from  a  variety  of  Asian  and 
European  countries.  She  concedes,  hovi 
ever,  that  U.S.  investors  are  still  reluctar 
to  enter  the  Nigerian  marketplace. 

"They  are  present  in  the  oil  sector,  q 
course,  but  we  really  want  them  to  be 
other  sectors,"  she  says.  "When  they  a: 
ready  to  move  out  of  their  comfort 
zones,  we  hope  that  we  will  be  able  to 
persuade  them  to  come." 

Nigeria,  says  Chigbue,  is  making  a  loj 
of  effort  to  attract  U.S.  investors,  and 
they  should  be  looking  for  Nigerian  oul 
lets  now  because  big  changes  are  unde 
way. 

The  country  is  a  logical  business  part- 
ner for  Americans,  she  says.  With  a  po|) 
ulation  of  140  million,  it  is  at  the  heart 
of  Africa,  and  neighboring  countries 
depend  on  it  for  goods  and  services.  Its 
infrastructure  requires  massive  develop- 
ment. But  Nigerians  speak  English,  the 
weather  is  good  and  labor  is  fairly  skills 
and  inexpensive. 

"People  who  come  here  should  be 
able  to  maximize  these  benefits  to  mak 
quick  returns,"  she  adds. 

Michael  Km 
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Currently,  only  a  fraction  of  Nigeria's  vast  natural  gas  reserve  is 
being  utilized  -  but  NAPIMS,  Nigeria's  petroleum  investment 
management  company,  is  changing  all  that.  In  particular,  we're  diversifying 
our  revenue  base  by  focusing  on  Liquefied  Natural  Gas  production. 

Great  news  for  investors.  And  with  gas  flaring  scheduled 
to  end  in  2008,  great  news  for  the  environment  too. 
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rf*A$v  National  Petroleum  Investment  Management  Services 


National  Petroleum  Investment  &  Management  Services 
Petroleum  Industry  Management  &  Consultancy  Services 

8-10  Bayo  Kuku  Street  -  Ikoyi,  Lagos  State.  Nigeria 
Tel:  +234- 1  -4739388  +234- 1  -790 1 2 1 5  +234- 1  -790 1 2 1 8 
Fax:+234-1-2694384  +234-1-2694328 
Request  Information: 
info@napims.com  mailto:figwebuike@napims.com 
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At  ARM  we've  been  protecting  and  growing  private  and 
institutional  investments  for  over  10  years.  We  have  world-class 
products  and  an  unrivalled  reputation  for  intuitive  management 
and  excellent  service,  all  of  which  means  you  can  rest  assured 
that  your  money  is  working  for  you.  Today.  Tomorrow. 

www.arm.com.ng 

ARM  Investment  Managers 
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increasingly  enabling  the  private  see- 
to  take  a  leading  role  in  fostering 
)nomic  growth  and  nurturing  the 
lergence  of  a  middle  class. 
\RM  is  one  of  Nigeria's  leading  asset 
magement  and  financial  advisory 
fms,  with  a  global  perspective  in  invest- 
y|;nt  management.  It  has  paid  particular 
ention  to  the  problem  of  the  country's 
:v  or  infrastructure. 

'It  is  an  area  crying  out  loud  for 
sej/estment, "  says  Ohiwerei.  "In  the  past 
lad  been  left  to  government  alone, 
d  we  are  all  witnesses  to  how  much 
vernment  can  do." 

Seven  years  ago,  ARM  led  a  $350  mil- 
dfn  public-private  partnership  between 
?  Lagos  authorities  and  investors  to 
\/e\op  roads  and  bridges. 
'If  we  look  at  the  myriad  problems  we 
ve  in  Nigeria,  road  infrastructure  is 
ly  a  small  component,"  says  Deji  Alii, 
jief  executive  of  ARM'S  investment 


his  is  a  very  profitable  investment 
ivironment.  You  can  have  full  return 
1  your  investment  in  Nigeria  within 
ree  years." 

ni  Olowude,  executive  vice-chairman,  IGI 


tt 


nagement  group.  "But  this  first  trans- 
tion  was  akin  to  trying  to  have  a  meal 
an  elephant.  You  can  devour  it  only  if 
u  go  about  it  in  bite  sizes.  So  we 
rf  ose  roads  as  our  first  one  because  the 
es  of  engagement  were  clearer  to  us." 
Alii  says  that  ARM  can  act  as  a  cata- 
t  by  providing  seed  capital  that  takes 
rastructure  development  to  the  bank- 
le  stage. 

The  pensions  reform,  making  retire- 
nt  savings  mandatory  for  civil  ser- 
nts,  has  allowed  a  new  group  of 
/estors  to  emerge,  says  Funso  Doherty, 
ief  executive  of  ARM'S  pension  man- 
ers.  "The  challenge  for  us  is  to  edu- 
e  them  about  investing  and  their 
•tions,  so  that  they  can  make  informed 
oices. " 

Felix  Ohiwerei  adds:  "This  pension 
an  is  one  of  the  most  important  things 
happen  to  the  economy,  because  the 
ggest  worry  people  have  is  what  will 
uppen  to  them  when  they  retire.  When 
1  at  future  is  uncertain,  it  breeds  corrup- 
>n.  When  you  take  care  of  that,  you 


can  start  talking  more  meaningfully 
about  curbing  corruption." 

Industrial  and  General  Insurance  (IGI), 
the  country's  second-biggest  insurance 
company,  is  particularly  pleased  by  the 
reform  of  the  pensions  sector.  "I  think 
we  are  the  largest  in  the  pensions  field, 
and  it  is  for  this  area  that  we  are  seeking 
a  strategic  partnership,"  says  Remi 
Olowude,  IGl's  executive  vice  chairman. 

"We  are  in  discussions  with  ING  Bank 
from  the  Netherlands.  They  have  a  very 
large  presence  in  Chile,  Peru  and 
Argentina.  They  do  pensions  there.  Even 
in  the  insurance  business,  you  need 
strategic  alliances,  so  we  are  working 
together  with  ING  now  as  a  technical 
partner." 

IGI  is  also  actively  looking  for  acquisi- 
tions of  other  insurance  companies  else- 
where in  Africa,  and  it  is  seeking 
investors  prepared  to  invest  a  total  of 
$40  million  in  the  company  through  an 
equity  stake. 

In  1996,  four  years  after 
it  commenced  operations, 
IGI  became  the  first  private 
insurance  company  in 
Nigeria  to  hit  the  $7.8  mil- 
lion mark  in  premium 
income.  The  company's  share  capital  is 
the  second  biggest  in  the  industry. 

"Since  then,  we  have  achieved  a 
growth  rate  of  a  minimum  of  1 5%  year 
on  year,"  says  Olowude.  "This  is  a  very 
profitable  investment  environment.  You 
can  have  full  return  on  your  investment 
in  Nigeria  within  three  years." 

IGI  was  the  first  Nigerian  insurer  to  go 
abroad,  buying  60%  of  the  Uganda 
National  Insurance  Company.  "At  that 
time  we  were  fighting  against  a  govern- 
ment monopoly,  NICON,  so  we  had  to 
look  elsewhere  for  opportunities,"  adds 
Olowude. 
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Green  shoots  of  growth 


After  years  of  neglect,  both  agri- 
cultural products  and  the  manu- 
facture of  consumer  goods  are 
playing  an  increasingly  important  role  in 
the  country's  business  affairs. 

It  is  the  non-oil  sector  that  is  actually 
driving  economic  growth. 


Dangote  Group's  savannah  sugar  plantation  at  Numan 

Last  year,  non-oil  production  increased 
by  9%,  and  it  is  predicted  to  reach 
double-digit  growth  this  year. 

President  Obasanjo  made  a  point  of 
giving  high  priority  to  agricultural  reform 
and  investment,  and  that  attention  is 
clearly  beginning  to  pay  off.  His  adminis- 
tration has  introduced  a  number  of  high- 
profile  plans,  focusing  on  tripling 


production  of  particular  crops  within  a 
short  time  period. 

The  government  is  subsidizing  sales  of 
cocoa  seeds  and  fertilizer,  establishing  a 
network  of  nurseries  to  grow  seedlings, 
and  planning  to  increase  production  of 
cocoa,  which  at  independence  47  years 
ago  was  Nigeria's  most  valu- 
able export,  from  180,000 
tons  in  2004  to  600,000  tons 
a  year  by  2008. 

The  country  has  boosted 
rice  production  and  devoted 
an  extra  7.4  billion  acres  to  its 
production,  so  that  within 
>     three  years  there  will  be  suffi- 
cient rice  for  export  as  well  as 
for  local  consumption. 
Some  analysts  believe  that  as 
a  result  of  such  developments,  agricul- 
ture could  more  effectively  improve  living 
standards  than  30  years  of  oil  production 
has  done.  The  sector  is  already  the 
largest  employer  of  labor  and  could 
employ  thousands  more  with  the 
enhancement  of  agricultural  production. 

The  importance  of  manufacturing  and 
value-added  processes  is  also  under 


review.  The  Nigerian  Export  Promotion 
Council  is  encouraging  local  entrepre- 
neurs to  venture  into  the  international 
market  with  such  products.  In  recent 
years,  the  country  has  begun  exporting 
flowers,  fruits,  vegetables  and  nuts  to 
European  markets. 

Other  areas  with  great  potential,  say 
Modupe  Sasore,  the  council's  chief  exe 
utive,  include  a  variety  of  foods  as  well 
as  beverages,  textiles,  coal,  cocoa,  rubj 
ber,  fabricated  metal  products  and 
machinery,  tobacco,  leather,  wood  and 
paper  products. 

Aliko  Dangote,  the  founding  presider 
and  chief  executive  of  the  Dangote 
Group,  one  of  the  country's  leading 
diversified  business  conglomerates,  says 
his  group  is  undertaking  the  challenge 
penetrating  other  African  markets  and 
Europe. 

The  group's  activities  encompass  the 
refining,  packaging  and  distribution  of 
products  that  include  sugar,  salt,  flour, 
pasta,  textiles  and  cement.  Dangote  says 
he  is  investing  in  developing  the  agricul- 
tural and  manufacturing  sectors  as  the 
group's  core  field  of  expertise,  as  well  as 
moving  into  various  infrastructure  projec 
including  power  plants,  gas  pipelines,  oil 
refineries  and  port  facilities. 


Encouraging  transparency 

It  happens  in  a  public  place,  before  an  audience  consisting  of 
I  members  of  the  public,  and  is  transmitted  live  on  television. 

In  a  process  that  resembles  a  TV  game  show,  officials  of 
Nigeria's  Bureau  of  Public  Enterprises  open  envelopes  submit- 
ted by  businesses  bidding  to  purchase  state-owned  companies. 
Each  envelope  could  contain  any  kind  of  company  from  a 
power  plant  to  a  fertilizer  factory. 

"We  open  the  envelope  and  they  have  to  confirm  that  this  is 
the  one  they  submitted,"  says  Irene  Chigbue,  the  bureau's 
director-general.  "We  take  note  of  their  offers  and  ask  them  if 
they  want,  here  and  now,  to  revise  their  bids. 

"We  then  show  the  public  how  much  they  offer.  Whoever 
offers  the  highest  bid,  right  there,  gets  the  company.  Nobody 
can  influence  and  nobody  can  interfere  with  our  process." 

The  successful  bidder's  names  go  to  the  secretariat  of  the 
National  Council  on  Privatization,  and  the  bid  is  approved  at 
that  price.  "The  bidder  pays  the  price  and  gains  ownership  of 
the  company,"  says  Chigbue. 

The  privatization  procedure  begins  when  a  state-owned  com- 
pany is  advertised  for  sale.  Interested  parties  can  explore  the 
facilities  with  their  own  technical,  legal  and  accounting  associ- 
ates, as  well  as  inspect  the  books  and  evaluate  the  plants. 

Prospective  purchasers  then  have  to  provide  the  bureau  with 


two  envelopes,  one  containing  technical  information  and  the 
other  the  financial  details.  "The  technical  bid  is  evaluated,  am 
if  the  prospective  purchaser  is  found  to  have  demonstrated  th 
technical  capacity  required,  the  process  moves  on  to  their 
financial  bid,"  says  Chigbue. 

If  six  companies  bidding  for  a  power  plant  have  proved  that 
they  meet  the  technical  requirements,  they  are  invited  to  pro- 
ceed to  the  game-show-style  finale.  The  privatization  of  state- 
owned  enterprises  is  conducted  in  this  way,  she  explains,  to 
ensure  absolute  transparency. 

The  national  telecommunications  company  NITEL,  describee 
by  Chigbue  as  the  jewel  in  the  telecom  sector,  was  sold  last 
year  to  Transcorp,  a  Nigerian  conglomerate  in  partnership  witl 
Britain's  BT  Group  and  the  United  Arab  Emirates-based  Etisaira 

The  power  sector  is  next  on  the  bureau's  sales  list.  The  state 
power  holding  company  has  been  unbundled,  and  1 1  power 
distribution  companies  and  three  thermal  power  generation 
stations  are  among  1 8  enterprises  now  on  offer. 

Other  state-owned  enterprises  in  the  telecommunications, 
electricity,  petroleum  refining  and  mining  sectors  have  been 
privatized  or  are  in  the  process  of  privatization. 

It's  a  one-stop  shop,  says  Chigbue.  "Nigeria  has  opened  its 
doors  because  the  government  is  eager  to  attract  foreign 
investors."  ❖ 
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The  Dangote  cement  factories  in 
Benue  and  Obajana  will  produce  7.5 
million  tons  this  year  and  10  million 
tons  by  2009.  Demand  currently  stands 
at  1 1  million  and  is  expected  to  rise  in 
correlation  with  economic  growth. 

By  2012,  says  Dangote,  annual  pro- 
duction capacity  is  expected  to  hit  20 
million  tons,  and  there  will  be  enough 
cement  produced  to  sustain  exports  to 
North  and  South  America.  "Nearly 
everyone  who  had  shares  of  Benue 
Cement  has  now  become  a  million- 
aire," he  says. 

The  group's  sugar  refinery,  the  largest 
in  Africa,  will  soon  produce  the  equiva- 
lent of  50%  of  the  imported  commod- 
ity. "This  investment  alone  will  create 
about  35,000  jobs,"  says  Dangote.  It 
will  also  offer  a  big  advantage  for  local 
and  multinational  companies  that  need 
a  cost-effective  source  of  sugar. 

Dangote  argues  that  private-sector- 
led  growth  is  the  primary  engine  of 
sustained  development  and  self- 
reliance  in  Nigeria  because  it  brings 


trickle-down  benefits  for  small  and 
medium-sized  businesses  and  for  ordi- 
nary citizens. 

"We  are  currently  building  a  tomato- 
processing  factory,"  he  says.  "This 
means  there  will  be  a  massive  number 
of  farmers  growing  tomatoes  because 
we  will  be  guaranteeing  them  a  mar- 
ket. If  I  open  a  factory  to  produce 
potato  chips,  it  means  every  person 
farming  potatoes  can  supply  me." 

Banking,  insurance  and  pension 


have  massive  liquidity.  You  can  raise 
anything  from  $2  billion  and  below 
locally  because  the  banks  are  hungry 
for  business." 

Dangote's  group  employs  tens  of 
thousands  of  workers  in  the  value- 
added  manufacturing  and  agriculture 
sectors,  and  it  undertakes  corporate 
responsibility  in  the  areas  of  health  and 
education. 

"We  have  a  three-year  investment 
program.  We  are  spending  $5.4  billion 
in  the  next  three 


"What  we  are  doing  today  in  Dangote  is 
not  magic.  It  is  just  that  we  are  consistent 
in  doing  the  right  things. 

Aliko  Dangote,  president  and  chief  executive,  Dangote  Group 


reforms  have  increased  the  capacity  of 
the  private  sector,  he  says,  empowering 
private  enterprise  to  lead  the  country's 
economic  growth.  "By  next  year,  the 
margin  of  money  the  banks  have  will 
force  them  to  go  into  mortgages  and 
similar  services  because  they  will  have 
nowhere  to  put  the  money.  The  banks 


years.  This  is  not 
a  dream,  as  we 
already  have  that 
sum.  It  will  turn 
Dangote  into  a 
$13  billion  to  $14  billion  turnover  com- 
pany by  201 1,"  he  says. 

"What  we  are  doing  today  in  Dan- 
gote is  not  magic.  It  is  just  that  we  are 
consistent  in  doing  the  right  things. 
We  have  a  vision.  We  know  where  we 
want  to  go  and  we  are  creating  sus- 
tainable work." 


Our  world  revolves  around  you 
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U.S.  demands  will 
double  oil  production 


The  announcement  by  the  Bush 
administration  that  it  wants  25% 
of  U.S.  oil  imports  to  come  from 
the  African  continent  by  2010  has 
focused  attention  on  Nigeria's  impor- 
tance as  a  supplier.  This  is  in  spite  of 
unrest  in  the  Niger  Delta  that  has  been 
causing  the  loss  of  more  than  500,000 
barrels  a  day  in  production. 

With  clear  signs  that  demand  will 
increase,  the  Nigerian  National  Petroleum 
Corporation  is  attempting  to  meet  the 
social  needs  of  the  local  communities.  At 
the  same  time,  it  has  introduced  a  pro- 
duction strategy  that  aims  to  raise  daily 
output  over  the  next  three  years  from  its 
present  capacity  of  2.5  million  barrels  a 
day  to  4  million. 

Says  George  Osahon,  the  managing 
director  of  the  National  Petroleum  Invest- 
ment Management  Service  (NAPIMS), 
"We  are  also  putting  more  money  into 
exploration  and  facility  development, 
with  a  view  to  pushing  up  the  reserves 
from  32  bill  ion  barrels  to  40  billion  by 
2010  -  and  the  way  things  are  going, 
we  are  on  course  to  meet  our  targets." 

"What  is  still  required  is  the 
provision  of  major  infrastructural 
programs  -  roads,  waterworks, 
health  facilities  and  education." 

Edmund  Daukoru,  minister  for  Petroleum  Resources 

NAPIMS  is  responsible  for  implementing 
the  production  plans,  and  oversees  the 
Exploration  &  Production  Directorate. 

Addressing  the  grievances  of  the  dis- 
advantaged and  restless  communities  liv- 
ing in  the  oil-rich  Niger  Delta  region  is 
the  most  urgent  task  facing  Nigeria's 
new  government.  For  three  decades, 
successive  administrations  and  the  oil 
companies  working  in  the  area  have 
failed  to  provide  many  of  the  20  million 
people  living  in  the  Delta  with  even  basic 
amenities  such  as  running  water,  sanita- 
tion, clinics,  schools  and  roads. 

Confronted  over  the  past  1 2  months 
by  increasing  unrest,  including  hostage 
taking  and  arson,  the  government  plans 


to  spend  $1 .25  billion  this  year  on  the 
construction  of  roads,  railways  and  elec- 
tricity supplies,  and  the  dredging  of  the 
Niger  River  to  improve  water  transport. 

Edmund  Daukoru,  minister  for  Petrole- 
um Resources,  emphasizes  that  during  its 
nine  years  in  power  the  Obasanjo  admin- 
istration did  much  more  than  all  previous 
Nigerian  administrations  in  developing 
the  Niger  Delta  region  and  prepared 
robust  long-term  plans  for  further  action. 
He  points  out  that  in  the  past  three  years 
the  major  oil  companies  have  doubled 
their  social  investments  in  the  region. 

"What  is  still  required  is  the  provision 
of  major  infrastructural  programs  - 
roads,  waterworks,  health  facilities  and 
education,"  he  says.  "These  are  all  areas 
where  we  need  future  development.  But 
more  important  will  be  the  involvement 
of  the  people  themselves.  They  don't 
want  to  simply  be  [on  the]  receiving 
[end].  They  want  to  be  part  of  it. " 

It  will  be  up  to  the  new  administration 
in  Lagos  to  put  this  visionary  approach 
into  practice  and  propel  the  sector  back 
to  full  production. 

The  discovery  of  new  oil  and 
gas  reserves  in  the  Niger  Delta 
basin  is  galvanizing  the  federal 
government  to  seek  $75  billion 
in  fresh  investments  in  order  to 
fully  explore  and  utilize  the  finds. 
Daukoru,  like  Osahon,  is  confi- 
dent that  Nigeria  alone  will  be  able  to 
meet  the  demand  from  the  United 
States.  He  confirms  the  need  for  more 
funding  but  says  investors  are  respond- 
ing to  the  challenge.  "British  Gas  wants 
to  come  in  and  do  business.  We  already 
have  Petrobras  of  Brazil  and  many  inde- 
pendents who  want  to  be  part  of  the 
show.  The  major  oil  players  here  -  Shell, 
Chevron,  Total,  Agip  -  are  expanding 
their  activities,  and  the  Chinese  are 
involved  in  a  big  way." 

A  year  ago,  China  negotiated  a  $4  bil- 
lion investment  deal  in  which  it  pledged  to 
invest  $2  billion  in  Nigeria's  downstream 
sector  in  exchange  for  preferential  rights 
in  four  oil  blocks.  South  Korean  cornea- 
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nies  have  also  acquired  oil  blocks  after 
promising  to  invest  in  Nigeria's  power  al 
refining  sectors,  while  India's  largest 
power  production  company,  National 
Thermal  Power,  is  reportedly  considerin 
the  provision  of  $1.7  billion  for  a  700- 
megawatt  gas-based  power  plant  in  Nic 
ria  to  secure  assured  gas  supplies. 

With  regard  to  gas,  says  Daukoru,  Ni 
ria's  gas-to-liquids  program,  which 
Chevron  is  piloting,  is  about  the  same  5 
as  a  similar  project  in  Qatar.  "Gas  is  cor 
ing  very  much  to  the  forefront,"  he  say 

"Our  electricity  generation  capacity 
very  low  and  we  want  to  industrialize 
very  fast,  so  we  need  a  lot  of  the  gas 
[that's]  currently  being  flared  for  powe 
generation." 

With  approximately  200  trillion  cubit 
feet  of  natural  gas  reserves,  Nigeria  is 
well  placed  to  utilize  the  gas  for  its  ov\ 
power  supplies  and  to  export  it  once  il 
has  sufficient  investment  in  the  produc 
tion  process. 

"If  anybody  comes  here  right  now 
with  an  idea  for  independent  power  pi 
vision,  he  will  be  welcomed  with  open 
arms,"  says  Osahon. 


Oil  and  Gas  Trading 
Energy  &  Power 
Engineering  Construction 


"We  are  Committed 
to  Consolidated  Growth 

and  Sustainable 
Development  through 
Quality  Service  Delivery 
at  world  class  standards" 
-Igho  Sanomi  /CEO 


TALEVERAS  GROUP 
13b  Katsina-Ala  Crescent,  Maitama  Abuja 
Website:  www.taleverasgroup.com 
Email:  info@taleverasgroup.com 
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he  young  lions 

"he  involvement  of  homegrown 
Nigerian  companies  in  the  country's 
oil  and  gas  industry  is  limited  by 
huge  amount  of  capital  required  to 
rate  in  both  the  upstream  and  down- 
am  fields. 

he  federal  government  has  little 
nee  of  meeting  its  optimistic  target  of 
0%  presence  of  local  companies  by 
0,  but  some  are  making  the  break- 
4ugh. 

f'  )ne  of  these  is  the  Taleveras  Group.  Its 
?f  executive,  Igho  Sanomi,  typifies  the 
v  generation  of  educated  profession- 
in  Nigeria  who  are  establishing  them- 
'es  as  young  leaders  of  the 
/ate-sector  business  community, 
aleveras's  core  business  is  sourcing 
fj  delivering  oil  and  other  commodities 
eading  companies  worldwide.  Two 
Irs  ago,  it  began  expanding  its  portfo- 
of  activities  by  winning  an  offshore  oil 
iloration  block,  and  it  is  set  to  move 
b  the  highly  competitive  upstream 


segment  of  the  oil  industry. 

The  company  has  secured  a 
major  contract  to  build  three 
electrical  substations  in  con- 
junction with  a  Chinese  part- 
ner. In  add;tion,  it  has 
broadened  its  reach  into  other 
areas  such  as  engineering  and 
construction  and  has  a  sub- 
stantial investment  in  the  tele- 
com sector. 

Sanomi,  who  graduated  with  a  degree 
in  geology  and  mining  from  the  Univer- 
sity of  Jos  in  Nigeria's  Plateau  State,  says 
that  the  seven  years  of  civilian  rule  under 
President  Obasanjo  have  created  a  good 
environment  for  the  emergence  of 
indigenous  companies. 

"It  has  given  companies  like  ours  the 
chance  to  seize  opportunities  that  inter- 
national companies  would  have  taken," 
he  says.  "There  is  more  opportunity  now 
because  indigenous  companies  are  still 
growing  and  learning.  So  companies  like 
ours  still  need  the  support  of  reputable 
international  companies." 


Igho  Sanomi 
chief  executive  officer 
Taleveras  Group 


Taleveras  and  a  foreign  part- 
ner invested  $80  million  in  the 
bid  that  gained  the  company 
its  offshore  oil  block.  In  order 
to  continue  its  expansion,  says 
Sanomi,  the  company  needs 
both  capital  and  technology. 

At  present,  the  company  is 
exporting  high  volumes  of 
crude  oil  to  refineries,  but 
Sanomi's  vision  is  for  Taleveras 
to  become  a  fully  integrated  service 
group  offering  strategic  solutions  in  the 
energy  sector.  One  of  its  subsidiaries, 
Westfield  Energy,  is  registered  and  incor- 
porated in  the  United  States  and  supplies 
drilling  equipment  and  rigs  to  the  oil 
majors.  Taleveras  is  also  partnering  with 
Mayfield,  a  British  company  that  special- 
izes in  converting  heavy  oil  into  a  lighter 
product. 

The  success  of  companies  like 
Taleveras,  Sanomi  says,  is  proving  that 
Nigerian-run  businesses  have  the  capabil- 
ity, experience  and  integrity  to  provide 
valuable  synergies  to  foreign  investors. 


SERVICES  -  ENGINEERING  CONSTRUCTION 

TALEVERAS 

AN  INTEGRAL  PART 
OF  NIGERIA'S 

ROAD 
TO  SUCCESS 


A  fully  integrated  service  group  offering 
strategic  solutions  in  the  energy  and  power  sectors 

Head  Office:  1 3b  Katsina  Ala  Crescent,  Maitama  -  Abuja  Nigcia. 
Tel:  +234  9  4136398  Fax:  +234  9  4136789  www.taleverasgroup.com 


Doing  business  in  Africa's  only  tax-free  zone 
doesn't  feel  like  business  at  all. 

It's  Happening! 


Tinapa,  the  tax-free  trade  and  leisure  resort  in  Calabar, 
Cross  River  State,  is  opening  in  Spring  2007. 

The  greatest  development  of  its  kind  in  Africa,  it  is  destined 
to  become  one  of  the  world's  top  trading  and  tourism 
destinations,  riva,  -  n'ibai  and  Hong  Kong,  with  over 
80  000m2  of  retail  trading  emporia  and  over  60  line  shops. 
In  2007,  Nigeria's  145  million  brand-hungry  consumers  will 
generate  a  GDP  in  excess  US  $90  billion  -  the  largest 
untapped  consumer  market  in  Africa, 


Tinapa  Business  Resort  will  unleash  this  pent-up 
with  an  extensive  range  of  trade  and  enterta 
experiences.  Visitors  to  Tinapa  will  be  spoilt  foil 
when  it  comes  to  hotels,  restaurants,  cinemas,  as 
a  casino,  water-world  and  leisure  park. 

Truly  the  sun  will  never  set  on  this  super-oasis 
hours  drive  from  Lagos,  Tinapa  nestles  on  a  lu> 
tropical  river  frontage  on  the  borders  of  Calabar  j 
free  zone  that  is  a  trader's  dream. 


T  I  N  A  P  A 

CALABAR 


Africa's  Premier  Business  Resort 


For  Leasing  Enquiries  Contact: 
Broil  Nigeria:  Ibukun  Osifo:  Tel:  +234  1  270  1892/4  •  E-mail:  iosifo@broll.com. ng 
Lola  Sowunmi:  Tel:  +234  1  270  1892/4  •  E-mail:  lsowunmi@broll.com. ng 
Tolu  Odebiyi:  Tel:  +234  1  270  1892/4  •  E-mail:  todebiyi@broll.com.ng 
Broil  Johannesburg:  Gideon  Trope:  Tel:  +27  11  441  4414  •  E-mail:  gtrope@broll.co.za 


broil 


CBRE 


A  PA  BUSINESS  RESORT  LIMITED.  5th  Floor,  Okoi  Arikpo  House,  10  Calabar  Road,  Calabar,  Cross  River  State,  Nigeria 
Tel:  +234  87  232069  •  Fax:  +234  87  234274  •  E-mail:  info@tinapa.com  •  Website:  www.tinapa.com 
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Tourist  city  takes  shape 


A tropical  Dubai-style  international 
trade,  leisure  and  shopping  resort 
is  emerging  in  the  city  of  Calabar 
in  the  Cross  River  State  of  southeastern 
Nigeria. 

Situated  on  the  coast  of  the  Gulf  of 
Guinea,  it  is  already  seen  as  representa- 
tive of  the  modern  face  of  Nigeria.  This 
project  will  redefine  the  way  the  country 
must  progress. 

The  first  phase  of  the  $350  million 
development  features  four  wholesale 
emporiums,  a  hundred  retail  outlets,  a 
food  court  and  an  entertainment  strip 
that  includes  a  casino,  restaurants,  a  cin- 
ema and  a  themed  "fisherman's  village" 
with  a  nightclub,  an  arts  and  crafts  cen- 
ter, and  a  water  and  sports  complex. 


accommodate  the  influx  of  people  and 
the  second-largest  cement  factory  in 
West  Africa  is  under  construction  to  feed 
the  local'building  boom.  Calabar's  popu- 
lation has  doubled  to  800,000  in  the 
past  seven  years. 

Other  developments  include  more  than 
100  miles  of  new  inner-city  roads,  brand- 
ed taxi  and  bus  services,  and  the  dredg- 
ing of  waterways  to  allow  larger  vessels 
to  berth  at  the  recently  privatized  port  of 
Calabar. 

Perhaps  the  most  striking  aspect  of  this 
ambitious  enterprise  is  that  it  is  funded 
entirely  by  domestic  investment.  "Foreign 
investment  comes  when  you're  already  a 
success  story,"  says  Donald  Duke,  the 
governor  of  Cross  River  State,  one  of  the 
prime  movers  in  the  Tinapa 
enterprise.  "Twenty-five 
years  ago,  no  foreigners 
were  investing  in  China." 

Tinapa  has  already  been 
designated  a  free-trade  zone 
and,  with  all  the  attendant 
benefits  of  duty  and  tax 
exemptions,  aims  to  become 
a  premier  trading  hub,  serv- 
ing a  West  African  popula- 
tion of  300  million. 
"Tinapa  represents  the 


Kainji  Reservoir  Lake,  Cross  River  State 


The  addition  of  a  movie  studio  will 
take  the  total  cost  of  the  project  to  $400 
million  and  provide  the  Nigerian  movie 
industry  with  top-quality  equipment  and 
trained  technicians. 

Called  Tinapa,  after  an  expensive  fish 
much  sought  after  in  the  region,  it  is  the 
first  development  of  its  kind  in  West 
Africa  and  Nigeria's  first  megaproject 
outside  the  oil  and  gas  sector. 

Several  international  retail  names  have 
already  set  up  shop  in  the  complex, 
including  the  South  African  Shoprite 
Group  and  Flemingo,  a  leading  Asian 
company's  first  African  outlet. 

An  eight-mile  monorail  -  Nigeria's  first 
-  is  about  to  be  constructed  to  link  the 
resort  to  the  airport.  Hotels  are  being 
buiit,  new  satellite  towns  planned  to 


Obudu  Cattle  Ranch,  Cross  River  State 

business  component  of  a  strategy  that 
aims  to  take  tourism  in  the  Cross  River 
State  to  a  world-class  level  and  make  it 
the  preferred  destination  in  West 
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Africa,"  says  Sam  Anani,  Tinapa's  ma 
aging  director. 

The  business  resort's  target  market  i 
predominantly  the  business  tourists  of 
Nigeria  and  West  Africa.  "Today,  they 
to  Asia,  Europe  and  America  to  relax  a 
shop  during  vacations,"  says  Anani. 
"Tinapa  will  divert  some  of  this  traffic 
itself." 

It  will  develop,  he  says,  as  a  wholes 
retail  and  redistribution  center  and  wi 
eventually  encompass  manufacturing 
"The  bane  of  manufacturing  in  most 
third-world  countries  has  always  beer 
the  lack  of  infrastructure  and  structun 
markets  and  distribution  outlets.  Tina 
will  offer  such  market  outlets  to  Nigef 
manufacturers." 

A  private-public  partnership  is  develo 
ing  Tinapa,  with  Cross  River  State  takin 
responsibility  for  the  provision  of  the  in 
nal  infrastructure,  while  the  private  seci 
drives  and  manages  the  project  itself. 

"Today,  the  project  is  owned  by  a 
handful  of  corporate  and  private  equi 
investors,"  says  Anani.  "We  are  plann  it  Dal 
to  list  Tinapa  on  the  Nigerian  Stock 
Exchange  with  an  initial  public  offering 
later  this  year,  which  will  open  the  de^| 
opment  to  many  more  local  and  intern 
tional  investors." 

Anani  says  ensuring  a  local  content 
component  has  been  a  primary  consid 
ation.  The  project  currently  employs 
more  than  5,000  artisans  and  enginee 
95%  of  whom  are  Nigerian,  with  75°A 
from  Cross  River  State. 

Cross  River  has  gained  the  reputatio 
of  being  one  of  the  best-run  states  in 
country.  It  is  ideally  positioned  to  acco 
modate  a  burgeoning  tourism  industry 
Calabar  has  a  long  history  as  a  trading 
center  with  some  beautiful  colonia 
buildings,  while  the  Cross  River  Nation 
Park  is  the  largest  area  of  undisturbed 
rainforest  in  Nigeria. 

•When  Governor  Duke  won  the  elec- 
tion in  1999,  the  education  system  nei 
ed  reforming,  teachers  were  on  strike 
and,  says  Duke,  "there  was  a  general 
decay  of  the  mind  in  the  public  service 
and  a  disenchanted  and  cynical  public 
deal  with.  Now,  if  you  ask  me  what  ot 
greatest  achievement  is,  I'd  say  we've 
been  able  to  put  hope  in  the  minds  of 
our  people  instead  of  despair." 
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preading  its  wings 


|f"  or  anyone  who  remembers  the  serv- 
"tyrice  on  Nigeria's  now-defunct  nation- 
=  *  alized  airline,  Air  Nigeria,  the 
ciency  and  quality  of  its  fully  priva- 


•affj 


•d  successor,  Virgin  Nigeria,  is  a  relief, 
J  a  testament  to  the  benefits  of  pri- 
tolf  e  enterprise. 

idw,)wned  51%  by  Nigerian  institutional 

preholders  and  49%  by  Virgin  Atlantic, 
nosf  ich  in  turn  is  owned  by  Britain's  Sir 
beef  ihard  Branson  and  Singapore  Airlines, 
ictui  gin  Nigeria  staged  its  inaugural  flight 
Tinj  june  2005  from  Lagos  to  London. 
*gt  i  has  proved  to  be  a  popular  and 

'active  carrier  and  has  been  steadily 
»:  leading  its  wings  across  Africa  and  the 
tai  per  world  ever  since,  adding  a  new 
ier  'ite  every  two  months  or  so. 
sk  l/irgin  Nigeria  currently  flies  daily  to 
■it  idon,  and  to  Johannesburg  three 
3  ies  a  week.  Its  regional  routes  take  it 
:a.  Accra  in  Ghana,  Douala  in  Cameroon, 
soi  d  Dakar,  Senegal.  On  the  domestic 


routes,  it  flies  from  the  Lagos  hub  to 
Abuja,  the  capital;  Owerri  (Port  Harcourt) 
and  Calabar  in  the  south;  Sokoto  in  the 
extreme  northwest;  and  Kano,  also  in 
the  northwest. 

"We  are  effectively  setting  up  a 
regional  network  to  make  it  easier  for 
people  to  travel  within  West  Africa," 
says  Conrad  Clifford,  chief  executive  of 
Virgin  Nigeria. 

When  the  airline  opened  for  business, 
it  had  only  two  Airbus  A320s  on  lease. 
Today,  it  has  four  short-haul  aircraft, 
three  Boeing  737s  and  an  Airbus  A320. 
"Between  now  and  the  end  of  the  year 
we  will  take  delivery  of  another  four 
Boeing  737s,"  says  Clifford. 

He  adds  that  by  2008  the  airline  will 
be  flying  three  times  weekly  to  the  Gulf 
Emirate  of  Dubai,  and  next  year  it  will 
launch  regular  flights  to  Brazzaville,  the 
capital  of  the  Republic  of  the  Congo, 
and  Luanda,  the  Angolan  capital.  "By 


the  end  of  2010  we  will  have  40  aircraft 
and  46,000  staff,"  says  Clifford. 

However,  the  big  prize  is  to  operate 
direct  flights  between  Lagos  and  U.S. 
cities.  Virgin  Nigeria  has  three  in  its  sights: 
New  York,  Houston  and  Washington. 

The  airline  is  working  to  obtain 
approval  for  these  flights  from  the  Feder- 
al Aviation  Administration,  and  Clifford 
expects  to  manage  this,  in  partnership 
with  an  American  airline,  early  this  year. 
The  direct  flights  will  reduce  the  current 
flying  time  via  Europe  by  almost  half. 

"There's  an  awful  lot  of  trade  going 
on  between  America  and  Nigeria,"  says 
Clifford,  "and,  by  not  allowing  Virgin 
Nigeria  direct  flights,  the  authorities  are 
simply  benefiting  the  European  carriers." 

He  adds:  "The  message  we  want  to  get 
across  is  that  Nigeria  is  nowhere  near  as 
unsafe  as  it  is  portrayed  in  the  media  and, 
by  flying  via  Virgin  Nigeria,  American  visi- 
tors will  enjoy  a  comfortable  journey." 


Heading  your  way  soon. 

Lagos  -  New  York  direct 


We  are  a  world  class  airline  with  the  spirit  of  Nigeria,  flying  you  to  all  the 
places  you  need  to  be,  the  way  you  love  to  fly. 
Virgin  Nigeria  currently  flies  to  Lagos,  Abuja,  Port  Harcourt,  Kano,  Dakar, 
Accra,  Douala,  Dubai,  London  and  Johannesburg. 
For  more  information,  visit  our  website  at  www.virginnigeria.com 
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Nigeria  at  its  Peak. 


MM 


For  over  50  years  Peak  Milk  ftaj 
provided  high  quality  nutrition 
for  Nigerians  to  perform  at 
their  Peak! 


Milk  at  its  P 


A  tourism  gold  mine 


Nigeria's  tourist  attractions  are  its  best- 
kept  secret.  The  country  has  eight 
national  parks,  magnificent  water- 
falls, lagoons,  jungles  and  mountains. 

It  offers  Africa's  most  culturally  rich  and 
diverse  population,  ancient  civilizations 
once  ruled  by  sultans  and  emirs,  the  con- 
tinent's most  dynamic  and  multitudinous 
city  and  some  of  its  most  vibrant  musical 
and  artistic  performers. 

With  five  main  ethnic  groups  -  Hausa 
and  Fulani  in  the  north,  Yoruba  in  the 
southwest,  Igbo  in  the  southeast  and 
Ijaw  in  the  east,  it  has  250  languages  and 
cultures  to  enjoy. 

Yet  there  are  hardly  any  tourists  or 
facilities  to  cater  to  them.  Some  of  the 
most  appealing  locations  have  virtually 
no  tourism  infrastructure. 


Peak  potential 

I  nitially  incorporated  as  the  West 
I  Africa  Milk  Company,  Wamco  Nigeria 
I  is  now  the  main  subsidiary  in  Africa 
of  Friesland  Food,  a  Netherlands-based 
international  dairy  products  company 
that  operates  in  a  hundred  worldwide 
locations. 

With  its  headquarters  in  the  Ikeja 
industrial  area  of  Lagos,  the  company 
produces,  processes,  packages  and 
markets  dairy  products.  In  addition,  it 
operates  an  extensive  distribution 
network  across  Nigeria's  36  states  and 
the  federal  capital  territory. 

Pointing  out  that  at  present,  only 
18%  of  Nigeria's  140  million  people 
can  afford  to  purchase  Wamco's  prod- 
ucts once  a  week,  Michael  J.  Herkemij, 
the  managing  director,  says  that  as 
the  economy  improves  and  earnings 
rise,  the  potential  for  sales  of  fast- 
moving  consumer  goods  will  increase. 

"Fifty  years  ago,  we  started  export- 
ing milk  to  West  Africa  and  we  devel- 
oped a  brand  locally,  called  Peak,"  he 
says.  "It  is  still  doing  very  well.  Then, 
20  years  later,  the  company  decided 
to  produce  Peak  locally,  rather  than 
importing  it.  In  2005  we  opened  our 
third  factory,  transferring  production 
and  knowledge  to  Nigeria." 

Since  acquiring  Wamco,  Friesland 
Food  has  bolstered  operations  by  pro- 
viding capital  for  expansion  and  for 


"Because  our  oil  has  been  paying  th 
bills,  we  have  neglected  the  potential  < 
our  tourism  sector,"  admits  Femi  Fani- 
Kayode,  a  former  minister  of  tourism 
who  is  now  minister  for  aviation.  "But 
we  are  on  the  right  road.  If  we  handle 
right,  it  will  be  one  of  our  major  foreig 
exchange  earners." 

Professor  Abraham  Babalola  Borisade 
the  current  minister  of  culture  and 
tourism,  is  now  tackling  the  challenges 
developing  the  tourism  sector.  Since 
1997,  it  has  been  regarded  as  one  of  tl 
six  priority  areas  driving  the  economy, 
and  the  outgoing  federal  government 
has  encouraged  the  private  sector  to  te 
the  lead. 

The  minister  believes  that,  for  the  firs 
time  since  independence,  Nigerians  ha\l 


research  and  development.  It  has  al: 
introduced  international  standards - 
not  only  in  facility  and  product  qua! 
ty,  which  now  meet  European  stan- 
dards, but  also  in  job  training. 

"We  recruit  about  20  to  25  peopl< 
year,"  says  Herkemij.  "We  get 
between  20,000  and  30,000  applica- 
tions. We  narrow  them  down  to 
2,000,  get  600  people  to  take  exams 
and  then  we  try  to  narrow  them 
down  to  200.  I  imagine  this  is  simila 
to  any  industry  in  Nigeria." 

At  present,  Wamco  has  about  50°/ 
of  the  milk  market.  But  it  aims  to  cu 
costs;  market  two  brands.  Peak  and 
Three  Crowns;  and  eventually  pene- 
trate the  market  completely. 

"If  there  is  something  that  I  really 
see  in  this  country  in  terms  of  poten- 
tial, it  is  the  resilience  of  the  people,' 
says  Herkemij.  "There  are  high  prices 
at  the  petrol  station,  imperfect  schoc 
medical  care  is  not  easily  available  ar 
there  is  no  electrical  power,  yet  peop 
put  up  with  it!  This  indicates  their 
resilience  in  struggling  to  improve 
themselves.  They  have  fighting  spirit. 
The  people  have  a  lot  of  potential. 

"Foreigners  who  come  here  for  a 
couple  of  years  don't  want  to  leave 
because  of  the  positives,  like  the 
fighting  spirit  of  the  people,  the 
potential  of  the  market  -  and,  of 
course,  the  excellent  return  on 
it."  ❖ 
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I  looking  inward  at  their  own  culture 
j realizing  that  they  have  much  to 
the  world.  For  its  part,  the  govern- 
t  has  created  an  environment  that 
les  the  private  sector  to  tap  into 
sm's  potential. 

ere  is  no  doubt  that  Nigeria's  tourism 
)r  has  much  to  offer.  Every  region  has 
jthentic  festivals.  Travelers  can  attend 
ing  celebrations  featuring  mounted 


jerians  have  been 
'king  inward  at  their  own 
ture  and  realizing  that 
y  have  much  to  offer  the 
rid. 

emen  in  multicolored  attire,  on  horses 
sed  in  guilted  armor,  demonstrating 
I  riding  skills. 

urists  can  also  visit  ancient  walled 
s  inhabited  by  people  who  still  prac- 
mysterious,  deeply  ingrained  rituals. 
>ughout  the  country,  the  people  keep 
ral  traditions  vividly  alive,  even  in 
ities. 

though  Abuja,  the  capital  for  only 


1 6  years,  has  grand 
modern  buildings  and 
has  yet  to  acquire 
much  character,  its 
inhabitants  have  plenty 
of  their  own.  Lagos, 
the  commercial  heart 
of  the  country,  may  be 
architecturally  bland, 
but  it  is  full  of  life. 

Nigerian  men  are 
meticulously  turned- 
out,  while  women  are  decorous,  show- 
ing no  flesh  but  wearing  richly  patterned 
figure-hugging  costumes.  Some  women 
have  remarkably  large  and  intricately 
wound  turbans. 

Pedestrians  walk  by,  talking,  laughing 
and  gesticulating,  despite  carrying  heavy 
loads  on  their  heads  -  trays  of  food,  tool 
boxes,  even  suitcases. 

Street  hawkers  sell  everything  from  foot 
pumps  to  wastebaskets  and  mattresses  to 
the  drivers  of  the  cars  crawling  past. 

Among  the  new  government's  tasks  is 
to  promote  investment  in  the  tourism 


Traditional  Durbar  events  celebrate  horsemanship 

infrastructure,  to  market  the  country's 
vast  and  unknown  attractions  and  to 
simplify  visa  procedures. 

Officials  recognize  that  with  a  growing 
middle  class,  the  country  has  a  domestic 
market  that  alone  would  make  tourist 
attractions  profitable.  They  are  also  keen 
to  attract  the  African  diaspora  in  the 
United  States. 

"Rest  assured,  if  investors  put  money 
into  our  tourism  sector,  they  can  be  sure 
of  good  returns,  because  there  is  a  mas- 
sive market  here,"  says  Fani-Kayode. 


You  are  wek 


Ministry  of  Culture  and  Tourism 


Man  with  a  mission 


While  Nigeria  has  suffered  a 
great  deal  of  brain  drain  in  the 
past  and  its  brightest  talents 
have  often  gone  abroad,  NICON  insur- 
ance can  count  on  a  Harvard  graduate  to 
watch  over  its  bottom  line. 

For  a  man  who  comes  from  outside  the 
industry,  Jimoh  Ibrahim,  chief  executive  of 
NICON  Insurance  Corporation,  has  done 
remarkably  well  for  himself.  Less  than  two 
years  ago,  he  set  up  Global  Fleet  Oil  and 
Gas,  a  downstream  company  that  today 
employs  more  than  4,000  people.  And  in 
December  2005,  when  NICON  was  put 
up  for  privatization,  he  did  not  let  the 
opportunity  pass  by,  acquiring  a  70% 
majority  stake  in  Nigeria's  leading  insur- 
ance company. 

"Financial  services  are  the  future  of 
Nigeria  and  developing  countries  in  gen- 
eral," says  Ibrahim,  known  in  Lagos  for 
his  business  and  political  acumen. 


I 


hour,  but  I  don't  think  they 
understood  my  message,"  says 
Ibrahim. 

With  a  focus  on  filling  gaps  in 
skills  and  technology,  things 
already  look  different  at  NICON. 
It  is  now  part  of  an  emerging 
conglomerate,  NICON  Group, 
with  interests  in  sectors  as  varied  as 
energy,  real  estate,  hotels  and  airlines. 

"In  a  developed  economy,  it  would  be 
quite  tough  for  NICON  Insurance  to 
make  an  impact  on  the  market,  but  on 
the  African  continent  we  can  certainly  be 
competitive,"  says  Ibrahim.  However, 
available  statistics  from  2004  show  that 
South  Africa  accounts  for  80%  of  the 
continent's  insurance  premium  income, 
while  Nigeria  and  the  other  countries 
share  the  remaining  20%. 

The  overall  rate  of  insurance  penetra- 
tion in  Nigeria  also  remains  low,  as  does 


"People  are  already  asking  for  our  shares, 
although  we  are  not  going  to  the  stock  market 
yet.  That  shows  you  the  trust  they  have  in  our 
new  vision  and  in  our  powerful  NICON  brand." 

Ij/mob  Ibrahim,  chief  executive  officer,  NICON  Insurance  Corporation 


As  a  state  corporation,  NICON  had 
been  insuring  the  Navy,  the  Air  Force  and 
the  Nigeria  National  Petroleum  Corpora- 
tion (NNPC),  all  heavyweights.  Despite 
handsome  profits,  this  incurred  enor- 
mous risks  for  a  company  with  limited 
capital  and  managerial  skills. 

But  Ibrahim  decided  to  up  the  ante  at 
NICON.  The  company  currently  has  a  capi- 
tal base  of  $42  million  -  the  largest  of  any 
insurance  company  in  Nigeria  -  and  will 
soon  recapitalize  to  $1 56  million  following 
mergers  and  acquisitions  under  Nigeria's 
insurance  sector  reforms,  making  it  the 
country's  only  mega-insurance  outfit. 

"Before  I  leave  here  I  want  this  compa- 
ny to  have  a  capital  base  of  $1  billion," 
Ibrahim  states  boldly. 

In  the  meantime,  he  has  to  deal  with 
more  pressing  problems  such  as  chang- 
ing the  mind-set  of  his  workforce.  "I 
remember  addressing  my  management 
teem  for  the  first  time;  I  spoke  for  one 


its  contribution  to  GDP.  But  in  the  next 
five  to  ten  years,  as  the  economy  consol- 
idates and  diversifies  away  from  the  oil 
sector,  new  opportunities  will  arise,  espe- 
cially in  segments  such  as  properties  and 
pension  funds. 

Meanwhile,  creating  an  insurance  cul- 
ture will  require  more  effort.  The  govern- 
ment could  set  the  pace  by  introducing 
compulsory  legislation,  while  the  private 
sector  should  educate  the  population 
about  the  importance  of  insurance. 

"People  are  already  asking  for  our 
shares,  although  we  are  not  going  to  the 
stock  market  yet.  That  shows  you  the  trust 
they  have  in  our  new  vision  and  in  our 
powerful  NICON  brand,"  says  Ibrahim. 

Ibrahim  expects  that  NICON  Insurance 
won't  be  ready  to  go  public  for  at  least 
two  years,  during  which  time  he  intends 
to  strengthen  the  company  structure. 

In  mature  and  developing  markets 
alike,  insurance  grows  hand  in  hand  with 


NICON  headquarters,  Abuja 

the  banking  sector,  and  the  latter  is 
going  through  a  major  consolidation 
Nigeria.  The  number  of  banks  has  be> 
reduced  from  89  to  25  in  less  than  m 
years,  which  will  strengthen  Nigeria's 
financial  competitiveness  in  the  long  i 
as  well  as  stabilizing  the  lending  envin 
ment  in  one  of  the  continent's  bigges 
economies. 

Insurance  companies  will  be  allowed' 
sell  their  products  through  banks  andj 
other  financial  institutions  in  an  effort 
create  stronger  financial  services.  Beca! 
of  the  size  of  its  population,  anywhere 
between  130  and  150  million,  Nigeria 
aspires  to  become  one  of  Africa's  final 
cial  hubs,  and  the  insurance  sector  wit 
play  a  big  role  in  this  process. 

"Nigeria  has  a  central  gravity  and  is 
playing  a  key  factor  in  the  renaissance 
Africa,"  says  Ibrahim,  who  believes  th 
returns  on  Nigerian  investments  are  si 
ond  to  none.  "The  time  is  now."  In  fa 
Nigeria  ranks  first  in  the  Improvement 
and  Optimism  Index  compiled  by  the 
World  Economic  Forum's  Africa  Comp 
tiveness  Report. 

According  to  Standard  Chartered  Bar 
economist  Razla  Khan,  "Nigeria's  econc 
appears  to  be  ticking  along.  It  may  not 
performing  to  its  potential  and  there  is 
room  for  further  macroeconomic  stabili 
tion,  but  the  situation  is  not  as  negative 
is.frequently  portrayed." 

Ibrahim,  a  former  consultant  to  the 
International  Monetary  Fund,  would 
surely  agree  with  this  statement.  His 
company's  role  in  the  stabilization  and 
growth  of  an  economy  as  promising  a; 
Nigeria's  remains  to  be  determined,  bi 
he  has  already  demonstrated  a  vision 
and  determination  that  makes  him  a 
player  to  watch. 
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Group  synergy  makes  the  Nicon  Group  of 
Companies  dominant  in  Nigeria  and  beyond 


Nigeria  is  forging  a  place  for  itself  as  one  of  the  financial 
hubs  of  Africa.  As  the  country's  leading  insurance  company, 
Nicon  Group  is  a  major  player  in  this  powerful  economy. 
Privately  owned  after  years  of  state  ownership,  Nicon  Group 
is  financially  stronger  than  before  —  and  growing. 
With  interests  in  energy,  real  estate,  hotels  and  airlines,  Nicon 
Group  offers  customers  a  future  that  is  both  ambitious  and 
financially  secure. 

It's  everything  you  would  expect  from  a  global  company. 
NICON:  Leading  the  way  in  Nigeria  and  the  world 
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NICON 


NICON  PLAZA.  Plot  242.  Muhammadu  Buhari  Way.  Central  Business  District,  PMB  5029.  Abuja  FCT  Nigeria. 
Tel.:  +234  09  2343626  Fax:  +234  09  2344129.  www.niconinsurance.com.ng    email  infodesk'.a)niconinsurance.com.ng 


THE  RIGHT  MIX  OF  EXCELLENT  BUSINESS 
PRACTICES  AND  PRODUCT  QUALITY  HAS  MADE  US 
THE  INDUSTRIAL  POWERHOUSE  IN  WEST  AFRICA 


GROUP 


..providing  your  basic  needs 


Proudly  Nigerian 


Marble 


Ajfred  Rewane  Road,  Falomo,  Ikoyi  RM.B.  40032  Falomo,  Ikoyi,  Lagos  -  Nigeria 
Tel:  +234  1  269  5108  www.dangote-group.com 
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COMMUNITY  !  Religion 


vantage,  certainly  we  can  do  the  same  in  attacking  spiritual 
ptiness,  corruption,  poverty,  disease  and  illiteracy.  I  call  these 
ve  giant  problems  the  Global  Goliaths  because  they  affect 
illions,  not  just  millions,  of  people.  Only  a  global  network  can 
e  on  problems  of  this  size. 

Most  readers  will  be  surprised  to  learn  that  the  largest  inter- 
ational  network  is  not  Wal-Mart  (in  14  countries,  with  1.8  million 
mployees)  or  McDonald's  (in  119  countries,  with  465,000 
mployees).  It  is  a  network  that  links  people  in  every  country, 
very  social  or  ethnic  group  and  every  economic  stratum 
ogether.  This  network  was  global  hundreds  of  years  before  Mag- 
llan.  It  includes  one  out  of  every  three  people  on  the  planet.  It  is 
he  Christian  Church. 

The  Church,  in  all  its  expressions — Catholic,  Evangelical, 
Pentecostal,  Protestant  and  many  others — has  2.3  billion  followers, 
"hat  makes  it  almost  as  large  as  China  and  India  combined.  The 
church  speaks  more  languages  than  the  United  Nations  and  is 
epresented  among  thousands  of  subgroups  of  people  that  you've 
ever  heard  of. 

I  could  take  you  to  millions  of  villages  around  the  world 
vhere  the  only  civil  institution  that  exists  is  a  church.  The  hamlet 
nay  have  no  school,  no  clinic,  no  post  office,  no  store — but  it  has 
church!  In  many  nations,  outside  of  the  capital,  the  only  service 
>rganization  you  can  find  anywhere  is  a  church.  Because  of  the 
Church's  size,  diversity,  universality,  credibility  and  motivation  to 
erve,  neither  business  nor  government  can  afford  to  ignore  this 
letwork  if  we  are  serious  about  working  together  to  defeat  the 
lobal  Goliaths. 

At  the  World  Economic  Forum  in  Davos  you  will  hear 
mdlessly  recited  the  importance  of  public  and  private  partnerships 

This  network  includes 
one  out  of  every  three 
»le  on  the  planet. 
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attacking  global  problems.  While  that  is  certainly  essential,  it  is 
ot  enough.  Neither  business  nor  government  has  the  universal 
tribution,  the  army  of  volunteers  or  the  credibility  in  villages 
:  the  job  done.  A  one-  or  two-legged  stool  will  fall  over.  You 
eed  three  legs. 

Governments  set  national  priorities  and  agendas.  Their  role 
to  protect  the  people,  preserve  freedom,  provide  opportunity 
d  promote  prosperity.  Businesses  and  the  rest  of  the  private 
(sector  provide  capital,  expertise,  technology  and  management 
(skills,  all  vital.  But  the  Church  also  brings  several  critical  missing 
'elements  to  the  table:  The  worldwide  network  of  congregations 
(offers  universal  distribution,  a  local  presence  everywhere,  a  large 
(pool  of  motivated  voluntary  manpower,  long-term  grassroots 
i  commitment  and  built-in  credibility  with  villagers.  Governments 


are  limited  by  geography  and  the  sovereign  rights  of  other 
nations.  Businesses,  even  multinationals,  must  deal  with  the 
barriers  of  local  customs  and  languages.  But  indigenous  congre- 
gations face  none  of  these  barriers. 

For  27  years  I  have  had  the  privilege  of  being  the  founding 
pastor  of  Saddleback  Community  Church  in  Orange  County, 
Calif.  After  I  completed  college  and  seminary,  my  wife,  Kay,  and 
I  began  the  congregation  in  1980.  What  started  out  as  7  people 
meeting  in  our  living  room  has  grown  into  77,000  names  on  our 
church  roll,  a  120-acre  campus,  a  paid  staff  of  more  than  400  and 
an  average  weekend  attendance  of  2 1 ,000.  In  addition  our  church 
has  helped  hundreds  of  other  new  churches  get  started.  I  have 
gone  through  every  one  of  the  typical  phases  that  an  entrepreneur 
goes  through  in  building  a  business. 

Our  church's  biggest  challenge  is  nurturing  personal 
relationships.  I  knew  the  names  of  everyone  up  to  the  first  3,000 
members,  then  my  brain  fried.  The  church  outgrew  me  a  long 
time  ago.  Of  course,  there  is  no  way  today  that  I  can  personally 
meet  the  needs  of  all  our  members.  But  I  don't  have  to!  From  the 
start,  we  built  the  congrt^auon  on  the  network  principle. 

Malcolm  Gladwell  author  of  The  Tipping  Point,  detailed 
Saddleback's  network  organization  in  a  2005  New  Yorker  article. 
He  pointed  out  that  one  secret  of  our  growth  is  our  network  of 
small  groups,  or  cells,  that  meet  weekly  in  homes  all  across 
southern  California.  While  many  churches  sacrifice  community 
for  growth,  we  wanted  both  and  used  a  network  structure  to 
achieve  both. 

People  who  attend  one  of  our  six  weekend  services  see  only 
the  tip  of  the  iceberg — the  large  group-worship  celebrations.  But 
most  of  the  congregation  is  unseen  beneath  the  waterline.  Close 
to  30,000  people  meet  weekly  in  3,300  home  groups 
spread  out  over  98  cities  across  southern  California, 
from  Santa  Barbara  to  the  border  of  Mexico.  This 
network  structure  is  geographically  unlimited, 
infinitely  expandable,  costs  nothing,  provides  personal 
care  and  contact,  affords  accountability  and  develops 
leadership  faster  than  any  other  approach.  Our  church 
has  9,000  commissioned  lay  leaders.  The  small-group 
network  structure  is  a  leadership  factory.  In  our  church 
it  has  turned  spectators  into  participators,  consumers  into 
contributors  and  an  audience  into  an  army. 

A  few  years  ago  we  took  on  an  enormous  task  Our  members 
committed  to  providing  three  meals  a  day,  for  40  days,  to  the  42,000 
homeless  people  living  in  Orange  County.  The  undertaking  required 
us  to  serve  5.8  million  meals  in  6  weeks.  How  did  we  do  it? 
With  our  network  Each  small  group  assumed  responsibility  for  the 
homeless  in  its  own  neighborhood.  By  decentralizing  the  opera- 
tion among  3,300  small  groups,  we  accomplished  what  had  never 
been  done  before. 

Now  extrapolate  that  potential  to  include  the  members  of 
millions  of  congregations  worldwide.  You  can  see  why  churches 
are  a  vital  leg  of  the  stool. 

In  the  early  1980s  we  used  phones  and  faxes  to  communicate 
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to  our  network  of  members.  In  1992  we  became  the 
first  church  on  the  Internet.  Today  we  use  podcasts, 
blogs,  Webcasting,  text  messaging  and  even  YouTube 
and  MySpace  to  keep  in  touch  with  members. 

The  Church  has  always  used  the  best  technology  of 
the  day  to  disseminate  the  Good  News.  Remember  that 
the  first  book  to  come  off  Gutenberg's  press  was  the 
Bible— and  within  a  few  decades  Europe  experienced 
the  Reformation.  The  early  Christian  Church  was  the 
ultimate  viral  network.  Through  contagious  gossiping 
about  the  Gospel,  what  started  as  a  small  band  of 
believers  in  Jerusalem  eventually  overtook  the  Roman 
Empire  and  grew  to  include  one-third  of  Earths  popu- 
lation. As  Peter  Drucker,  my  mentor  for  20  years,  used 
to  tell  me:  "Businesses  ought  to  be  learning  from 
churches!" 

What  can  business  learn  from  churches?  How  to 
the  spread  the  word.  My  church  has,  in  conferences 
and  DVD  training,  taught  400,000  pastors  around  the 
world.  I  have  also  shared  my  thinking  with  chief  executives. 
Effective  churches  know  far  more  about  motivating  volunteers, 
organizing  by  small  groups,  assimilating  new  people,  casting 
vision,  managing  conflict,  releasing  talent,  adopting  innovations 
and  communicating  widely  than  most  business  people  imagine. 
The  most  difficult  leadership  task  is  leading  volunteers,  because 
you  don't  have  the  wage  incentive  or  the  threat  of  firing.  Volun- 
teers only  do  what  you  inspire  them  to  do  with  values  and  vision. 

Three  recent  crises  demonstrate  the  effectiveness  of  the 
Church  in  responding  to  problems — and  why  government  and 
business  must  consider  it  as  an  equal  partner  in  humanitarian 
efforts:  the  Indonesian  tsunami,  Hurricane  Katrina  and  AIDS  in 
Rwanda. 

When  the  tsunami  hit  Southeast  Asia,  enormous  amounts  of 
resources  were  delivered  to  the  ports  of  those  countries.  But 
many  of  those  resources  sat  unused  and  rotting  at  the  docks 
because  there  was  no  grassroots  distribution  system  in  place. 

In  contrast,  I  heard  about  the  disaster  within  minutes  from  a 
Sri  Lankan  pastor's  e-mail.  We  immediately  notified  the  South- 
east Asian  churches  in  our  network  to  send  their  members  from 
inland  areas  to  the  coastline.  Saddleback  contributed  $1.6  million 
and  began  mobilizing  volunteers  in  our  network  within  seconds 
of  the  wave.  Residents  in  Asian  villages  were  amazed  at  the  speed 
with  which  our  network  moved  into  action. 

A  similar  hghtning  response  occurred  nine  months  later  after 
Hurricane  Katrina.  Nearby  churches  were  the  first  in  and  the  last 
out.  They  were  best  prepared  to  help  the  communities  because 
they  were  the  community.  Articles  in  newspapers,  and  even  the 
government's  own  official  assessment  of  Katrina,  noted  that 
churches  could  provide  resources  and  relief  far  more  quickly 
than  the  Federal  Emergency  Management  Agency  or  the  Red 
Cross,  because  they  were  already  on  the  ground  and  knew  their 
own  community. 

For  that  matter,  the  Red  Cross  gets  much  of  its  labor  from 
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church  volunteers.  During  our  work 
in  Baton  Rouge  after  Katrina  the 
Red  Cross  leader  told  me  that  90% 
of  their  volunteers  were  church 
members.  The  Texas  Baptist  Men 
sent  in  30,000.  That  was  just  one 
denomination,  from  one  state. 

A  week  after  Katrina  I  spoke  to  the 
refugees  camped  out  in  Houston's 
Astrodome,  and  I  noticed  all  the 
coverage  about  what  government 
agencies  were  doing  for  those 
thousands  of  folks.  But  the  real  story 
was  the  more  than  100,000  refugees 
in  Houston,  a  large  number  of  whom 
were  quiedy  assimilated  and  cared  for 
by  hundreds  of  congregations. 

A  third  example  is  the  Purpose 
Driven  Networks  work  in  Rwanda. 
At  the  invitation  of  President  Paul  Kagame  and  a  coalition  of 
church  and  business  leaders  in  Rwanda,  we  created  a  system  of 
cooperation  and  collaboration  that  not  only  improves  life  in 
Rwanda  but  also  serves  as  a  model  to  help  neighboring  countries 
like  Burundi. 

We  began  by  listening  to  every  segment  of  Rwandan  society, 
taking  notes  and  asking  questions.  We  especially  listened  to 
African  pastors  and  priests.  Because  he  is  one  of  the  villagers 
without  a  self-serving  agenda,  a  minister  has  first-hand  knowl- 
edge of  the  village's  needs.  There  is  a  saying  in  Africa:  "The 
pastor  sleeps  in  the  same  blankets  as  the  rest  of  the  villagers." 

The  three-legged  model  of  cooperation  is  something  we  call 
the  P.E.A.C.E.  plan  (partner  with  congregations;  equip  leaders; 
assist  the  poor;  care  for  the  sick;  educate  the  next  generation). 
This  is  a  response  to  the  five  global  problems  I  mentioned  earlier: 
spiritual  emptiness,  corruption,  poverty,  disease  and  illiteracy. 
To  date  Saddleback  Church  has  dispatched  more  than  4,000 
members  to  more  than  65  countries  to  participate  in  P.E.A.C.E. 
projects,  in  addition  to  3,500  other  members  who  served 
overseas  before  we  launched  the  plan. 

In  Rwanda  a  collaboration  between  the  country's  ministry 
of  health,  American  AIDS  experts  Dr.  Robert  Redfield  and 
Dr.  Robb  Sheneberger  and  a  network  of  African  churches  came 
about  because  of  the  willingness  of  the  three  sectors  to  work 
together  to  fight  HIV.  An  important  fact  about  Africa  is  that 
many  villagers  are  hours  (on  foot)  from  the  nearest  clinic  but 
only  minutes  from  the  nearest  church.  So  churches  are  handing 
out  the  antiviral  pills. 

That  is  the  kind  of  thinking  that  has  been  missing  in  so  many 
previous  humanitarian  plans  and  projects.  Let's  use  the  grassroots 
network  that  is  already  on  the  ground.  It's  time  to  lay  aside  our 
prejudices  and  work  together.  F 

Dr.  Rick  Warren  is  the  founder  and  senior  pastor  of  Saddleback 
Community  Church  in  Lake  Forest,  Calif. 
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Whether  you  call  it  climate  change  or  global  warming, 
there's  a  shift  under  way  in  the  environment.  Seasons  are  changing 
their  personalities,  ice  caps  are  melting,  storms  are  more  potent. The  unknowns 
associated  with  these  changes  are  powerful  motivators,  both  in  our  private  lives 
and  across  the  business  spectrum.  While  more  than  300  U.S.  cities  are  determined 
to  shrink  their  carbon  footprints  in  a  bid  to  slow  climate  change,  more  and 
more  businesses  are  searching  for  efficiencies  in  their  day-to-day  operations  — 
efficiencies  that  are  also  environmentally  sensitive.  True,  being  environmentally 

conscious  is  good  PR.  But  it  also  can  be 
good  for  the  bottom  line. 


Turning  a  Page 
Toward  Clean 
Energy  in  the 
Paper  Industry 

At  Mohawk  Fine  Paper 
a  non-integrated  mill 
upstate  NewYork,  intern 
and   external  influenc 
combine  to  craft  the  co 
pany's   concern   for  t 
environment.  Historical 
paper  mills  have  been  t 
single-largest  industrial  consumer  of  water  and  tl 
third-highest  emitter  of  greenhouse  gases.  Thoj 
statistics  alone  convinced  Mohawk  to  seek  great 
efficiencies.  And  while  environmental  organizatioi 
two  and  three  decades  ago  directed  their  protes 
at  paper  mills,  more  recently  they've  focused  c 
paper  consumers,  hoping  they  in  turn  wou 
pressure  the  mills.  It  has  worked. 

"Our  customers  want  to  know,  what  is  the  si 
of  our  environmental  footprint?  Where  is  o 
fiber  coming  from?  What  are  our  greenhou: 
gas  emissions?  How  much  water  do  we  us< 
How  efficient  is  our  business  in  regard 
how  it  consumes  energy?"  says  George  Milne 
Mohawk's  senior  vice  president  of  energ 
environment  and  governmental  affairs. 
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PAPER  IS  responsible 

What  kind  of  company  can  turn  wind  into  paper?  Our  kind.  At  Mohawk, 
we're  driven  by  the  belief  that  a  paper  mill  should  be  more  than  a  source 
of  products— it  should  be  an  environmental  asset  to  our  customers.  Which 
is  why  we  offer  designers  and  corporations  an  unmatched  level  of  respon- 
sible choices,  from  products  manufactured  with  renewable,  non-polluting, 
wind-generated  electricity  to  completely  recycled  papers.  In  a  world  of 
increasing  expectations,  the  answer  is  increasing  innovation.  Paper  is  what 
you  make  of  it.  Mohawk  makes  it  more.  Visit  us  at  mohawkpaper.com. 
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In  response  to  those  questions,  Mohawk  has  become  an 
environmental  pacesetter,  and  not  just  in  the  paper  industry. 
The  company  is  one  of  the  country's  largest  industrial 
consumers  of  wind  energy,  purchasing  60  million  kilowatt- 
hours  of  "clean  energy"  annually.  It  participates  in  both  the 
U.S.  Environmental  Protection  Agency's  Green  Power 
Partnership  and  its  Climate  Leaders  Program,  through  which 
it  closely  tracks  how  much  energy  it  consumes  annually,  with 
the  objective  of  reducing  its  consumption.  Additionally,  it  is 
moving  to  offset  thermal  energy  consumption  with  the 
purchase  of  verifiable  emission  reduction  (VER)  credits  from 
renewable  energy  projects. 

These  actions  are  reflected  in  the  company's  products,  as 
Mohawk  Options  is  a  paper  made  from  100%  post-consumer 
recycled  stock  and  manufactured  with  wind-generated 
electricity,  while  two  grades  of  paper,  Beckett  Concept  and 
Beckett  Expression,  are  manufactured  100%  carbon  neutral. 

"To  their  credit,  many  of  our  end-use  customers  are  giving 
consideration  to  the  environmental  aspects  inherent  in  all 
manufactured  products  during  their  purchase  and  selection 
process.  And  we  welcome  the  opportunity  to  compete  on 
that  basis,"  says  Milner. 

The  company  also  expects  its  suppliers  to  be  more 
environmentally  sensitive.  "We  survey  our  suppliers  and 
we  ask  them  a  lot  of  pointed  questions  about  where  they 
are  harvesting  their  wood,  what  methods  they  are  using 
and  whether  their  methods  are  consistent  with  sustainable 
forestry  practices,"  he  says. 


"Many  of  our  end-use  customers  are  giving 
consideration  to  the  environmental  aspects 
inherent  in  all  manufactured  products  during 
their  purchase  and  selection  process.  And  we 
welcome  the  opportunity  to  compete  on  that  basis." 


George  Milner,  Mohawk  Fine  Papers 


Tomorrow's  Power  Needs  to  Be  Cleaner 
And  More  Efficient 

Utility  companies  can  also  impact  the  environment. 
Southern  Company,  that  understanding  has  officials  det 
mined  to  stay  ahead  of  the  technological  curve  in  their  seaij 
for  cleaner,  more  efficient  energy. 

The  result  is  that  Southern  Company,  a  premier  enen 
company  serving  the  Southeast,  is  developing  a  robust  suite 
energy  solutions.  It  has  studied  geothermal  energy  in  Haw 
collaborated  with  a  Japanese  company  on  a  cleaner  smo 
stack-scrubbing  unit  to  reduce  sulfur  dioxide  emissions  a 
pioneered  a  coal  gasification  system,  and  it  continues  to  ge 
erate  power  from  nuclear  energy.  Today  it  is  studying  biomg 
and  offshore  wind  generation  for  renewable  energy.  In  ad 
tion,  the  company  is  spending  $4.6  billion  over  the  next  thn 
years  on  emissions-control  technology  to  not  only  lessen  suH 
dioxide  and  nitrogen  oxide  emissions  beyond  the  33 
reduction  achieved  since  1990,  but  further  reduce  mercJ 
emissions  as  well.  At  Southern  Company's  Gulf  Pow| 
subsidiary  in  Florida,  the  company  runs  a  collaborative  reseai 
center  to  explore  ways  to  control  mercury  emissions. 

"We  are  inviting  others  to  bring  their  technologies  and  th 
ideas  to  that  facility  so  that  we  can  advance  the  science  a 
engineering  of  mercury  control  for  everybody,  not  just  for  u 
says  Chris  Hobson,  Southern  Company's  senior  vice  pr^ 
dent  of  research  and  environmental  affairs. 

Although  coal  has  long  been  viewed  as  a  particularly  dii 
fossil  fuel,  it  can  be  made  cleaner  through  a  gasif icatii 
process  developed  by  Southern  Company  and  its  partr 
KBR.  This  advanced  technology,  known  as  Transp< 
Integrated  Gasification  (TRIG™),  will  be  deployed  in  k 
2010  at  a  285-megawatt  coal  gasification  facility  planned 

Orlando,  Fla.  This  facility  v 
house  state-of-the-art  tee 
nologies  that  will  produ 
power  from  coal  with  low 
emissions,  including  a  2C 
to  25%  reduction  in  carb 
dioxide  emissions. 

Southern  Company's  b 
mass  fuel  studies  could  al 
result  in  the  creation  of  a  nt 
gasified  fuel.  "We  want 
explore  how  technically  a 
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economically  feasible  it  is  to  actually  take  the  biomass  and 
gasify  it  rather  than  burning  it  directly,"  Hobson  says. 

The  company's  R&D  program  continues  to  push  ahead, 
driven  by  the  fact  that  the  Southeast  is  one  of  the  fastest- 
growing  regions  in  the  country. 

"Our  challenge  is  going  to  be  not  only  how  do  we  control 
the  emissions  today,"  says  Hobson,  "but  how  we  plan 
technologies  for  the  future  that  will  minimize  the  growth  in 
these  emissions." 

Can  You  Boost  Revenues  Through 
Waste  Management? 

How  much  does  your  company  spend  on  waste  removal? 
Could  those  waste  materials  be  generating  money  for  your 
company?  Identifying  those  savings  and  potential  revenue 
streams  is  the  forte  of  the  Upstream  division  of  Waste 
Management,  Inc.,  which  customizes  environmental 
solutions  for  industries. 

Key  to  those  solutions  is  not  merely  identifying  waste 
streams  and  managing  recyclables,  but  analyzing  the  sources 
and  determining  how  to  reduce  them.  Upstream  does  this 
not  only  by  conducting  waste  audits  for  its  clients,  but  by 
basing  employees  on-site  on  a  daily  basis  to  manage  waste 


'Our  challenge  is  going  to  be  not  only  how  do  we  control 
the  emissions  today,  but  how  we  plan  technologies  for  the 
future  that  will  minimize  the  growth  in  these  emissions." 

—  Chris  Hobson,  Southern  Company 


'We  not  only  have  to  come  up  with  the  solution,  but  we're 
responsible  for  making  sure  that  solution  works. 
We  take  the  broad  expertise  of  Waste  Management 
to  create  customized,  green  solutions." 

—  Harry  Laraberton,  Upstream  Division,  Waste  Management,  Inc. 


and  recycling,  all  while  keeping  a  close  eye  on  the  die 
bottom  line.  This  allows  Waste  Management  to  be  an  inta 
part  of  both  the  environmental  and  the  economic  aspect) 
its  customers'  sustainability  programs. 

"We  have  created  industry-specific  solutions,' 
Harry  Lamberton,  Upstream's  vice  president.  "We'll  looj 
the  different  residuals  that  an  industry  generates, 
challenges  with  managing  those  materials,  and  the  op 
tunities  to  reduce  and  recycle.  Utilizing  the  services 
Waste  Management  has,  as  well  as  those  of  our  third-pi 
partners,  we'll  create  a  comprehensive  package."  Thl 
packages  typically  generate  annual  savings  ranging  fi 
10%  to  20%  for  those  companies,  he  notes. 

In  the  case  of  one  aluminum  manufacturer,  Upstrea 
team  determined  that  50%  of  the  plant's  nightly  floor  swe 
ings  consisted  of  alumina,  the  raw  material  used  to  rrj 
aluminum.  By  engineering  a  system  to  capture  that  alum 
the  team  not  only  cut  the  company's  daily  waste  strea 
half,  but  also  halved  its  transportation  and  disposal  costs 
"That  can  be  meaningful  from  a  cost  perspective  as  \ 
as  helping  that  company  achieve  its  goals  of  reducing 
environmental  footprint,  while  capturing  a  valuable  comma 
for  use  back  in  its  manufacturing  process,"  says  Lamberta 
Some  of  Upstream's  operations  are  done  remotely.  1 
cruise  ships,  for  example.  Upon  returning  to  port,  th 
ships  have  to  discard  varying  amounts  of  wastes,  rand 
from  small  amounts  of  hazardous  wastes  and  recyclat 

to  food  and  oily  wasti 
When  those  ships  are  wijl 
seven  or  eight  hours  of  pi: 
they  can  e-mail  or  fax  tl 
Upstream  representative: 
list  of  onboard  wastes,  "i 
then  we've  got  a  cen 
team  that  will  dispatch 
the  services  that  are  ne 
ed,"  says  Lamberton.  " 
not  only  have  to  come  up  v 
the  solution,  but  we 
responsible  for  making  s 
that  solution  works.  We  4 
the  broad  expertise  of  Wa 
Management  to  create  c 
tomized,  green  solutions." 


With  energy  costs  and  oil  dependence  on  the  rise,  the  need  fcr  renewable  power  is  greater 
i  than  ever.  That's  why  Waste  Management  is  using  the  resources  at  our  disposal  to  create  the  energy  equivalent  of  saving 
•  over  14  million  barrels  of  oil  per  year.  It's  a  powerful  idea  we're  proud  to  drive  forward. 


From  everyday  collection  to  environmental  protection. 
Think  Green".  Think  Waste  Management. 
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Lofty  goals?  Not  necessarily. 

"There's  a  recognition  that  we  have  a  fairly  good  opr. 
tunity  to  impact  both  our  own  operations  as  well  as  up  i 

down    the    supply  chi 


"There's  a  recognition  that  we  have  a  fairly  good 
opportunity  to  impact  both  our  own  operations 
as  well  as  up  and  down  the  supply  chain. 
There's  no  reason  we  can't  be  profitable  and 
good  citizens  at  the  same  time." 

—  Rick  Bennett,  United  Technologies 


All  It  Takes  Is  a  Vision 

Imagine  a  building  that  emits  no  carbon  dioxide  and  is 
self-sufficient  in  terms  of  its  energy  needs,  yet  is  commer- 
cially viable.  It  doesn't  exist  yet,  of  course,  but  that  vision, 
as  painted  by  the  chairman  and  chief  executive  officer  of 
United  Technologies,  underscores  the  corporation's  drive  to 
leverage  production  efficiencies  and  environmental  sen- 
sitivities into  greater  productivity  and  profitability. 

Since  1996  United  Technologies,  the  parent  of  Carrier 
heating  and  air  conditioning,  Otis  elevators,  Sikorsky  helicop- 
ters, and  Pratt  and  Whitney  aircraft  engines,  just  to  name 
four  of  its  divisions,  has  steadily  been  chasing  that  vision  by 
making  its  factories  more  efficient  and  environmentally 
friendly.  Between  1997  and  2006,  the  company  cut  air 
emissions  by  69%,  recycled  wastes  by  52%,  energy  use 
by  56%  and  water  use  by  72%. 

Over  the  same  period,  United  Technologies'  revenues 
nearly  doubled,  reaching  $47.8  billion. 

While  company  officials  rightfully  welcomed  those 
results,  and  United  Technologies  was  named  one  of  the 
world's  "100  Most  Sustainable  Corporations"  at  the  World 
Economic  Forum  in  2006,  they  still  believe  there's  room  for 
improvement.  Moving  toward  2011,  United  Technologies 
hopes  to  achieve  an  annual  3%  reduction  in  greenhouse  gas 
emissions,  hav  .  fliers  match  its  own  environmental 

performance,  v  ,rd  eliminating  heavy  metals  from 

its  products,  coi  reduce  overall  waste  and  improve 

the  energy  efficit  3  products. 


There's  no  reason  we  can't 
profitable  and  good  citiz^ 
at  the  same  time,"  says  Fj 
Bennett,  United  Technologj 
vice  president  for  envir 
ment,  health  and  saU 
"We  have  products  in  1 
countries  and  300  factori 
and  everyone  gets  treated 
same,  no  exceptions.  1 
expect  improvements  oul 
all  of  these  sites." 
Meeting  those  targets  won't  be  easy,  the  compj 
realizes.  Some  goals  can  be  met  by  doing  little  thin) 
such  as  turning  off  machinery  when  it's  not  needl 
Other  reductions  hinge  on  installing  electric  general 
systems  that  recycle  previously  wasted  heat  and  mak 
better  use  of  factories. 

"We're  not  late  in  this  game,"  says  Bennett.  "We 
been  doing  this  for  many  years.  We  think  it's  the  ri 
thing  to  do  and  we're  going  to  continue  to  put  resoun 
on  it,  and  we  believe  it  helps  us  to  be  competitive  in 
global  marketplace." 


Web  Directory 

Mohawk  Fine  Papers 
www.mohawkpaper.com 

Southern  Company 
www.southerncompany.com 

United  Technologies 

www.utc.com 

Waste  Management,  Inc. 

www.wm.com 

www.wmupstream.com 


UTC  Power's  fuel  cell 
powering  a  hybrid  electric  bus 


The  ultimate  power  trip. 

A  fuel  cell  is  an  electrochemical  device  that  combines  hydrogen  and  oxygen  to  produce 
nothing  but  electricity,  heat  and  water  pure  enough  to  drink. 


Doing  more  with  less. 
This  fuel  cell  bus  is  twice  as 
fuel  efficient  as  a  diesel  and 
operates  for  350  miles  without 
a  fill -up.  That's  two  days  of  travel 
for  a  normal  city  bus. 


Don't  miss  the  bus. 
UTC  fuel  cells  are  ready  to  go. 
Right  now  They  have  already 
helped  transport  more  than 
200.000  Californians  to  a 
cleaner  world. 


"I'll  be  there  in  10  minutes." 

There  is  no  diesel  engine,  so  it's  as 
quiet  as  a  luxury  sedan.  In  fact,  a 
bus  driver  in  die  front  can  hear  you 
on  your  cell  phone  in  the  back. 


Replacing  one  diesel  bus  = 

the  environmental  benefits  of 
planting  31  acres  of  forest  and 
eliminating  the  NOx  (nitrogen 
oxides)  emissions  from  77  cars. 


Goodbye  dipstick. 
A  fuel  cell  has  no  moving  parts. 
No  friction,  no  wear,  no  oil 
(or  oil  changes). 


It's  a  bus!  It's  a  generator! 
It's  a  bus! 

This  bus  can  power  a  small  office 
building  in  a  blackout.  Talk  about 
emergency  preparedness. 


Wherever  it's  critical. 
We  don't  provide  fuel  cells  just  for 
buses  and  manned  space  flight.  We 
have  them  for  cars,  hotels,  hospitals, 
universities,  office  buildings,  even 
the  New  York  City  Central  Park 
Police  Station. 


Supply,  supply,  supply  and  demand 

Hydrogen  is  the  most  plentiful 
element  on  earth. 


From  the  moon  to  the  mall. 

UTC  Power's  fuel  cells  were  first 
used  in  the  Apollo  space  program 
and  have  been  on  every  American 
manned  space  flight  since.  Today 
we  fit  10  times  the  power  into  the 
same  size  unit. 


Electric  drive  motor 


CAN  THE  RIGHT  THING  AND  THE  PROFITABLE  THING  BE  THE  SAME  THING? 


United  Technologies  has  reduced  energy  consumption  measured  in  Btu's  by  19%  over 
the  last  decade,  on  a  company  more  than  twice  the  size.  We  make  more  efficient 
products,  like  elevators  that  use  70%  less  energy  and  fuel  cell  buses  whose  emissions 
are  water  and  waste  heat,  and  nothing  more.  United  Technologies:  the  47.8  billion 
dollar  company  that  proves  you  can  be  as  conscientious  as  you  are  competitive  at 
every  turn.  Learn  more  at  utc.com/curious. 


United 

Technologies 

You  can  see  everything  from  here. 


CARRIER  |  HAMILTON  SUNDSTRAND     OTIS     PRATT  &  WHITNEY  |  SIKORSKY  |  UTC  FIRE  &  SECURITY  |  UTC  POWER  |  NYSE:  UTX 
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Why  big  foundations 

are  banding  together 
for  the  first  time 


BY  VARTAN  GREGORIAN 
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N  1911,  WHEN  ANDREW  CARNEGI] 
created  Carnegie  Corporation  of  Nev 
York  with  an  endowment  of  $135  mil 
lion  ($2.2  billion  in  today's  money) 
it  was,  in  the  words  of  biographe 
Joseph  Frazier  Wall,  the  first  "super-trust  in  the  histor 
of  philanthropy."  In  its  early  years  the  endowment" 
principal  exceeded  the  annual  higher-education 
spending  in  the  U.S.  by  the  federal  government.  Then 
was  not  a  richer  philanthropic  institution  until  Henr 
Ford  died  in  1947  and  bequeathed  his  nonvoting  share; 
to  the  Ford  Foundation.  Since  then,  even  with  thi 
proliferation  of  foundations — some  22,000  by  1980 
71,000-plus  by  2005— more  than  a  quarter  of  all  asset: 
remain  concentrated  in  the  25  largest  institutions. 

The  earliest  American  foundations  were  primarily 
created  by  wealthy  individuals  who  had  particular  idea 
about  how  their  money  should  be  spent.  Andrev 
Carnegie  was  an  exception.  He  refused  to  hold  hi: 
foundations  future  hostage  to  the  past,  declaring, 
give  my  trustees  full  authority  to  change  policy  oi 
causes  hitherto  aided,  from  time  to  time,  when  this,  ir 
their  opinion,  has  become  necessary  or  desirable."  Tha 
unusual  mandate  also  anticipated  changes  in  how  ar 
institution  might  operate. 

Until  recently  few  foundations  thought  to  act  col 
laboratively.  This  is  not  surprising:  Many  corporation; 
and  nonprofits  behave  with  the  same  individualisrr 


Jithat  is  the  hallmark  of  Americans  and  American  soci- 
Jety.  So  do  universities.  That  became  very  clear  when  I 
Jtvvas  dean  and  provost  at  the  University  of  Pennsylvania 
.  Jin  the  1970s.  Though  I  made  efforts  to  create  alliances 
j  inside  and  beyond  the  Ivy  League,  my  efforts  often 
.[failed.  While  cooperation  seems  like  a  great  idea  during 
i  times  of  recession  and  fiscal  and  operational  distress, 
.  the  desire  to  work  together  seems  to  vanish  when  the 
i  heat  is  off  or  prosperity  returns.  An  even  larger  obstacle 
I  is  institutional  pride:  the  sense  that  being  the  initiator 
j  of  a  cooperative  effort  might  signal  weakness.  Maybe 
i  there  is  suspicion  that  one  institution  might  be  benefit- 
|  ing  at  the  expense  of  another  or  that  a  relationship  that 
[j  appears  symbiotic  might,  instead,  be  parasitic.  Perhaps 
||  it  is  just  human  nature  to  band  together  when  the  going 
|  gets  tough  and  to  go  one's  own  way  when  things  get 
j  better.  How  quickly  we  formed  car  pools  during  the 
I  energy  crises  of  the  1970s,  then  fell  back  on  our  solitary 
fi  habits  when  the  gasoline  pipelines  began  flowing  again. 

In  the  world  of  philanthropy  we  can't  afford  to  drive 
:j  alone  anymore.  When  I  became  president  of  Carnegie 
Corporation  in  1997,  it  was  far  from  the  largest  founda- 
j  tion;  the  Foundation  Directory  put  it  in  sixteenth  place. 
Today  its  $2.5  biDion  puts  it  at  number  24.  (Bill  Gates' 
foundation  is  at  the  top,  with  $33  billion.)  The  amount 
of  money  that  foundations  have  pales  in  comparison  to 
the  vast  problems  facing  our  nation  and  the  world, 
which  are  compounded  by  war,  famine,  disease  and 


religious  intolerance.  How,  then,  should  such  institu- 
tions create  the  greatest  good  with  their  resources? 

The  answer  is:  by  forming  giving  networks.  The  kind 
of  collaborative  undertakings  I  was  unable  to  help  engen- 
der in  the  university  community  have,  to  my  great  joy, 
come  calling  for  me  at  the  Corporation.  We  have  been 
working  with  the  leaders  of  sister  foundations  such  as  the 
Ford  Foundation,  the  John  D.  &  Catherine  T.  MacArthur 
Foundation,  the  Annenberg  Foundation,  the  John  S.  & 
James  L.  Knight  Foundation  and  the  Rockefeller  Foun- 
dation and  have  been  able  to  collectively  draw  on  lessons 
from  our  long  history  of  grantmaking  and  strategically 
combine  resources  in  order  to  have  an  impact  that  is  larger 
than  any  we  could  have  achieved  alone. 

Example:  The  Partnership  for  Higher  Education  in 
Africa  is  a  $350  million  effort  by  six  foundations  to 
strengthen  universities  on  that  continent.  Key  to  this  col- 
laboration was  the  decision  to  allow  each  grantmaking 
institution  to  maintain  its  own  agenda.  Still,  the  founda- 
tion partners  benefit  from  one  another's  networks  of 
technical  expertise  and  contacts  within  universities.  And 
when  one  foundation  sponsors  a  conference  or  work- 
shop in  areas  such  as  fundraising,  financial  management 
and  library  development,  it  tends  to  open  these  educa- 
tional experiences  to  other  universities.  This  expands  the 
chances  for  learning  and  has  a  synergistic  effect,  creating 
opportunities  for  peer  learning  that,  while  difficult  to 
quantify,  are  highly  valuable. 

Carnegie  Corporation  partners  with  Knight  to 
improve  journalism  education  in  the  U.S.  We  have  worked 
with  the  Annenberg,  Nellie  Mae  Education  and  Ford  foun- 
dations on  Teachers  for  a  New  Era,  a  program  to  improve 
teacher  education  at  1 1  public  and  private  colleges  and 
universities.  A  recently  formed  learning  network  is  allow- 
ing 30  additional  reform-minded  institutions  to  benefit 
from  lessons  learned  in  the  teacher  program. 

The  Corporation  has  been  joined  by  the  Gates 
Foundation  in  an  effort  to  remake  urban  high  schools. 
The  idea  is  that  school  districts  must  reinvent  the  way 
they  deliver  education  and  involve  the  whole  commu- 
nity in  the  reform  effort.  And  when  the  board  of  the 
Corporation  decided  to  examine  income  inequality  in 
the  U.S.  but  realized  this  institution  did  not  have  the 
capacity  to  do  the  work  itself,  it  made  a  grant  of  $1.5 
million  to  the  Russell  Sage  Foundation,  which  is 
devoted  solely  to  research  in  the  social  sciences. 

Foundations  do  not  have  to  replicate  one  another's 
efforts  in  areas  of  mutual  interest;  doing  so  is  wasteful. 
So  is  worrying  about  who  gets  credit:  What  is  done  to 
improve  the  lives  of  human  beings  is  much  more 
important  than  who  is  responsible.  In  that  spirit  I  hope 
that  foundations  continue  to  link  hands  in  the  quest  for 
the  brighter  world  they  were  created  to  serve.  F 

Vartan  Gregorian  is  president  of  Carnegie  Corporation 
of  New  York. 
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Portfolio  Strategy  i  Ken  Fisher 


NEVER  BEFORE! 


THE  WORLD  HAS  A  WAY  OF  WORRYING  RIGHT  NOW. 
Subprime!  Iran!  High  oil!  Ben  Bernanke's  inflation 
babble!  Profligate  consumers!  Soft  landing!  The  yen 
carry!  These  are  small,  petty,  garden -variety  suicidal 
excuses  to  miss  the  reality  that  this  is  a  uniquely 
spectacular  time. 

This  is  the  very  first  time  in  modern  history  that  we've  seen  a 
prolonged  worldwide  interval  of  equity  arbitrage.  That's  where 
you  borrow  money  to  buy  equity,  earning  more  from  the  equity 
than  you  owe  in  interest  on  the  borrowed  money.  The  arbitrage 
comes  in  three  forms:  corporations  buying  other  corporations  for 
cash,  corporations  buying  some  of  their  own  shares  for  cash  and 
private  equity  investors  buying  corporations  using  mostly  bor- 
rowed money.  The  arbitrage  has  to  do  with  the  fact  that  the  earn- 
ings yield  on  equities  (earnings  divided  by  price)  is  often  more 
than  the  aftertax  cost  of  money  (which  is,  roughly,  two-thirds  of 
whatever  your  long-term  interest  rate  is). 

Equity  arbitrage  has  cropped  up  before,  for  fairly  long 
stretches,  in  single  countries.  It  has  occurred  globally,  for  example 
in  1974  and  1982,  but  only  for  a  short  while.  What's  unprece- 
dented is  the  worldwide  breadth  of  the  phenomenon  and  its 
duration— 55  months  and  counting. 

Far  from  being  about  to  exhaust  itself,  the  leveraged 
buyout/buyback  binge  is,  I  believe,  accelerating.  Why?  Because  it 
takes  a  while  for  corporate  bosses  to  catch  on.  After  a  few  years  of 
seeing  LBO-meisters  get  rich,  they  realize  that  they  had  better  do 
some  borrowing  and  buying  of  their  own,  or  else  someone  else 
will  do  it  to  them. 

What  does  this  mean  to  small  investors?  That  you  should 
own  equities.  The  acceleration  in  buyouts  and  buybacks  will  keep 
creating  a  booming  world  stock  market  by  shrinking  the  supply 
of  equity  while  boosting  earnings  per  share. 

This  year  the  global  equity  supply  will  shrink  by  5%,  or  $1.75 
trillion.  That  dwarfs  the  things  that  people  worry  about,  like  the 
U.S.  deficit,  the  cost  of  the  Iraq  war  or  the  likely  losses  of  princi- 
pal on  subprime  mortgages.  Buy  good  stocks  and 
enjoy  the  ride. 

If,  as  I  suspect,  the  2007  global  eo  nomy  does 


far  better  than  consensus  expectations,  Frances  Lafarge  (40,  L 
should  be  strong.  This  is  the  world's  largest  cement  compan 
second-largest  concrete  firm  and  third-largest  gypsum  wallboai 
maker.  Lafarge's  earnings  are  increasing,  and  yet  the  company 
cheaper  than  most  building-material  peers  at  1.3  times  revem 
and  13  times  this  year's  earnings.  The  stock  yields  2%. 

France  has  lots  of  cheap  stocks  right  now.  Another  is  Sanol 
Aventis  (44,  SNY),  the  world's  third-largest  pharmaceutical  firn 
Generally,  European  drug  stocks  are  cheaper  than  their  U. 
peers  and  should  perform  better  as  stocks  now.  This  firm 
cardiovascular  and  oncology  drugs  are  aimed  squarely  at  th 
West's  aging  demographic.  Sanofi  isn't  thought  of  as 
growth  stock,  but  it  is — yet  priced  like  a  value  stock  i 
13  times  this  year's  earnings. 

Atlanta's  Aaron  Rents  (27,  RNT)  is  a  perfect  benefi 
ciary  of  a  stronger  than  expected  economy.  It  rent! 

and  sells  residential  an«l 
office  furniture,  consume 
electronics  and  home  appli 
ances.  Small,  with  a  marke 
cap  of  only  $1.4  billion! 
Aaron  has  1,280  stores  and 
lots  of  room  to  grow  domes- 
tically. The  stock  sells  at  one! 
times  revenue  and  14  times  I 
my  estimate  for  this  year's| 
earnings. 

Advance  Auto  Parts 
(40,  AAP)  is  America's  second- 
largest  auto  parts  retailer,! 
with  more  than  3,000  stores! 
in  40  states.  The  company  grows  modestly  and  irregularly,  and  the 
volatile  stock  is  lower  than  it  was  two  years  ago.  But  Advance  is 
cheap  enough,  at  14  times  my  estimate  of  this  year's  earnings,  and 
has  a  strong  enough  franchise  to  be  an  attractive  takeover  target, 
against  which  it  has  no  adequate  defense.  Earnings  are  improving 
now.  They  would  improve  even  more  if  the  treasurer  used  ] 
borrowed  money  to  buy  back  a  lot  of  stock. 

Finally,  I  always  hold  a  few  stocks  that  should  do  well  if  the 
rest  of  what  I  expect  backfires.  If  the  economy  and  market 
weaken,  Australia's  Amcor  (25,  AMCR)  should  shine.  Here  is  a 
global  leader  in  a  wide  array  of  packaging  containers  that  are 
economically  insensitive.  At  70%  of  annual  revenue  and  17  times 
trailing  earnings,  this  high-quality  firm  is  cheap  enough  to  be 
defensive,  particularly  with  a  4%  dividend  yield. 

P.S.  In  the  Mar.  26  issue  I  recommended  Lone  Star  Technolo- 
gies (66,  LSS)  at  47  as  a  takeover  target.  I  never  expected  the 
tender  offer  to  come  so  fast.  On  Mar.  29  U.S.  Steel  announced  it 
would  pay  $67.50  for  the  outfit.  Pure  luck!  I  wouldn't  waste  time 
hanging  around  for  the  extra  buck.  You'll  get  it  but  can  do  better 
elsewhere.  F 


The  acceleration 
in  buyouts  and 
buybacks  will 
keep  creating  a 
booming  world 
stock  market  by 
boosting  earn- 
ings per  share. 


I  Forbes 


Money  manager  Ken  Fisher's  latest  book  is  The  Only  Three  Questions  That 
Count  (John  Wiley,  2007).  Visit  his  home  page  at  www.forbes.com/fisher. 
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St.  Regis 

RESIDENCES 
SINGAPORE 


The  one  and  only  branded  residences  in  Singapore 


Singapore's  leading  developer,  City  Developments  Limited 
s  developed  world-class  residences  that  have  set  new 
nchmarks  for  luxury  living  in  Singapore. 

king  pride  of  place  among  our  iconic  accomplishments  are 
u  most  prestigious  developments:  St.  Regis  Residences, 
ngapore;  The  Sail  @  Marina  Bay;  The  Oceanfront  @  Sentosa 
)ve;  and,  most  recently,  the  designer  residential  piece  that 
defines  urban  living,  One  Shenton.  Soon,  we  will  be  unveiling 
if  next  landmark  development  in  the  prime  Grange  Road  district. 

)r  the  pleasure  of  ownership,  please  call  tel:  (65)  6877  1818  or 
sit  www.cdl.com.sg 


One  Shenton,  indulge  above  the  city 
in  the  heart  of  the  Central  Business  District 


"Planned  project,  pending  relevant  approvals  for  development  and  sale. 


City  Developments  Limited 

Your  Best  Investment  In  Properties 


Absolute  Return ;  Lisa  W.  Hess 


MIX  OIL  AND 
ETHANOL 


AN  OCCUPATIONAL  HAZARD  OF  BEING  A  MONEY 
manager  is  that  someone  inevitably  corners  me  at  a 
cocktail  party  and  asks,  "So  what  do  you  think  of 
the  market?"  While  inwardly  groaning  I  smile  and 
try  to  answer  politely,  thinking  to  myself,  "If  I  knew 
that  Id  be  on  the  beach  in  Tahiti."  A  better  question  is,  "Are  you 
finding  anything  interesting  to  buy  these  days?"  Currently  the 
answer  is  definitely,  "Yes."  I  have  two  stocks  for  you  to  look  at, 
both  related  to  energy. 

The  price  of  oil  is  not  going  down  soon.  One  way  to  ride  the 
trend  is  to  buy  producers  of  petroleum.  A  better  way  is  to  buy 
companies  that  supply  services  to  the  producers  of  petroleum. 
Remember,  not  all  of  a  gain  in  the  price  of  oil  stays  in  the  bank 
accounts  of  the  oil  companies.  Since  oil  is  getting  ever  harder  to 
find  and  extract,  much  of  the  price  increase  exits  as  higher  out- 
lays for  drill  pipe,  well  logging,  drill  ships  and  so  on. 

Trico  Marine  (38,  TRMA)  is  a  $560  million  (market  capitaliza- 
tion) company  in  the  oilfield-services  industry,  a  midget  among 
giants.  Trico's  67  ships  transport  equipment  and  supplies  for  the 
offshore  drilling  industry  in  the  Gulf  of  Mexico  and  throughout 
the  world.  The  risk  in  this  cyclical  sector  is  that  you  buy  into  it 
just  before  a  downturn  in  demand.  Right  now,  with  the  world- 
wide utilization  rate  for  offshore  oil  rigs  between  82%  and  84%,  it 
would  seem  that  rig  demand  is  more  likely  to  go  down  than  up. 
Indeed,  demand  is  already  softening  in  the  Gulf  of  Mexico,  where 
easily  drilled  fields  are  being  depleted. 

But  outside  the  Gulf,  including  the  North  Sea  and  the  waters 
off  Africa,  demand  is  as  firm  as  it  has  ever  been.  In  the  past  few 
weeks  the  cost  of  renting  a  deep  water  semisubmersible  offshore 
rig  rose  16%  to  $500,000  a  day,  and  contracts  are  being  signed  for 
as  long  as  five  years.  Trico  isn't  in  that  league,  but  its  supply  ships 
yield  an  average  $  1 1 ,000  to  $20,000  a  day  in  revenue  over  the 
course  of  a  year,  depending  on  the  type  of  vessel. 

At  just  under  ten  times  earnings,  Trico's  share  price  has  an 
awful  lot  of  skepticism  built  into  it,  with  pessimists  fearful  that 


oil  will  slump  worldwide,  as  it  has  in  the  past.  But,  while  the  o! 
business  is  volatile,  the  long-term  bias  these  days  seems  to  b| 
toward  the  upward  side.  Thus,  during  the  two  weeks  that  Ira 
held  those- 15  British  sailors,  the  price  of  oil  climbed  $4.20  pe 
barrel,  adding  $84  million  to  our  daily  consumption  bill. 

Now  here's  another  angle  on  energy:  farming.  1  devoted  m 
last  column  (Mar.  12)  to  the  hunt  for  alternative  energy, 
discussed  our  government's  misguided  but  relentless  subsidy  c 
ethanol.  Sure  enough,  there's  even  more  corn  springing  up  thai 
we  thought.  On  Mar.  30  the  Department  of  Agriculture  release 
a  survey  showing  that  farmers  intend  to  plant  90.5  million  acre 
of  corn,  up  from  78  million  last  year  and  the  highest  since  1944 
That  requires  a  lot  of  seed,  a  lot  of  fertilizer  and  a  lot  of  tractors. 

Titan  International  (25,  TWl)  is  a  manufacturer  of  wheels  anc 
tires  for  makers  of  farm  machinery;  John  Deere,  Case,  Nev 
Holland  and  the  like  are  all  immediate  beneficiaries  of  this  frenz; 
to  plant.  Tires  wear  out  faster  than  tractors  do,  and  Titan  can't  sel 
them  fast  enough. 

The  company  is  the  world's  largest  manufacturer  o 

off-highway  wheels  and  the 
third-largest  maker  of  off-high 
way  tires,  ranging  from  6  to  42 
inches.  A  42-inch  tire  is  really 
really  big;  I  have  a  picture  of  my 
daughter,  then  4,  standing  nexl 
to  one,  and  she  doesn't  even 
come  up  to  the  bottom  o 
the  rim. 

As  you  might  imagine 
Titan  has  a  lot  of  pricing  power 
now.  It  just  announced  a  6% 
price  hike,  which  is  likely  to 
stick.  This  is  a  bit  of  good 
fortune,  for  not  too  long  ago 
wobbly  food  prices  hurt  earnings:  A  fourth-quarter  2006  loss 
clouded  the  entire  year.  The  stock  has  a  $700  million  market  cap 
and  sells  for  21  times  2007's  consensus  earnings  forecast  of  $1.22 
per  share,  up  from  2006's  26  cents. 

While  Titans  sales  should  track  acres  of  corn  planted,  not  the 
price  of  corn,  investors  can  keep  track  of  ethanol's  fortunes  via 
the  crush  spread.  That's  the  gap  between  the  price  of  a  gallon  of 
ethanol  and  the  price  of  the  0.36  bushels  of  corn  used  to  make  it. 
It  is,  so  to  speak,  the  gross  profit  from  distilling  corn  into  ethanol. 

You  can  calculate  the  distillation  spread  yourself  by  taking  the 
Chicago  Board  of  Trade's  near-month  futures  contract  price  for  a 
bushel  of  corn,  multiplying  it  by  0.36  and  subtracting  that  from 
the  price  of  a  gallon  of  ethanol.  (Corn  and  ethanol  futures  are 
quoted  on  the  Chicago  Board  of  Trade's  Web  site.) 

At  the  moment,  the  corn  spread  is  85  cents.  If  it  widens  over 
time,  Titan's  sales  should  keep  expanding.  If  it  shrinks  for  a  while, 
then  the  party  is  over.  F 


The  price  of  oil 
is  headed  one 
way  over  the 
long  pull:  up.  So 
invest  in  stocks 
of  companies 
that  service 
producers. 


I  Forbes 


Lisa  W.  Hess  is  a  New  York  money  manager.  Visit  her 
home  page  at  www.forbes.com/hess. 
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SMALL  LUXURIES 


THE  LEAP  IN  THE  NUMBER  OF  BILLIONAIRES  AND 
mere  millionaires  in  recent  years  has  exploded  the 
demand  for  expensive  luxuries:  BMWs,  exotic  private 
Caribbean  resorts,  huge  second  homes,  Viking  stoves, 
private  jets,  expensive  art  and  $500  wine  bottles. 
But  the  subprime  mortgage  contagion  is  spreading  to  the  rest 
of  housing  and  will  sink  consumer  spending,  the  global  economy 
and  stocks.  Real  estate,  commodities,  private  equity  and  other 
wealth-creating  bubbles  will  disappear. 

With  them  will  go  demand  for  many  of  these  unnecessary 
and  high-priced  items.  Then,  however,  small  luxuries  will  flour- 
ish. These  are  goods  and  services  that  don't  cost  much  but  give 
status  and  uplift  to  those  without  vast  wealth. 

Years  ago,  when  South  Africa  was  under  apartheid  rule,  most 
blacks  there  had  little  income  and  couldn't  afford  status  symbols 
like  cars.  But  many  black  men  carried  slim  silk  umbrellas  as  they 
walked  around  town,  emulating  the  wealthy  London  investment 
bankers,  the  alpha  dogs  in  the  British  Commonwealth. 

Hallmark  greeting  cards  cater  to  the  same  motivations.  You  can 
pick  a  birthday  card  off  the  supermarket  rack  for  $2.  But  you'll  pay 
a  buck  or  two  more  for  one  with  the  Hallmark  label  on  the  back. 

There's  a  revealing  negative  correlation  between  auto  pur- 
chases and  spending  on  apparel.  In  the  tough  economic  days 
of  the  mid-1970s,  early  1980s,  early  1990s  and  early  2000s 
many  people  had  difficulty  buying  new  cars.  As  consolation 
prizes,  they  treated  themselves  to  new  clothes.  Now  auto  sales 
are  weakening  again,  and  apparel  outfits  may  once  more  enjoy 
consumer  favor. 

In  this  column  I  will  not  recommend  specific  stocks.  Nor  am 
I  making  a  bullish  call  on  equities,  since  I  think  a  big  chance 
exists  of  a  recession  this  year,  following  the  spreading  of  the  sub- 
prime  mortgage  plague. 

Nevertheless  companies  in  the  small -luxuries  category  that 
may  do  well  in  sales  and  earnings  include  Hartmarx  (7,  HMX), 
Oxford  Industries  (47,  OXM),  Warnaco  Group  (28,  WRNC),  Polo 
Ralph  Lauren  (93,  rl),  J.  Crew  Group  (40,  kg) 
and  Phillips-Van  Heusen  (57,  PVH),  as  well  as 
housewares  vendor  Williams-Sonoma  (36,  WSM). 


Tiffany  &  Co.  (47,  tif)  will  probably  lose  sales  of  costl 
jewelry  as  investment  bankers'  huge  bonuses  disappeai 
Regardless,  a  partial  offset  will  be  key  chains,  cuff  links  an< 
other  relatively  inexpensive  gifts  in  those  well-known  Tiffanj 
blue  boxes. 

Starbucks  (31,  SBUX)  is  a  prime  example  of  selling  affordablt 
luxury  Don't  mind  that  the  upgraded  coffee  at  McDonald's  wai 
better-rated  in  a  Consumer  Reports  blind  taste  (see  its  Mard 
2007  issue)  than  the  plain  coffee  at  Starbucks.  What  matters  ii 
the  experience,  and  the  fancier  drinks  like  espresso  and  latt« 
served  in  a  relaxed  and  pleasant  setting. 

In  its  drive  for  growth  Starbucks  is  stretching 
itself  thin.  It  is  not  uncommon  to  find  two  Star- 
bucks within  walking  distance  of  each  other.  Foil 
another  thing,  the  chain  is  selling,  besides  $4 
beverages,  sandwiches,  mints,  stuffed  animals,| 
books  and  CDs. 

Starbucks  is  also  movingl 
downscale  from  its  affluent! 
college-graduate  customers  tol 
poor  neighborhoods.  Andl 
the  chain  is  going  beyondl 
its  trademark  coffee-housel 
atmosphere  with  new  drive- 
through  sales  windows.  What's] 
more,  the  firm  is  selling  coffeei 
to  offices  that  want  to  keep 
employees  from  running  out 
for  a  cup  of  their  favorite  java. 
Could  expansionism  take 
Starbucks  out  of  the  small-luxuries  category?  Maybe  so.  This  is  a 
serious  risk.  Chairman  Howard  Schultz  worries,  in  a  recent 
memo  about  the  "commoditization"  of  the  Starbucks  experience, 
that  his  company  will  lose  its  cachet.  But  Starbucks  may  find  a 
way  to  combine  mass  and  class  with  a  spectrum  of  stores  and 
menu  items. 

This  is  what  Tiffany  has  already  succeeded  in  doing;  it  can 
display  a  $250  silver  bracelet  not  far  from  a  $2,100  diamond- 
encrusted  pendant  without  tarnishing  the  latter. 

Nevertheless,  Starbucks  does  face  competition  that  could 
limit  its  growth  plans.  Dunkin'  Donuts,  now  owned  by  pri- 
vate equity  groups,  and  McDonald's  (46,  MCD)  are  expanding 
specialty  coffee  offerings  while  aiming  lower  on  the  price 
spectrum. 

Without  making  a  call  on  whether  Starbucks  or  McDonald's 
will  win  more  of  the  growth  in  the  gourmet  coffee  market,  I  will 
simply  include  the  latter  in  "the  small-luxuries  category,  albeit  at 
the  extreme  low  end  of  the  price  range. 

For  someone  with  a  modest  income,  a  meal  out  is  a  small 
luxury.  Note  that  the  fast-food  chain's  profits  have  held  up  well  in 
recessions.  F 


When  bad 
times  return, 
indulgences 
like  Starbucks 
coffee,  Tiffany 
cuff  links  and 
J.  Crew  clothes 
will  sell  well. 


I  Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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TRAVEL  

ONE  EVENING  LAST  NOVEM- 
ber  my  wife  and  I  found 
ourselves  checking  into  the 
Lelah  Hotel  in  central 
Tehran,  for  the  start  of  what 
proved  to  be  an  1 1-day  visit  in  which  we 
interacted  with  cabbies,  students,  rug 
salesmen,  hotel  and  sales  clerks,  a  doctor, 
pharmacists  and  waiters  who  live  on  this 
spoke  of  the  Axis  of  Evil. 

We  neither  met  nor  spoke  with  any 
government  officials  or  religious  leaders — 
just  the  modern  inhabitants  of  a  2,500- 
year-old  Persian  civilization. 

The  trip  came  about  unexpectedly. 
We  were  invited  six  weeks  before  departure 
to  join  a  group  of  four  impossibly  well- 
traveled  Americans  and  one  Brit  on  a 
journey  arranged  entirely  by  e-mail  with  a 
prominent  Iranian  tour  guide.  Friends 
who  had  never  set  foot  in  the  country 
scolded  us.  It's  just  not  safe,  they  said. 
Americans  who  had  been  there,  however — 
including  an  MIT  professor  and  a  Wall 
Street  analyst  I  know — assured  me  Id 
have  no  problem. 

How  right  they  were.  Nobody  moni- 
tored us.  Nobody  cared  that  two  of  us 
were  Jewish. 

Our  central  takeaway?  That  the  Iranian 
people  love  America.  Yes,  their  government 
is  one  of  the  most  hostile  to  the  the  U.S. 
(and  to  the  U.K.)  in  all  the  Middle  East. 
But  the  gulf  in  attitude  between  the  Iranian 
government  and  those  it  governs  appears 
immense. 

Iranians  initiated  conversations  with  us 
wherever  we  went.  They  approached  us  on 
street  corners,  in  souks  and  in  restaurants. 
First  they  asked  where  we  were  from. 
When  we  said  the  U.S.,  they  almost  always 
responded,  "We  love  America!"  At  first  this 
was  hard  for  us  to  believe.  But  it  continued 
for  1 1  days  in  four  cities. 

There  is  a  lot  to  see  and  do.  Skiing, 
hiking  and  diving  spots  are  good  and 
uncrowded.  Iran  is  an  urban  nation,  and 
its  cities  are  as  interesting  as  they  are 
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This  American  tourist  says  getting 
to  Iran  was  easy#  the  reception  surprising, 
the  dollar  potent  |  By  G.  A.  Kraut 


different.  The  museums  are  first-rate.  The 
hotels  are  fine.  The  food  is  almost  always 
Persian,  but  pizza  and  hamburgers  are 
available.  The  dollar  goes  a  long  way.  It's 
hard  to  spend  much  more  than  $200  per 
day  per  person  on  hotels,  food,  local 
transportation,  guide  services,  etc.  Leave 
your  desire  for  wine  or  spirits  at  home.  Its 
permissible  for  non-Muslims  to  drink  but 
only  in  a  private  home  (not  in  a  hotel). 

Our  journey  began  in  Tehran,  a 
polluted,  traffic-clogged  city  of  15  million 
set  at  the  foot  of  the  Elburz  mountains, 
majestic  when  visible  on  the  occasional 
clear  day.  From  there  we  set  off  on  Iran 
Air  for  the  city  of  Yazd  and  continued  on 
aboard  a  chartered  luxury  bus.  This 
enabled  us  to  see  the  countryside  and 
small  villages  and  to  experience  the  pass 
system  that  requires  drivers  to  check 
in  with  roadside  officials  as  they  go 
from  town  to  town.  We  saw  Shiraz  before 
visiting  the  crown  jewel,  Isfahan,  once  one 
of  the  largest  cities  in  the  world  and  today 
one  of  the  most  beautiful. 


From  Shiraz's  traffic  and  bazaars  (above  and 
right)  to  Persepolis  (top  right),  Iran's  culture 
spans  2,500  years.  Women  are  doctors,  cabbies 
and  60%  of  university  students. 


We  returned  to  Tehran,  taking  a  road- 
side view  along  the  way  of  Qom,  home  of 
many  ultraconservative  religious  leaders, 
including  the  late  Ayatollah  Khomeini. 

Iran  is  a  nation  of  70  million  people  in 
a  space  the  size  of  Alaska.  Most  Iranians 
aren't  Arab  and  dislike  being  considered 
Arab.  Most  are  Shiite  Muslims.  Iranians 
are  first  and  foremost  Persians— 53% 
of  the  population.  Minorities  include 
Afghans,  Baluchis,  Arabs,  Azerbaijanis, 


Armenians,  Christians  and  Jews. 

Israeli  citizens  are  not  permitted 
to  enter  Iran,  but  this  prohibition  does 
not  apply  to  Jews  from  other  nations.  Some 
30,000  Jews  live  in  Iran,  giving  it  the  largest 
Jewish  population  in  the  Middle  East 
outside  of  Israel.  With  some  exceptions, 
religion  can  be  practiced  freely. 

Two-thirds  of  Iranians  were  born  after 
the  1979  revolution  that  put  clerics  into 
power.  The  young  Iranians  we  met  clearly 
want  freedom,  although  in  a  Muslim  con- 
text. They  told  us  about  their  fascination 
with  most  things  Western,  from  clothes  to 
music  to  Internet  pages. 


Iranians  speak  Farsi.  They  revere  poets 
and  have  constructed  huge  monuments  to 
them.  Farsi,  like  poetry,  is  indirect,  and  loses 
nuances  in  translation.  For  example,  our 
tour  guide  graciously  invited  us  to  "have 
tea"  with  his  family  in  Tehran,  the  day 
before  our  return  flight.  When  we  got  to 
his  apartment,  it  was  clear  that  his  wife  had 
been  cooking  all  day  for  us.  She  served  a 
magnificent  dinner,  preceded  by  the  finest 
Iranian  caviar. 

The  women  of  Iran  are  doctors,  legis- 
lators, cabdrivers  and  sales  clerks,  jobs  that 
in  other  Muslim  countries  are  reserved 
for  men.  Women  are  60%  of  university  stu- 


dents. They  vote,  yet  they  are  still  confined 
to  traditional  dress  outside  their  homes 
and  subject  to  male  authority.  Boutiques 
selling  lingerie  and  stylish  fashion  line  the 
shopping  mall.  But  garments  from  such 
stores  are  worn  only  at  home. 

There  are  no  Starbucks,  McDonald's 
or  Home  Depots.  Nor  are  there  many 
skyscrapers.  We  did  not  see  poverty  in  the 
cities,  though  we  know  rural  poverty 
exists.  There  were  no  beggars.  There 
appears  to  be  so  little  crime  that  carrying 
large  amounts  of  cash  is  not  considered 
unwise.  (We  did  not  traverse  such  danger- 
ous areas  as  the  Iran-Iraq  border  or  remote 
areas  like  Baluchistan  near  Pakistan,  where 
conflict  rages.) 

Iran  is  clearly  not  a  Third  World 
nation.  There  is  massive  oil  wealth,  a  large 
middle  class  and  a  good  education  system. 
Iran  Air's  domestic  flights  are  always 
booked  and  inexpensive,  but  the  equip- 
ment is  old.  There  are  many  international 
flights  out  of  Tehran. 

The  nation's  assets  are  not  well  man- 
aged. Inflation  is  a  problem.  There  is  little 
foreign  investment.  Although  the  govern- 
ment creates  jobs,  there  is  a  lot  of  unem- 
ployment. Carpet  dealers  are  the  only 
retailers  likely  to  accept  credit  cards. 

I  am  convinced  that  some  people  in 
America  do  not  believe  me  when  I  tell 
them  how  hospitable  the  Iranian  people 
are  to  foreign  visitors.  Breaking  down 
misconceptions  isn't  easy.  I  don't  advocate 
travel  destinations  anywhere  for  anybody. 
I  do  advocate  human  understanding 
across  cultures  as  a  way  of  getting  past 
differences.  I'm  not  a  political  talking 
head,  just  a  tourist.  I  reported  on  what  I 
saw.  Without  dialogue,  how  do  we  make 
friends?  Amazing  what  you  can  learn  sim- 
ply by  showing  up  and  talking  to  people. 

For  further  information  on  the  state  of 
civil  liberties  in  Iran,  and  for  a  list  of  recom- 
mended readings,  visit  www.forbes.com.  F 

G.A.  Kraut  is  an  investor  relations 
counselor  in  New  York  City. 
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French  Toast 

U.S.  cooking  prodigy  Gavin  Kaysen  tried  to  poach 
the  world's  top  culinary  prize — le  Bocuse  d'Or — 
from  the  French.  What  Gaul!  By  Dirk  Smillie 


A I  ( )WERING  MAN  IN  CHEF'S 
whites  and  a  starched  toque 
strode  onstage  inside  Lyon's 
cavernous  EurExpo  hall  in 
January  2007,  to  the  roar  of 
2,000  attendees  from  around  the  world.  Swiss 
fans  rang  cowbells;  Norwegians  blew  air 
horns;  Swedes  waved  baguettes,  into  the  ends 
of  which  they  had  stuffed  little  Swedish  flags. 

The  figure  in  white  was  81 -year-old 
Paul  Bocuse,  France's  most  celebrated  chef 
and  the  founder  of  the  contest  about  to 
start:  the  eleventh  Bocuse  d'Or. 

Held  every  two  years,  the  Bocuse  d'Or 
is  the  Olympics  of  gastronomy;  24  chefs  rep- 
resenting 24  countries  compete.  France  has 
won  five  times,  Norway  three,  Sweden  and 
Luxembourg  once  each.  The  U.S.  had  never 
won.  But  2007  looked  like  it  might  be  the  year. 

Representing  America  was  Gavin 
Kaysen,  27,  described  by  one  food  writer  as 
looking  like  "the  kid  who  mows  your  lawn." 
Bocuse  himself  was  rumored  to  be  rooting 
for  the  young  man.  Kaysen  also  had 
support  from  chefs  Daniel  Boulud  and 
Charlie  Trotter.  At  a  strategy  lunch  in  New 
York  City  last  fall  Boulud  studied  a  photo 
of  Kaysen's  fish  torte;  then,  sounding  like 
Rocky  Balboa's  trainer,  he  advised  the  lad: 
"Don't  use  too  much  dough.  The  French 
judge  will  kill  you." 

The  Bocuse  jury  awards  gold,  silver 
and  bronze  medals.  Top  prize  includes  a 
$26,000  check  and  a  $20,000  Leman  Reveil 
GMT  watch  from  sponsor  Blancpain.  More 
valuable,  though,  is  the  publicity.  Luxem- 
bourg chef  Lea  Linster's  gold  medal  in  1989 
put  her  tiny  rural  restaurant  on  the  map 
and  boosted  her  cookbook  sales. 

Kaysen  got  his  start  warming  up  rolls  for 
sandwiches  at  a  Subway  restaurant.  He  went 
on  to  study  with  chefs  in  France,  Switzerland 
and  the  U.K.  before  returning  to  the  U.S., 
where,  at  age  24,  he  became  executive  chef  at 


Great  White  Culinary  Hope,  Gavin  Kaysen. 

San  Diego  restaurant  El  Bizcocho.  Quite  a 
coup — but  he  had  bigger  fish  to  fry. 

He  persuaded  El  Biz's  owner,  JC 
Resorts,  to  sponsor  him  in  a  bid  for  gold  at 
the  Bocuse  bake-off.  They  spent  $1 50,000 
for  practice  ingredients,  equipment  and  a 
kitchen  assistant.  Kaysen  paid  a  Parisian 
silversmith  $20,000  to  fabricate  two 
gleaming  platters,  upon  which  he  would 
present  his  entry,  including  side  dishes 
called  in  competition  lingo  "garnishes." 

Kaysen  and  his  deuteragonist,  21 -year- 
old  Brandon  Rodgers,  practiced  a  five-hour 
drill  twice  a  week  for  eight  months,  striving 
to  eliminate  any  chance  of  mishap.  (When 
Kaysen  had  competed  as  a  finalist  in  the 
Bocuse  trials  last  summer,  a  defective  light- 
bulb  exploded,  raining  glass  onto  his  kitchen.) 

In  Lyons  on  the  morning  of  the  com- 
petition, Kaysen  went  so  far  as  to  duct-tape 
loose  wires  and  lay  down  carpets,  so  as  to 
prevent  slips  or  falls.  At  precisely  9  a.m.  the 
two-man  U.S.  team  hit  the  stoves. 

The  noise  from  24  competing  kitchens 
was  deafening.  But  Kaysen  and  Rodgers  had 


prepared  for  that,  too:  They  wore  earplugs. 

Kaysen  skinned  and  filleted  four 
chickens  in  nine  minutes,  then  began  madly 
kneading  a  mound  of  truffle  dough  for  his 
halibut  torte.  He  readied  his  knockout 
blow — a  garnish  of  "bacon  and  eggs."  He 
separated  a  dozen  eggs,  poached  yolks  and 
whites  separately  (in  a  water  bath  heated  to 
precisely  88.6  degrees,  since  at  1  degree 
higher  the  yolks  would  lose  translucence), 
then  reassembled  the  eggs  into  a  vertical 
column  of  alternating  orange  and  white 
squares.  From  this  he  hollowed  out  the  cen- 
ter and  poured  in  a  pork-imbued  hollandaise 
sauce.  As  we  said,  bacon  and  eggs. 

By  midafternoon  Kaysen  and  Rodgers' 
platters  were  ready.  Out  came  the  halibut 
torte,  surrounded  by  36  garnishes.  Two 
bearers  walked  the  platter  slowly  past  the 
judges,  then  set  it  down  carefully  for  plat- 
ing. Video  cameras  zoomed  in  to  show 
closeups  as  a  server  sliced  into  it.  As  the 
first  cut  was  removed  the  crowd  gasped: 
The  components  appeared  to  separate. 
Sacre  bleu,  the  torte  was  overcooked! 

Kaysen's  eyes  locked  onto  the  screen  as 
more  slices  were  removed,  some  breaking 
apart  even  before  judges  had  a  chance  to 
poke,  prod  or  consume  them.  It  was  like 
watching  Sasha  Cohen  take  a  header  at 
Turin  in  the  2006  Olympic  Games. 

Minutes  later  Kaysen's  second  platter  ap- 
peared At  the  center  was  a  wheel-shaped  bal- 
lotine  of  chicken,  inlaid  with  chicken  liver,  foie 
gras  and  Louisiana  crayfish.  As  the  display 
reached  judge/chef  Heston  Blumenthal,  the 
Englishman's  eyes  opened  wide.  Two  of  the 
garnishes  were  missing.  Missing?  Consumed! 
A  French  dishwasher  in  Kaysen's  kitchen  had 
mistaken  two  chicken  wings  intended  for  the 
platter  as  rejects — and  had  eaten  them. 

Kaysen  was  furious.  He  and  Davis  had 
trained  for  a  year  and  shipped  2,000 
pounds  of  equipment  10,000  miles,  only  to 
be  undone  by  a  hungry  dishwasher. 

A  few  hours  later  the  winners  walked 
onstage  in  a  rain  of  gold  confetti.  The 
French  had  come  in  first.  The  Americans, 
fourteenth — behind  Australia  and  Iceland. 

Kaysen  returned  to  San  Diego  a  fallen 
souffle  of  a  man.  He  since  has  rallied  and 
is  contemplating  a  rematch  in  2009.  His 
defeat  didn't  much  bother  his  backer. 
Reservations  at  El  Biz  are  up  15%.  F 
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ROCK  &  ROLL  HISTORY 
FOR  SALE! 

Rare  Memorabilia  Released  to  the  Public 

Signed  art  including  Beatles,  Eagles,  Elvis, 
Dylan,  Hendrix  and  MORE! 


For  a  FREE  Catalog  Call: 

1.877.601.ROCK 

www.signedrock.com 

American  Royal  Arte  <w 


Loans 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 

Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


Office  Furniture 


Authorized  Online  Dealer 
HON  Office  Furniture 
FREE  SHIPPING 

No  Hidden  Costs,  Low  Prices 
PlanetOfficeFurniture.com 


Options  Trading 


Start  writing  options  for  income 
in  your  portfolio. 

Liberty  Trading  Group  is  the 
first  brokerage  firm  in  the  US 
to  specialize  exclusively  in 

selling  options. 
Free  sample  newsletter  at 
www.optionsellers.com 
(Futures  Trading  Involves  Risk  of  Loss) 
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FREE  information  on 
TEED  seat  and  back  supports. 
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www.postureeducation.com 
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Media  Options 
1-800-442-6441 

mediopt@aol.com 


Capital  Available 


We  See  Your  Success 


tal  capital  into  firms  like  yours  and  employ 
d  financial  structure  designed  to  increase 
sales  growth  and  profitability. 

212.755.3636  www.capstonetrade.com 
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Domestic  &  International  Accounts  Receivable  Factoring 


nic  Country  Ranch 


Oregon  "Wild  and  Scenic  River" 


3  miles  John  Day  River.  .Steelhead,  trout,  elk,  deer,  salmon, 
chukars,  quail,  turkeys.  Timber,  irrigated  meadow,  gorgeous 
home,  views.  More  homes  can  be  added.  Mild  climate, 
Sparse  county.  1241  acres.  $2. 95m 

Wilburn  Ranch  Brokerage  541-421-5300 
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LIFE  INSURANCE  ALERT  FOR  SENIORS 

NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  lnsure.com 

"The  best  Web  site  I've  found..." 

The  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Kiplinger's 

"...this  site  is  flush  with 
useful  features." 

Forbes.com 

"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 

Insurance  for  Dummies 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use,  (best 
of  all,  it's  free)  is  lnsure.com..." 

Yahoo'  FINANCE 


Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 
Cash  offer:  $100,000 
72  year-old  female:  $750,000  policy 
Cash  offer:  $165,000 
78  year-old  male:  $1 ,200,000  policy 
Cash  offer:  $408,000 
83  year-old  female:  $2,000,000  policy 
Cash  offer:  $406,000 


•  Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

•  For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

•  How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insute.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


./_ 


$ 


Date  of  birth  (MM/DD/YY) 


Coverage 


City  State  Zip 

Major  Illness  History:    D  Heart  Disease   D  Cancer   D  Diabetes   D  Stroke   D  Other  

(Please  check  all  that  apply.) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561                                             Ad  Code:  FORBS  5/07 
L      J 

NOTE  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states.  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices.  The  National  Association 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled,  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements."  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  wwwnaic  org  This  message  and  offer  is  void  where  prohibited  by  law.  Insure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  and 
commissions  paid  by  participating  insurance  companies,  life  settlement  providers  and  investors.  Copyright©  1984-2007  lnsure.com.  Inc.  All  rights  reserved.  CA  agent  #0A13858, 
LA  agent  #200696,  MA  agent  #3335091 59  lnsure.com,  Inc.  DBA  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com,  Inc.  DBA 
lnsure.com  Insurance  Services,  Inc.  in  UT  under  agent  #90093. 
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Unique  Opportunity  for  an  Investor  or  Collector 


"Ob  ©mi  (fits  \ksmm  /Mic^ 

tKDScsff  (Iks  Gtos*  em*)      Gjmjssm  ©Mm  Gftmtf 


See  the  complete  description  at: 
www.stuppler.com/kauf 


&  gee©  asepsis)  to  (MM)  a  gfJtoa? 


(888)454-0444  barry@stuppler.com 


C/oset  ManUfacturim 


Franchise  Opportunity 

Leading  Closet  and  Home  Organizing  Company  in  the  U.S. 


Custom  Closets,  Garage  Cabinets,  Home  Offices,  Pantries.  Laundries  and  more.. 


•  No  industry  experience  required 

•  2  3  years  Industry  expenetxie  and  success 

•  Proven  business  model 

•  Excellent  training  with  ongoing  support 

•  Rated  *  1  by  Entrepreneur  Magazine 


Closets 


byDesign 


Call  for  Information  (800)  377-5737 


Forbes 

Business  Classified  ■  ftrbes  Stock  Market  Course 


For  Advertising  Informati^- 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


This  easy-to-read  common  sense 
on-line  guide  to  building  wealth 
includes  1 3  individual  sections 
covering  fundamental  analysis, 
technical  analysis,  reading  financial 
statements,  tax-favored  strategies, 
fixed-income  securities,  derivatives, 

mutual  funds,  hedge  funds,  and 
much  more.  Purchase  the  full  course 
for  only  $99.95,or  buy  individual 
sections  for  only  $9.95. 


Business  Opportuni 
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Executive  Furniture 


BUSINESSES  FOR  SALE 


International  Investment  Banking  Firm 
has  Middle  Market  Businesses  for  Sale 


GW  EQUITY 

Merger*  A  AcquitJtons 
877-213-1792 


www.GWEQUITY.com 


LEARN  TO  INVEST 
IN    REAL    E  S  TAT  E 


No  books  or  tapes  to  buy 
1  -on- 1  instruction  •  Cash  sources  avail 
Fraction  of  the  cost  ot  other  programs 
LIMITED  AVAILABILITY 
■rllliM,»lM*M«*H:lll.l*« 

866-882-5060 


Bank  for  Sale 
800-733-2191 

www.corbettandkish.com 

WBC 

15  years  of  excellence 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


'LOOK"  This  is  Different 


If  you  can  comfortably  afford  a  "one 
time"  investment  of  $12,900  you 
could  earn  $  1 5,000  plus  every  month 
and  it's  easy  and  fun!  We  guarantee  to 
show  you  how  -  in  your  area  -  where  it 
counts,  "a  Corporate  First".  Includes 
a  one-on-one  training  program. 
CALL:  1-877-808-0800 


Newsletter 


fTHE  WORLD  IS  SHRINKINGfl 


Nantfechnology  is  changing  our  world 

...  our  dothes,  the  military,  science, 
autos,  medial  technology ...  every- 
thing! Ir/stheinvesrjTientcppcf^niiy 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  nght  side  of  history, 

separates  the  true  leaders  from  the 
ovemyped.  Subscrfoe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 

to  www.fbrbeswolfe.com/frb. 

Please  use  savings  code  JN5SAVL 


Executive  Privilege. 


You  are  graciously  invited 
to  experience  the  world's 
most  elegant,  comfortable 
executive  chair,  crafted  by 
the  venerable  Gunlocke 
Company  of  Wayland,  NY. 

Originally  designed  for 
President  John  F.  Kennedy, 
historic  details  include 
steam-bent  frame,  natural 
leather  upholstery,  and 
sculpted  cherrywood  finish. 

Reward  your  success  with 
this  brilliant  example  of 
American  craftsmanship. 

The  Oval  Office  Chair. 
Ring  (800)  581-7599 
or  visit 
www.newyorkfirst.com 
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Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customerservice 

orcall...800-888-9896 


vp, 

CI 


ammmmm  m 


B  u  s 


i  n 

mm"  m 


Advertisement 


ess 


C  I  ass 


May  7,  2007 


i  f  i  e  d 


Your  Mass-Market  Media  Made  Simple...  Just  A  Call  Away! 


Subject:  Thank  You  STG! 

Vincent  Schuman 

To:  STG  Media  Corp. 


As  a  medical  manufacturer  and  global  product  marketing 
corporation,  we  know  the  mass  market  consumer  can  be  very 
challenging.  That  is  why  we  were  recommended  to  STG  Media. 
They  took  our  state-of-the-art  ice  pack,  "First  Ice,"  and  created 
the  packaging,  developed  our  online  store,  crafted  our  market 
positioning,  and  continue  to  manage  our  ongoing  national  media 
campaign.  The  marketing  solutions  they  recommended  and 
executed,  combined  with  the  retail  distribution  channels  they 
connected  us  to,  have  expanded  our  market  share  exponentially. 


Vincent  Schuman 
President 

Challenge  Products  LLC 


Subject:  Why  I  Would  Recommend  STG  To  Anyone 
Paul  Carpenter 

To:  STG  Media  Corp. 


Our  products  were  performing  ok  in  retail,  but  I  knew  we  had  the 
potential  to  do  better.  The  talented  professionals  at  STG  Media 
redesigned  our  packaging,  improved  our  direct  response  and  brand 
positioning,  connected  us  to  the  right  mass-market  retail  channels, 
and  worked  tirelessly  with  our  brokers  and  retail  buyers.  As  a 
result,  we  have  expanded  our  brand  nationally  and  experienced 
increased  sales  beyond  our  original  goals. 

Paul  Carpenter 
President 
SINOL  USA 
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We'd  like  to  earn  your  testimonial,  too.  First,  we  need 
the  opportunity  to  grow  your  business.  Get  a  fresh 
perspective.  Open  a  new  door.  A  simple  phone  call  is  all  it  takes. 

What  we  do... 

~  Buying  and planning/or  National 'Television,  Radio, 
Magazines,  Newspapers  and  Internet  Advertising. 

~  Mass  market  and  direct-to-retail  product 

management  and  brokeringfor  CVS,  Walgreens, 
Wal-Mart,  Kmart,  Target,  etc, 

~  Full  creative  services  for  Print,  Television,  Radio 
and  Web. 

We  specialize  in  brand  strategies  with  direct 
advertising  metrics  and  accountability,  creating  the 
perfect  formula  for  sharing  your  message  widi  the  world! 

Call  us  today > 

and  see  the  difference  we  can  make! 

<Q\   Call  866-834-4370 
'  tm\  visit  www.stgadv.com 
email  luca@stgmediacorp.com 

How  The  World  Responds  To  You. '"  [Stg  media] 
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Prime  location,  2  14  hrs  from  Miami,  and  minutes  from 
Belize  Keys.  Totally  free  and  clear,  grandfathered  beach 
title.  Area  experiencing  active  development! 

Please  contact  Carlos  Villatoro, 
VP,  OSO  LLC,  at:  617.312.8708 
CRV@bostoniagroup.com 


Business  Publisher 
Seeking  Authors 

Find  out  the  9  Ways  to  Market 
your  Business  by  Publishing  a 
Book.  For  your  free  audio  CD, 
call  our  recorded  message, 

1.866.775.1696,  Ext.  110 

www.amgbook.com/forbes 


NEVADA  LLCs 


ASSET  PROTECTION 

Tax  &  Estate  Planning, 
S  Sears  Family  LPs,  Corporations, 
CPA-Attorney  Trusts,  International  Banking 
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For  Advertising  Information  and  Rates  Contact: 

Media  Options:  You  can  charge  row  ad 

1-800-442-6441  mediopt@aol.com  JHJfolC 
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Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customerservice 

orcalL.800-888-9896 
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(800)  640-7639 

holidaygroup.com/fm 


Arkansas 


OWNER  SELLING  154  ACRES 


2918  feet  of  Beaver  Lake  Waterfront 
&  Views.  Minutes  to  Eureka  Springs, 
Rogers,  &  Bentonville,  Arkansas. 
Unique  and  Rare. 

Details:  www.Ark-Land.com 
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On  the  Business  of  Life 


rri 

he  Biblical  story  of  burying  the  talents  in  a  napkin  is  merely  a  sermon  on  Opportunity.  The  brother 
who  diligently  seized  Opportunity  became  "ruler  over  many  things."  The  other  who  loafed 
lost  even  what  he  had.  How  are  you  using  your  talents?  Are  you  zealously,  industriously, 
painstakingly  increasing  them?  Or  are  you  letting  them  lie  dormant,  rusting  and  rotting?  Opportunity  can  be 
spelt  with  four  letters.  These  letters  are  not  L-u-c-k.  They  are  W-o-r-k  —B.C.  FORBES  (1917) 


Some  Thoughts  on  the  Business  of  Life  as 
expressed  in  FORBES  in  1917: 

This  is  the  best  day  the  world  has  ever 
seen.  Tomorrow  will  be  a  better  one. 

— R.A.  CAMPBELL 


The  victory  of  success  is  half  won  when 
one  gains  the  habit  of  work. 

— SAPAH  K.  BOLTON 

A  good  way  to  rid  one's  self  of  a  sense  of 
discomfort  is  to  do  something.  That 
uneasy,  dissatisfied  feeling  is  actual  force 
vibrating  out  of  order;  it  may  be  turned 
to  practical  account  by  giving  proper 
expression  to  its  creative  character. 

—WILLIAM  MORRIS 


To  win  the  war  our  government  must 
have  steel  and  more  steel.  It  is  clear  we 
must  prepare  ourselves  for  a  long  and 
uninterrupted  continuance  of  hostilities. 
The  foe  is  strong  and  desperate. 

—ELBERT  H.  GARY 


No  business  in  the  country  today 
is  important  except  as  it  contributes 
toward  winning  the  war. 

—ALLAN  B.  FORBES 


Earnest  resolution  has  often  seemed 
to  have  about  it  almost  a  savor  of 
omnipotence. 

—SAMUEL  SMILES 


FORBES 
MAGAZINE 


Devoted  to  Doers  and  Doings 
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I  saw  that  there  was  an  opportunity  to 
enter  afield  which  could  be  made  as  broad 
as  the  world,  something  that  everybody 
could  use  if  given  it  cheap  enough;  so  I 
became  interested  in  oil. 

— JOHN  D.  ROCKEFELLER 


Look  before  or  you'll  find  yourself  behind. 

—BEN  FRANKLIN 


The  day  after  a  performance  I  am  limp, 
useless,  worn  out,  but  I  don't  regret  it.  I've 
given  my  all,  and  nothing  less  than  that 
satisfies  me. 

— GERALDINE  FARRAR 


The  reward  of  one  duty  is  the  power 
to  fulfill  another. 

—GEORGE  ELIOT 


Nothing  is  denied  to  well-directed  labor, 
and  nothing  is  to  be  attained  without  it. 

—JOSHUA  REYNOLDS!) 

Boxing  taught  me  something  that  can  be 
used  to  good  advantage  in  politics — when 
you  see  the  other  fellow  getting  ready  for  a 
punch,  hit  him  first  and  hit  him  hard! 

—SENATOR  HIRAM  W.  JOHNSON 


In  compiling  a  floral  album  take  care  to 
classify  as  a  member  of  the  daisy  family 
that  woman  who  can  put  the  lid  on 
household  extravagance  and  keep  it  on. 

—FRANCES  L.  GARSIDE 


Just  what  kind  of  a  magazine  B.C.  Forbes 
means  to  publish  I  do  not  know.  In  truth,  I 
don't  know  why  he  is  publishing  it  at  all. 
But  one  thing  I  do  know — it  will  be  an 
interesting  magazine,  faithful  to  the  facts, 
and  fair  to  the  man  whom  it  writes  about. 
I  mean  to  have  it  from  the  first  number — 
free,  of  course,  if  I  can  get  it. 

—BRUCE  BARTON 


Wisdom  is  the  principal  thing; 
therefore  get  wisdom:  and  with  all 
thy  getting,  get  understanding. 

—PROVERBS  4:7 
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You  could  win  $100,000  when  you  use  your  MasterCard  BusinessCard 
for  your  small  business  purchases  from  May  1  through  June  30,  2007* 


That's  $50,000  for  your  business  and  $50,000  for  yourself. 


www.mastercardbusiness.com 


'Abbreviated  Rules.  No  Purchase  Necessary  to  Enter  or  Win.  PIN-Based  &  International  Transactions  Ineligible.  Purchasing  Wi[l  Not  Increase  Your  Odds  of  Winning. 
Begins  5/1/07,  12:00:01AM  Central  Time  ("CT)  &  ends  6/30/07,  11:59:59PM  CT  ("Promo  Period").  Open  to  principal  owners  of  small  businesses  in  US  who 
are  authorized  signing  officers  at  said  small  businesses  &  legal  US  residents,  18  +.  During  Promo  Period  receive:  1  entry  per  MasterCard  BusinessCard  transaction; 
1  add'l  entry  per  MasterCard  BusinessCard  PayPass  tap  transaction:  &  1  add'l  entry  per  MasterCard  BusinessCard  transaction  at  a  participating  Staples  store, 
via  phone  at  1-800-3STAPLE,  or  online  at  staples.com.  To  enter  without  purchase  &  receive  2  entries,  hand  print  name,  home  mailing  address,  age,  phone,  small 
business  name,  &  "MasterCard  Run  Your  Business,  Live  Your  Life  Promotion"  on  3"x  5"  paper  &  mail  to  be  ree  d  by  7/9/07  to:  MasterCard  Run  Your  Business,  Live 
Your  Life  Promotion,  RO.  Box  15213,  Bridgeport,  CT  06673-5213.  Limit  1  entry/envelope.  (1)  Prize:  $100,000  check:  $50,000  business  &  $50,000  personal  use 
(ARV=$100,000).  Odds  of  winning  depend  on  number  of  eligible  entries  ree'd.  Taxes:  Winner's  responsibility.  Void  where  prohibited.  Eligibility  &  other  restrictions 
apply.  For  full  rules,  call  1-800-MCASSIST  or  www.mastercardbusiness.com.  Sponsor:  MasterCard  International  Incorporated,  2000  Purchase  Street,  Purchase,  NY 
10577  Promoter:  Project  Support  Team,  Inc.,  100  Mill  Plain  Road,  Danbury  CT  06811/www.ProjectSupportTeam.com.  ©2007  MasterCard.  All  Rights  Reserved. 
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BURLINGAME  PUBL  LIB 
4S0  PRIMROSE  RD 
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BURLINGAME  CA  9401  OH 


How  do  you  keep  your 
company  filled  with 
independent  thinkers? 

You  stay  independent. 


LLC  The  BMW  name,  model  names  and  logo  are  registered  trademarks. 


BMW  2007 


bmwusa.com 
1-800-334-4BMW 


Let's  face  it:  being  an  idea  person  can  be 
tough.  It  seems  like  everywhere  you  turn, 
barriers  pop  up.  Bureaucracy,  red  tape,  the 
"guys  upstairs."  It's  a  wonder  any  breakthrough 
ideas  ever  break  through  at  all.  At  BMW 
ideas  are  everything.  And  as  an  independent 
company,  we  have  the  freedom  to  stand 
by  the  leading-edge  concepts  of  our  designers 
and  engineers.  For  instance,  green-lighting 
the  idea  to  build  an  internal  combustion 
engine  powered  by  liquid  hydrogen.  This 


is  no  mere  concept  car,  mind  you.  It's  already 
complete.  In  fact,  our  first  1 00  hydrogen  cars 
released  in  January,  and  the  BMW  H2R 
has  broken  speed  records,  traveling  over 
185  mph.  Opportunities  like  this  keep  the 
best  and  brightest  here  at  BMW  After  all, 
they  don't  want  to  work  at  a  place  that  simply 
talks  about  ideas.  They  want  to  work  at  a 
place  that  makes  sure  great  ideas  live  on 
to  become  Ultimate  Driving  Machines.® 


^^P^P^fffrvive  in  the  wilderness 

□  Stand  on  the  equator 

□  Ride  a  boat  through  a  fjord 

□  Visit  all  50  states 

□  Become  financially  independent 

□  Watch  a  meteor  shower 

□  Tour  MoMA  with  a  personal  guide 

□  Seethe  NFL  draft  live 


Whatever's  on  your list  of 'things  to  do  in  life,  do  it  better  with  Visa  Signature.  With  exclusive  packages  at  Pinehurst,  ittakesyoupU  ;•■ 


LIP 

VISA 


VISA/   GN  ATURE 


UNITED  CMASC  O 

Mtieage  Pius 


tar  rewards  cards  can't  -  like  every  golfer's  No.  7  dream,  Pinehurst  No.  2. 


Presenting  Visa's  line  of  luxury  rewards  cards.  Benefits 
beyond  rewards.  Dozens  of  card  choices.  Visa.com/signature. 


©2007  Visa  U  S  A  Inc 
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Breguet  now  reveal 
over  two  centuries 
of  watchmaking  tradition 


Inspired  by  a  souscription  watch,  "La  Tradition  Breguet"  salutes  one  of  Breguet's  most  important  inventions,  the  pare-chute. 
Hand-wound  mechanical  movement,  caliber  507DR,  with  straight-line  lever  escapement,  monometallic  balance  and  Breguet  overcoil. 


Bi 


reguet  Boutique,  779  Madison  Avenue,  New  York,  (212)  288-4014 
raguei  Boutique,  280  North  Rodeo  Drive,  Beverly  Hills,  (310)  860-9911 

Breguet  Boutic.  Geneva  -  Paris  -  Cannes  -  Tokyo  -  Dubai  -  Vienna  -  London  -  Seoul  -  www.breguet.com 


Forbes 

MAY  21,  2007  |  VOLUME  179  NUMBER  11 


98  Best  Bosses  for  the  Buck 

These  ten  chief  executives  run  a  diverse  set  of  companies,  from 
carpetmakers  to  railroads  to  online  retailers.  But  they've  all 
delivered  stellar  returns  to  shareholders  while  taking  reasonable 
pay  packages. 

94  Meq  Whitman's  Ebay: 
Stillthe  Top  Auctioneer 

Meg  Whitman  built  a  retail  leviathan  without  sacrificing  her 
customers,  shareholders  or  ethics.  She  still  has  more  to  prove. 
By  Erika  Brown 

100  Great  While  Nobody's  Watching  J 

Omnicare's  chain  of  nursing  home  pharmacies  was  a 
dynamo  until  people  started  asking  questions.  Boss  Joel 
Gemunder's  still  getting  paid  like  its  the  good  old  days. 
By  David  Whelan 

100  The  Most  Overpaid  CEOs 
102  Top  Guns 

Think  chief  executives  get  fat  paychecks?  People  who 
manage  piles  of  money  do  much  better. 
By  Michael  K.  Ozanian  and  Peter  J.  Schwartz 

106  Pantheon  of  Pay 

A  titan  of  industry  in  the  Roaring  Twenties. 
Televisions  richest  diva.  Hollywood's  premier  power 
player.  These  lords  of  loot  still  can't  hold  a  candle  to 
what  Wall  Streets  best-compensated  money  mogul- 
James  Simons — earned  last  year. 
By  Jack  Gage 

108  Pay  Dirt 

Who  gets  paid  more,  chief  executives  at  public  or  private 
companies?  By  Elizabeth  MacDonald 

112  Big  Paychecks 

The  100  highest-earning  CEOs  in  the  U.S. 
By  Scott  DeCarlo 
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Hand-wound  mechanical  movement,  caliber  507DR,  with  straight-line  lever  escapement,  monometallic  balance  and  Breguet  overcoil. 
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proving  ycwrse 
10% 


We  know  what  it  takes  to  be  a  Tiger. 

True  high  performers  aren't  defined  by  what  they  do  to 
reach  the  top,  but  what  they  do  to  stay  there.  It's  what 
it  call  continuous  renewal  and  it's  one  key  finding  from 
ur  proprietary  research  into  the  world's  most  successful 
:ompanies.  For  an  in-depth  look  at  our  study  of  and 
experience  with  high  performers,  visit  accenture.com/research 

onsulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 
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48  The  World's  Worst  Tax  Burden 

Will  France's  upcoming  election  lower  the  country's  tax  burden?  Plus:  our 
tax  misery  rankings  of  countries  around  the  globe.  By  Jack  Anderson 

60  Novartis'  Big  Bet  on  Rare  Diseases 

For  years  big  drugmakers  ignored  rare  diseases.  Now  Novartis  aims  to  reap 
billions  of  dollars  in  sales  by  focusing  on  them.  By  Robert  Langreth 

80  Five  Undervalued  Tech  Stocks 

Ace  fund  manager  Walter  Price  finds  some  good  technology  stocks  are  on 
Wall  Street's  losers  list  for  the  wrong  reasons.  By  William  Heuslein 

130  Dark  Force 

Boris  Berezovsky  is  giving  Russian  democracy  a  bad  name. 
By  Michael  Freedman 


'The  drug  turned 
my  life  around." 
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Extending  a  warm  welcome 
to  all  our  new  guests.  5t: 
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On  April  1,  2007,  Japan  Airlines  joins  the  oneworld  alliance. 


iA/hen  performing  the  traditional  Japanese  tea  ceremony,  the  master's  precision  and 
dedication  reward  all  of  your  senses.  Guests  of  Japan  Airlines  experience  the  same 
attention  to  detail  when  flying  to  over  80  destinations  in  Asia.  Better  still,  they  can 
low  earn  valuable  miles  with  JAL  Mileage  Bank  or  their  preferred  oneworld®  carrier's 
Drogram.  What's  more,  qualified  oneworld  tier  members  are  eligible  for  exclusive 
orivileges  including  priority  check-in  and  access  to  JAL's  worldwide  lounges.  Being 
Dur  guest  has  never  been  so  rewarding,  www. a r. jal.com 


J/iL 


JAPAN  AIRLINES 


MEW  YORK  •  CHICAGO  •  LOS  ANGELES  •  SAN  FRANCISCO  •  HONOLULU  •  KONA  •  VANCOUVER 
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If  this  were  your 
company  car,  people 

would  think  yoi 
worked  for  one  very 
smart  company 


If  you're  into  doing  things  intelligently,  then  you're  in  good  company  with  the  new  Sonata.  With  ai 
available  fuel-efficient  V6  that  delivers  more  horsepower  than  a  BMW  525i,  plus  six  airbags  and  Electrons 
Stability  Control,  standard,  it's  one  of  the  smartest  vehicles  going.  And  it  comes  with  America's  Bes 
Warranty:  10  years/100,000  miles*  All  starting  at  just  $17,995.**  How  can  we  offer  so  much  for  so  little 
In  our  world,  that's  just  good  business.  To  see  even  more  good  thinking,  go  to  HyundaiUSA.con 


Safety  belts  should  always  be  worn.  'Hyundai  Adv; 
exclude  taxes,  title,  license,  and  options.  Dealer  pn 


•antage~  See  dealer  for  LIMITED  WARRANTY  details.  SE  model  shown,  $22,095.  "MSRP  for  base  model  with  manual  transmission.  MSRPs  include  freigi 
nee  may  vary.  Hyundai  and  Hyundai  model  names  are  registered  trademarks  of  Hyundai  Motor  America.  All  rights  reserved.  ©2007  Hyundai  Motor  Amerid 
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most  reliable  wireless  broadband  network. 

Work  and  personal  email,  Internet  browsing,  calendar,  organizer  and  contacts. 


Now  only 


$24999 


$499.99  2-yr.  price  less  $100  instant  rebate  and  $150  mail-in  rebate  =  $249.99.  Offer  valid  with  new  voice  plan  of  $39.99  monthly  access  or  higher  and  a  data  feature  of  $44.99  monthly  access, 

or  any  new  Voice  and  Data  Choice  Bundle*1  plan  starting  at  $79.99  monthly  access,  with  a  new  two-year  activation. 

Visit  a  Verizon  Wireless  Communications  Store,  verizonwireless.com  or  call  1.800.899.4249 


Vetl70nwireless 


ivation  fee/line:  $35. 
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Side  Lines 

Dollars  and  Democracy 

CHOSE  im  1111  BU8INi:ss  or  cuusADiNd  a(.ainst  lavish  cor- 

(xiriilr  |».iy  will  IiikI  nun  Ii  fodder  111  tins  issue-.  There's  .1  roster  of 
well  compcnsaled  1  liuilu-rs  (p.  100),  I .lizalielli  MacDonald  turns 
up  some  evideni  e  1l1.1t  exei  s  111  privately  owned  tonipanies  don't 
do  as  well  as  those  nurtured  in  ilu!>l>y  public  company  hoard 
looms  (\>  I  OH);  .i  lisl  ()>  II-')  "I  high  earners  has  lliree  averaging 
SI 00  million  or  more  a  year, 

Kxecutives  need  an  intcn  ^  ^ 

live  lo  gel  up  in  the  morning. 
Maybe  ihey  don't  need  thai 
mm  h  In  any  event  the  sin  in 
1  orporale  pay  is  not  so  much 
its  magnitude  as  I  he  lac  I  thai  il 
UJ  oftCIl  1  oinplelely  dc<  oupicd 
Irom  pel  lot  mam  e,  as  I  larvard 
law  professor  I  .in  ian  Ik'bchuk 
1 1.1'.  di  H  umented, 

Bui   wh.it   would  the 

c  1  u sade  1  s  do  about  lliese 
payi  hec  ks?  Reforms  being 
Implemented,  talked  aboul 

and/01  winking  then  way  through  Congress  include  fuller 
disi  Insure  ol  (  ushy  deals,  shareholder  voles  on  pay  plans  and 
more  deinoi  i.h  y  in  elei  lions  ol  diret  tOfS,  I  )einncracy:  It  sine 

sounds  good  in  prim  iple,  I  mi  do  we  1  rally  w.mt  to  turn  the  coi 

poration  into  a  debating  soc  iety?  Next  thing  you  know  we'd  have 
corporate  political  parties  and  calls  for  publit  financing  ol  1  In  n 
i  ampaigns. 

ReformSi  alas,  have  ,1  way  ol  making  Life  more  complicated. 
Si  oil  I  )e(  iarln,  who  c  nnipilcd  the  statistics  in  our  pay  survey, 
notes  thai  the  new,  toughei  Securities  &  Exchange  Commission 
rules  on  diSi  losure  have  tui  tied  proxy  statements  into  thk  kets  ol 
legalese  I"  find  <>ui  aboul  compensation  .11  Sprint  Nextel,  share 

holders  have  l<>  wade  through  (>0  pages.  You  could  probably 
design  rules  dial  would  prevenl  Steve  |obs  Irom  c  adgillg  -in  extra 
foul  bin  ks  a  share  from  his  options,  but  w  hat's  the  point  il  all  the 
savings  would  be  sue  ked  away  by  lawyers  and  financial  printers!' 

lien's  .1  differenl  kind  <>i  reform,  one  that  works  not  by 
adding  in  the  statute  honks  but  by  subtracting  from  them,  in  a 

l-OUlll.S  essay  published  20  years  ago,  the  economist  (ieorge 
Sliglei  said  (  ongress  should  repeal  the  Williams  Ad,  the  1968 
law  that  inhibits  takeovers.  With  this  law  oil  the  books,  it  would 
be  easier  Im  raiders  to  ambush  sleepy  boards  nl  directors  by 
quietly  accumulating  voting  control.  II  the  directors  dissipated 
shareholders'  assets  on  wasteful  pay  schemes,  they'd  depress  the 
slot,  k  and  one  day  wake  up  out  ol  jobs  themselves. 

I  )nllar  ilemoc  1  ac  v.  you  could  1  all  it.  It's  not  as  glamorous  as 
open  elections  lor  board  seats,  bul  it's  a  lot  1  heaper. 
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CHECKING  ACCOUNT 
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3.25 


%APY 

ON  ACCOUNTS 
$5,000+ 


FREE 

TRANSFER 


Transfers  to  and  from 
any  institution.2 


COMPLETE 
SAVINGS  ACCOUNT3 

6X  The  National  Average 

5.05  APY 
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in  minutes 


Click       Call  Visit 
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1.  The  APY  of  the  Max-Rate  Checking  Account  as  of  4/11/2007  is  more  than  8  times  the  national  average  APY  for  checking  accounts  with  balances  ot  $5,0C 
Research  Services,  Inc.,  Calabasas,  CA.  www.informars.com.  Although  the  information  has  been  obtained  from  the  various  institutions  themsel' 
cannot  be  guaranteed.  As  of  4/11/2007,  the  Annual  Percentage  Yield  (APY)  ot  the  Max-Rate  Checking  Account  is  3.25%  for  balances  of  $50,000  or  more,  3 
of  $5,000-$49,999,  and  0.50%  for  balances  of  less  than  $5,000.  Rates  are  subject  to  change  daily  and  fees  may  reduce  earnings.  A  $100  minimum  deposit  is 
new  account.  Account  holders  must  maintain  a  minimum  average  monthly  balance  of  $5,000  to  avoid  a  $15  monthly  fee.  See  elrade.com/maxrate  for  oilier  waj 

2.  For  details  and  important  information  about  Quick  Transfer,  please  visit  etrade.com/guicktransferdetails  for  a  listing  of  the  limitations,  restrictions  and  time  df 
with  this  service. 

3.  The  Annual  Percentage  Yield  (APY)  of  the  Complete  Savings  Account  as  of  4/1 1/07  is  more  than  6  times  the  national  average  APY  for  savings  accounts  with  balances  of  $25,000. 
Source:  Informa  Research  Services,  Inc.,  Calabasas,  CA.  www.mformars.com.  Although  the  information  has  been  obtained  from  the  various  institutions  themselves,  the  accuracy 
cannot  be  guaranteed.  Annual  Percentage  Yield  is  effective  4/1 1/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a  new  account.  Withdrawal  limits  apply. 
Online  statements  required. 

Banking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC-insured  to 
at  least  $100,000. 

©  2007  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Pass  the  Mao 


Kudos  on  your  article  "Why 
Globalization  is  Good"  (Apr. 
16,  p.  64).  As  a  frequent  trav- 
eler to  China  over  the  past  eight 
years  I've  witnessed  the  changes 
in  China's  economy  firsthand. 
Middle-class  numbers  are  grow- 
ing rapidly,  entrepreneurial  spirit 
is  strong  and  the  attitude  of 

■jJ^^L^..  government  is  visibly  changing. 

'£^■1  r^^Plj  From  the  removal  of  AK-toting 
'JpWB  g^HKl  guards  at  border  entry  points  to 
the  you've-gotta-see-it-to-believe- 
it  creation  and  regentrification  of 
buildings,  infrastructure  and  entire  cities  on  a  massive  scale,  the  rate  of  forward 
progress  is  amazing.  Americans  fail  to  realize  just  how  much  has  already  been 
accomplished  in  moving  China's  economy  from  a  1950s-era  quality  of  life  to 
where  it  stands  today.  Yes,  there  are  clearly  more  things  that  need  to  be 
accomplished.  Yes,  there  are  legitimate  environmental  and  global  financial 
concerns  that  need  to  be  addressed.  No,  we  are  not  very  comfortable  with 
their  communist  form  of  government. 

China  was  the  fourth-largest  consumer  of  U.S.  exports  for  2006,  taking  in 
$51.6  billion  in  U.S.  exports,  a  25%  increase  in  one  year.  The  most  important 
thing  our  trade  negotiators  should  focus  on  today  is  patent,  trademark  and 
copyright  protection  for  US.-created  goods.  As  China's  population  gains  afflu- 
ence the  demand  for  foreign-designed  goods  will  surely  grow.  If  intellectual 
property  is  respected,  our  future  trade  relationship  with  China  looks  good.  The 
same  can  be  said  of  India  and  other  low- wage  places  in  the  global  economy. 
Patience  combined  with  thoughtful  negotiation  and  careful  vigilance  will 
benefit  everyone.  Reactionary,  protectionist  behavior  is  just  plain  foolish. 

BRETT  LAWRENCE 
Managing  Director,  Velociter  Group 
Keller,  Tex. 


Losing  Credit 

I  was  mildly  amused  in  reading  the  arti- 
cle about  Capital  One  and  its  heroic  way 
of  screening  potential  employees  ("Cor- 
porate Moneyball,"  Apr.  23,  p.  102).  The 
company  uses  statistics  found  in  such 
things  as  credit  reports  and  other  data  in 
order  to  deem  a  candidate  favorable  in 
the  eyes  of  Matt  Schuyler,  Capital  One's 
personnel  director. 

After  having  secured  my  own 
personal  credit  report,  I  noticed  a  few 
recommendations  for  improvement, 
even  though  the  score  itself  was  high. 


Counted  "against"  me  was  the  fact  that 
there  were  a  large  number  of  inquiries 
into  my  credit  status.  Guess  who  was  the 
number  one  violator  of  inquiry?  It  was 
the  very  same  Capital  One  that  uses  this 
data  for  hiring. 

My  suggestion:  Quit  checking  every- 
one's credit  score  every  month  in  hopes 
of  finding  potential  cardholders!  It  will 
help  raise  their  credit  score.  Maybe  then 
they  can  become  "worthy"  of  Capital 
One's  employment. 

BARBARA  KOSKI 
Warren,  Ohio 
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Kevin  Carroll 

Author,  Rules  of  the  Red  Rubber  Boll 
Founder,  The  Katalyst  Consultancy 


Ask  Kevin  Carroll  Why  He  Loves  His  BlackBerry 

"I  am  proof  that  a  red  rubber  ball  can  change  someone's  life.  So  many  wonderful  lessons 
come  from  play.  In  the  21st  century,  we  need  to  be  more  flexible,  more  nimble  in  our  thinking. 
My  BlackBerry*  allows  me  to  "do*  in  a  more  agile  way.  To  be  more  imaginative.  To  maximize 
every  single  day.  And  to  convey  my  message  about  the  power  of  sport  and  play  to  foster 
'social  change.'  My  BlackBerry  :s  a  catalyst,  just  like  I  am." 

Find  outflow  BlackBerry  can  help  you  live  a  larger  life  at  www.blackberry.com/ask. 
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Ask 

Someone 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry"  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 

Find  out  why  people  love  their 
BlackBerry,  or  tell  us  why  you  love 
yours,  at  www.blackberry.com/ask. 


:::  BlackBerry, 


Readers  Say 


All  Aboard 

Re  "The  Little  Airline  That  Could"  (May  7, 
p.  46):  I  remember  the  first  time  I  boarded  a 
Pan  Am  airplane  in  Panama  City  to  fly  to  the 
U.S.,  my  first  time  on  an  airplane  but  fully 
knowing  the  Pan  Am  logo  and  the  tradition 
of  the  airline,  which  was  the  one  of  choice 
for  many  Latin  Americans  flying  anywhere. 
Pan  Am  and  Braniff  ailed  the  skies  and  of- 
fered a  lot  of  free  rides  to  poor  students  like 
me  dreaming  of  a  better  tomorrow.  I  would 
be  the  first  one  to  board  a  Pan  Am  flight  to 
Europe  no  matter  the  cost  because  of  the 
legacy  of  that  great  airline  and  the  dedicated 
people  who  built  and  nurtured  it  like  [for- 
mer chairman  Najeeb]  Halaby. 

THOMAS  GRAHAM 
Carlsbad,  Calif. 

Circuit  Breaker 

Ninety  years  ago  the  streetcar  companies 
created  connections  such  as  that  shown  in 
"90  Years  of  Networks"  (May  7,  p.  106). 
They  called  it  "special  work,"  as  it  was  com- 
plex and  expensive  to  build  and  install.  It 
was  not  unusual  for  the  downtown  "epicen- 
ter" of  many  cities  to  have  a  "Grand  Union," 
which  was  special  work,  similar  to  that 
shown,  that  would  allow  a  car  coming  from 
any  direction  to  be  routed  to  any  of  the 


intersecting  routes.  The  photo  shows  a  7/8 
"Grand  Union."  Car  246  would  not  be  able 
to  make  a  left  turn,  as  the  missing  left-turn 
track  is  the  only  thing  preventing  this  from 
being  the  perfect  network! 

RICHARD  ANDERSON 
Mullica  Hill,  N.J. 

\  Out  to  Lunch 

I  Re  "1948"  in  "90  Years  of  Networks" 
§    (May  7,  p.  106):  As  a  million  guys  will 


undoubtedly  report,  even  during  my 
couple  of  mit  years,  1939-41,  rotund 
professor  Wiener  was  already  famous.  An 
anecdote:  After  a  brief  chat  with  a  student 
on  the  esplanade  facing  the  Charles  River 
Basin  in  front  of  Walker  Memorial,  the 
student  dining  hall,  Wiener  is  reported  as 
having  asked  the  student,  "Pardon  me,  but 
which  way  was  I  going?  Into  'WM'  for 
lunch  or  out?" — back  to  his  classroom, 
after  lunch.  At  86  I  can  readily  relate  to 
this  phenomenon— even  without  the  AI. 

RICHARD  S.  SCHMIDT 
Houston,  Tex. 

Bye,  Bye  Birdie 

First,  I  will  say  that  this  is  the  first  thing  I 
have  read  by  Steve  Forbes  that  I  have  not 
agreed  with.  His  piece  in  "Fact  and  Com- 
ment" (May  7,  p.  27)  on  age  60  retirement 
for  airline  pilots  misses  the  mark. 

I  spent  38  years  in  professional  avia- 
tion, 25  with  a  major  carrier,  and,  trust 
me,  there  has  to  be  an  endgame.  Experi- 
ence does  count,  but  pilots  are  their  own 
worst  judge.  The  ones  that  said  "I  am  the 
exception"  are  the  ones  that  needed  the 
most  watching.  I  flew  with  many  in  their 
mid-40s  who  should  have  been  put  out  to 
pasture. 

This  is  not  about  junior  pilots  moving 
up;  it  is  all  about  safety.  Mr.  Forbes  needs 
to  get  his  advice  in  this  area  somewhere 
else.  Words  like  "outrage,"  "rigorous  physi- 
cal exam"  and  "preposterous"  do  not  fit 
this  issue.  There  will  always  be  enough 
pilots  for  our  needs,  and  I  hope  in  my  few 
remaining  flights  my  pilots  are  "experi- 
enced" young  men. 

JACK  SHEARER 
Simpsonville,  S.C. 

Population  Boom 

A  mistake  appeared  in  Robert  M. 
Metcalfe's  "It's  All  In  Your  Head"  (May 
7,  p.  52),  where  the  world's  population 
was  identified  as  6.6xl06.  The  correct 
number  is  6.6xl09 — our  error,  not 
Metcalfe's. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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We  know  where  to  look. 

If  you  look  at  a  successful  company,  you  will  most  likely  find 
it  offers  something  special.  For  us,  that's  providing  insurance 
insight.  To  help  our  customers  understand  where  risks  are 
hidden,  we  offer  one  of  the  largest  and  most  advanced  global 
risk  management  networks  in  the  world.  Through  a  Relationship 
Leader  who  serves  as  a  single  point  of  entry,  you  get  access  to 
highly  trained  professionals  who  know  your  industry,  know  where 
to  look  for  risks  and  what  solutions  you  should  consider.  In  a 
world  where  risks  are  changing  all  the  time,  that  is  special  indeed. 

www.zurichna.com/corporatebusiness 


Because  change  happen. 


ZURICF 


In  the  United  States,  coverages  are  underwritten  by  rner 
be  written  on  a  non-admitted  basis  through  surplus  lines  bn 


ompanies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states.  Some  coverages  mi 

kers.  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Our  Secret  Weapon 


20  A 


SENATORS  CHARLES  SCHUMER  (D-N.Y.)  AND  JIM  WEBB  (D-VA.) 
asked  the  Congressional  Budget  Office  to  conduct  a  study  on  eco- 
nomic volatility.  Their  assumption  was  that  instability  had  grown 
in  recent  years  and  that  this  is  a  critical  reason  for  the  American 
middle  class  feeling  anxious  and  squeezed.  The  study's  conclusion: 
Contrary  to  expectation,  there  is  no  more  earnings  volatility  today 
than  there  was  a  quarter  of  a  century  30 
ago.  A  surprised  Senator  Schumer 
told  the  New  York  Times,  "Intuitively 
you  would  think  volatility  is  increas- 
ing. But  it  isn't,  which  I  guess  shows 
that  the  American  economy  has  al- 
ways been  very  flexible." 

Economists  will  have  to  dig 
deeper  to  find  the  actual  reasons 
behind  income  changes — job  loss, 
divorce,  retirement,  mothers  tem- 
porarily leaving  the  workforce.  But  the  bottom  line  is  as  Schumer 
said:  The  U.S.  economy  is  very  adaptable  to  changing  times  and 
circumstances.  That's  why,  for  instance,  we  rapidly  came  out  of 
the  1970s  slump  and  ushered  in  the  high-tech  era.  Before  Ronald 
Reagan  took  office  in  1981  reams  of  books  and  analyses  were 
being  written  about  Americas  descent  into  permanent  stagnation 
and  inflation.  That  stagflation  turned  out  to  be  only  a  short  detour. 

The  CBO  study  should  give  pause  to  those  who,  extrapolating 
from  the  present  ad  infinitum,  conclude  that  the  21st  century  will 


Percentage  of  workers  for  whom  total  wage 
earnings  declined  by  50%  or  more  over  the 
previous  year. 
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be  dominated  by  China  and  India.  At  some  point,  when  the  catch- 
up cards— particularly  in  manufacturing— are  played  out,  both  coun- 
tries will  "hit  the  wall."  Will  they  continue  to  rapidly  expand  once 
industry-creating  innovation  and  the  ability  to  undergo  painful 
changes  and  contractions  in  existing  industries  and  companies  be- 
come essential?  In  other  words,  will  they  be  able  to  withstand  what 

Joseph  Schumpeter  euphemistically 
called  "creative  destruction"  in  order 
to  reach  the  next  economic  stage? 

Germany  and  Japan  were  once 
thought  of  as  wunderkind  econ- 
omies destined  to  leave  the  U.S.  in 
the  dust.  But  Germany  began  to 
sputter  in  the  mid-1970s,  and 
Japan  went  off  the  rails  in  1989. 
Neither  has  recovered  its  former 
verve.  And  look  at  the  former 
Soviet  Union— in  the  1950s  it  actually  grew  faster  than  the  U.S. 

In  the  late  19th  century  Great  Britain,  the  birthplace  of  the  In- 
dustrial Revolution,  began  to  run  out  of  gas.  Only  with  the  reforms 
Prime  Minister  Margaret  Thatcher  pushed  through  in  the  1980s  did 
this  Sceptred  Isle  once  again  become  an  economic  growth  engine. 
And  don't  forget  that  Argentina  was  once  one  of  the  richest  econ- 
omies in  the  world.  Today  it  ranks  about  70th  in  per  capita  income. 

So  far  no  other  nation  has  demonstrated  the  U.S.'  repeated 
capacity  to  innovate  and  to  renew  itself. 


Sources:  Congressional  Budget  Office; 
Milken  Institute. 
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Inflating  Our  Worries 


ALL  OF  WHICH  LEADS  TO  THE  QUESTION  OF  THE  HOUR:  WHY  ARE 
Americans  so  moody  and  anxious  today?  Part  of  the  answer  is  the  war 
in  Iraq.  But  that  can  hardly  be  the  dominant  downer,  particularly  since 
our  armed  forces  are  entirely  volunteer-based,  and  therefore  parents 
and  their  offspring  do  not  have  conscription  hanging  over  their  heads. 

Moreover,  the  vast  majority  of  Americans  today  don't  expect 
to  be  laid  off  anytime  soon.  True,  the  volatility  may  be  perceived 
as  more  widespread  than  it  is.  In  the  past  layoffs  were  concentrated 
in  manufacturing,  which  was  a  significantly  larger  part  of  the  econ- 
omy following  WWII  than  it  is  today.  Now  layoffs  or  induced  re- 
tirements are  as  common  in  the  service  sector  as  in  manufactur- 
ing. X  rays  taken  in  a  Chicago  hospital,  for  instance,  can  be  read 
almost  as  quickly  in  India  as  in  Chicago — and  at  a  much  lower  cost. 

The  media  play  up  bad  economic  news  now  more  than  ever, 
which  leads  to  misperceptions  about  economic  reality.  Part  of  this 
is  fueled  by  hostility  toward  George  Bush  (we  saw  something  sim- 
ilar in  the  1980s  when  Ronald  Reagan  was  President),  but  perhaps 
a  bigger  factor  is  that  traditional  media,  particularly  newspapers, 


are  being  hit  by  the  hurricane-force  winds  of  change,  an  unprece- 
dented event  in  the  lifetime  of  most  journalists.  Hardly  a  day  goes 
by  without  a  media  company  announcing  another  round  of  layoffs. 

There  may  be  yet  another  villain  at  work  inflation.  Many  of  us 
are  familiar  with  John  Maynard  Keynes'  quote,  "There  is  no  subtler, 
no  surer  means  of  overturning  the  existing  basis  of  society  than  to  de- 
bauch the  currency.  The  process  engages  all  the  hidden  forces  of  eco- 
nomic law  on  the  side  of  destruction,  and  does  it  in  a  manner  which 
not  one  man  in  a  million  is  able  to  diagnose."  True,  prices  are  not  ris- 
ing in  the  fashion  in  which  they  rose  in  the  1970s  and  early  1980s.  But 
the  inflation  the  Fed  mistakenly  fired  up  three  years  ago  has  certainly 
distorted  the  economy,  thereby  unnecessarily  stirring  up  anxieties. 

Inflation  always  sends  commodities  rocketing  upward,  and 
this  time  has  been  no  exception.  Higher  fuel  prices  at  the  pump 
didn't  derail  the  economy,  but  they  certainly  adversely  affected 
peoples  mood  and  added  to  the  notion  that  middle-class  Amer- 
icans are  on  a  treadmill — with  the  treadmill  outpacing  them. 

Housing  construction  was  crackling  before  2004  because  of  Con- 
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gross  virtual  elimination  of  the  capital  gains  tax  on  primary  residences 
in  1997.  But  the  Fed-fed  inflation  fired  up  the  housing  boom  to  white- 
hot  levels.  Flush  with  cash,  lenders  lowered  loan  standards,  and  new 
players  entered  the  mortgage  market .  I;raud 
blossomed  —why  examine  too  closely  a  bor- 
rowers 1040  when  rising  prices  will  bail  you 
out  if  the  borrower  gets  in  i  rouble?  Specula- 
tors paid  people  to  tile  mortgage  applications 
to  buy  houses  and  apartments  and  quickly  Hip 
them.  Now  the  sale  price  of  houses  is  falling 
in  many  parts  of  the  country.  To  add  insult 
to  injury,  property  taxes  continue  to  climb 
as  assessments  catch  up  with  housing  values. 
More-expensive  gasoline  devastated 
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Sources:  Reuters  Ecowin 
Pro;  BNP  Pdribas; 
Milken  Institute. 
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Detroit— CM,  Ford  and  Chrysler  were  far  more  dependent  on 
SUV  sales  than  their  foreign  competitors  were. 

Inflation  made  playing  with  leverage  even  more  enticing  for 
hedge  and  equity  funds.  Fxcess  liquidity 
plus  ever  more  leverage  are  enabling 
equity  funds  to  buy  out  almost  any  pub- 
licly held  company. 

Inflation  is  also  pumping  steroids  into 
the  phenomenon  of  companies  buying  in 
their  own  stock,  which  is  boosting  stock 
market  indexes  (see  Digital  Rules,  p.  35). 

Of  course,  inflation  always  leads  to 
terrible  morning-after  consequences. 
This  time  will  be  no  exception. 
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Plastic  Politics 


PLASTICS  MAY  »!•  CONVLNILNT,  BUT  Tl  iP.Y  SURL  ARL  POLITICALLY 
incorrect.  San  I  rai  k  isc<  >  recently  banned  the  use  of  standard  plastic  bags 
at  large  supermarkets  and  pharmacies  because  they  aren't  biodegrad- 
able like  paper  bags  are.  Plastic  bags  also,  supposedly,  generate  more 
pollution.  (  AMisumcrs  will  now  have  to  use  compostable  bags  that  are 
made  of  com  or  potato  starch,  or  bags  made  from  recycled  paper. 

As  in  the  case  of  global  warming,  though,  emotion  has  once 
again  trumped  the  facts.  Paper  bags  cost  5  times  as  much  as  their 


plastic  counterparts  to  produce;  they  are  also  bigger  polluters,  as 
they  require  4  times  the  energy  to  produce  and  almost  100  times 
the  energy  to  recycle.  Contrary  to  popular  myth,  paper  bags  don't 
degrade  much  faster  than  plastic  ones  in  landfills,  as  the  garbage  is 
compacted — which  is  why  in  some  landfills  you  can  find  well-pre- 
served, decades-old  newspapers.  Paper  bags  also  take  up  consider- 
ably more  space  in  landfills.  But  PC  vanity  reigns  unperturbed  in 
San  Francisco— and  also  undoubtedly  in  the  Bay  City's  imitators. 


Hollyweird 


Hollywood  Station — by  Joseph  Wambaugh  (Little,  Brown,  $24.99). 
As  any  tourist  can  testify,  reel  Hollywood  is  a  polar  opposite  of  the 
real  I  lollywood.  Wambaugh  brilliantly  brings  the 
tawdry,  pathetically  delusional  I  lollywood  to  life  through 
the  eyes  of  a  police  department  reeling  from  scandal,  the 
1992  Rodney  King  riots  and  a  federal  consent  decree 
that  could  have  been  concocted  only  by  a  lusticc  De 
partment  inhaling  Alice-in- Wonderland  like  substances. 

This  is  one  of  those  rare  crime  novels  in  which  the 
lIui.h  lersarc  inlinilcK  richei  and  more  menu  nable  than 
the  plot.  The  cops  include  a  surf-loving  pair  nicknamed 
Flotsam  ami  |etsam;a  wannabe  .k  ten  clubbed  1  lollywood 


Nate;  a  lactating  female  officer,  introduced  as  she  takes  time  out  to 
use  a  breast  pump;  a  grizzled,  seen-it-all  sergeant,  the  Oracle,  who  ap- 
parently stays  on  the  job  to  cover  alimony  payments;  and 
a  Ukrainian-born  officer,  whose  mangled  English  could 
have  been  written  by  the  current  occupant  of  the  Oval 
Office.  The  street  characters  are  even  more  memorable. 

Were  higher-ups  in  our  currently  dysfunctional  lus- 
tice Department  ever  to  read  this  book  they'd  quickly 
dispose  (it  that  I  API)  consent  decree,  which,  in  the  name 
of  reform,  has  gummed  up  the  department  with  paper- 
work and  led  to  head-shaking  ways  of  getting  around  PC 
decrees  so  the  department  can  still  do  some  police  work 


RESTAURANTS:  GO, 


,  STOP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  its  brothers  Hob,  Kip  and  Tim. 


•  The  Morgan  Dining  Room—die  Morgan  Library  &  Museum, 
225  Madison  Ave.,  at  37th  St.  (Tel.:  212-683-2130).  The  Mor- 
gan seats  about  40,  is  reasonably  priced  and  is  open  for  lunch, 
weekend  brunch  and  dinner  on  Friday  evenings.  The  delicious 
fare  is  based  mainly  on  favorites  of  the  early  20th  century.  Best 
dishes  sampled:  beef  Wellington,  chicken  fricassee,  Skate. 
Memorable  desserts:  apple  cobbler  and  Victorian  trifle. 

Tsukushi— 300  Last  41st  St.  (  Tel.:  212-599-8888).  This  is  a 
Japanese  omakase  restaurant— no  menu;  everything  served  is 
chef's  choice.  The  client*  le  is  mostly  Japanese,  and  by  the  rows  of 


client  shochu  bottles,  it  seems  they  are  many,  regular  and  loyal. 
The  broccoli  rabe  and  bonito  flakes  served  in  fish  stock  is  light  and 
delicious,  but  the  later  courses — sesame  tofu  soup,  slivers  of  duck 
served  with  macaroni  salad,  broiled  cod — are  mediocre  at  best. 
V  Oak  Room— The  Algonquin  Hotel,  59  West  44th  St.  (Tel.:  212- 
840-6800).  A  gentle  respite  from  the  modern  world,  this  is  a 
diminutive  version  of  an  old-fashioned  supper  club.  The  prix-fixe 
menu  is  the  kind  of  f  are  served  before  everyone  took  their  food  so 
seriously:  roasted  chicken,  steak,  pasta  with  mushrooms,  dessert. 
All  followed  by  cabaret  entertainment  guaranteed  to  charm.  F 
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THESE  DAYS,  IT'S  AS  IF  THE  ENTIRE  WORLD 
WERE  WATCHING  YOU  DO  YOUR  JOB. 

It's  our  job  to  help  make  sure  the  world  likes  what  it  sees. 
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"  Wherever 
're  heading,  CORT 
will  be  there" 


Wherever  your  company  and  your  employees  are  heading,  across  town,  the  country  or  around  the 
world,  we'll  be  there.  We'll  be  there  with  all  the  necessary  things  that  make  your  transition  smooth, 
effective  and  efficient. 

Everything  from  online  apartment  locating,  touring  services,  hotel  reservations  and  car  rentals,  to  the 
world's  largest  inventory  of  rental  furnishings  for  offices  and  residences. 

CORT  helps  you  stay  flexible  and  productive  in  the  constantly  changing  environment  of  today's 
business.  And  we  do  it  seamlessly,  with  single-point  accountability,  with  our  hundreds  of  local  delivery 
and  customer  service  capabilities  all  across  the  US  and  in  over  50  countries  around  the  globe. 

If  you're  reading  Forbes,  chances  are  where  you're  heading  is  up.  Fast.  And  CORT  can  help  you  get 
there.  As  our  boss  Warren  Buffett  says,  "We'll  be  there." 

To  learn  more  about  CORT's  national  network,  call  the  CORTIine  at  1-888-360-CORT  (1-888-360-2678) 

or  visit  us  at  CORT.com.  CORT.com 


CORT 


Wherever  you're  heading, 
we'll  be  there. 


A  Berkshire  Hathaway  Company 


Other  Comments 


All  that  we  possess  is  qualified  by  what  we  are. 

—JOHN  LANCASTER  SPALDINQ 


Mommy  Dearest  When  President  Bill  Clinton  an- 
nounced that  by  his  own  authority  he  was  issuing  new  regulations 
on  tobacco  and  smoking  in  the  name  of  "the  young  people  of  the 
United  States,"  he  said,  "We're  their  parents,  and  it  is  up  to  us  to 
protect  them."  Hillary  Clinton  told  Newsweek,  "There  is  no  such 
thing  as  other  peoples  children."  These  are  profoundly  anti-family 
claims.  Instead  of  recognizing  parents  as  moral  agents  who  can  and 
must  take  responsibility  for  their  own  decisions  and  actions,  the 
Clintons  would  absorb  them  into  a  giant  mass  of  collective  parent- 
ing directed  by  the  federal  government  as  Big  Sister  or  Big  Nanny. 
When  everybody  is  everyone's  parent,  no  one  is  a  parent  anymore. 

Too  often  these  days,  the  government  treats  adult  citizens  as 
children.  It  takes  more  and  more  money  from  those  who  produce 
it,  doling  it  back  to  us  like  an  allowance,  through  a  smorgasbord 
of  "transfer  programs."  It  doesn't  trust  us  to  decide  for  ourselves 
(even  in  consultation  with  our  doctors)  what  medicines  to  take,  or 
where  our  children  should  go  to  school.  Many  conservatives  want 
to  be  your  daddy,  telling  you  what  to  do  and  what  not  to  do,  and 
many  liberals  want  to  be  your  mommy,  feeding  you,  tucking  you 
in  and  setting  your  curfew.  But  the  proper  role  for  the  government 
of  a  free  society  is  to  treat  adults  as  adults,  responsible  for  making 
their  own  decisions  and  accepting  the  consequences. 

—DAVID  BOAZ,  Cato  Institute,  TCSdaily.com 

Dishonorable  Funding  The  problem  with  Amer- 
ica's military  is  not  that  the  Navy  and  Air  Force  got  too  much  money 
(that  is  not  true)  or  that  the  services  have  bought  too  much  high 
tech  equipment  (they  actually  haven't  bought  nearly  enough).  The 
problem  is  that  all  three  of  the  services  have  been  systematically 
underfunded  since  the  beginning  of  the  Clinton  Administration. 
The  stress  we  now  see  in  the  Army  is  the  logical  and  foreseeable 
result  of  underfunding  by  President  Clinton  throughout  the  1990s, 
an  inadequate  response  by  the  current  Administration  and  the 
effects  of  four  years  of  grinding  combat  in  Iraq  and  Afghanistan. 

Ronald  Reagan  understood  a  fundamental  truth:  Defense  pol- 
icy is  foreign  policy,  because  influence  in  the  world  depends  on  force 
plus  resolution,  in  addition  to  a  nation's  economic  might.  So  Pres- 
ident Reagan  increased  defense  spending  by  double  digits  in  his  first 
two  year  s  in  office,  reversing  the  underfunding  of  the  Carter  years. 


The  result  was  a  recapitalized  military  with  equipment  that  used  the 
latest  technology.  That  military  was  the  foundation  of  America's  suc- 
cesses in  the  1980s  and  90s:  the  collapse  of  the  Soviet  Union,  the 
victory  in  Desert  Storm  and  the  end  of  genocide  in  Bosnia.  The  only 
effective  way  to  prepare  a  military  is  the  way  Reagan  did  it — by  hon- 
estly evaluating  and  funding  all  the  capabilities  that  will  be  needed 
to  deal  with  every  substantial  threat  over  the  foreseeable  future. 
— JIM  TALENT,  Heritage  Foundation,  National  Review  Online 

Dishonorable  Conduct  Some  Democratic  leaders 

seem  to  believe  that  blind  opposition  to  the  new  strategy  in  Iraq  is 
good  politics.  Senator  Reid  himself  has  said  that  the  war  in  Iraq  will 
bring  his  party  more  seats  in  the  next  election.  It  is  cynical  to  de- 
clare that  the  war  is  lost  because  you  believe  it  gives  you  political 
advantage.  Leaders  should  make  decisions  based  on  the  security  in- 
terests of  our  country,  not  on  the  interests  of  their  political  party. 

—VICE  PRESIDENT  DICK  CHENEY 

Bag  It  The  best  answer  to  the  paper  or  plastic  question  is  nei- 
ther. Each  individual  can  do  more  to  help  the  environment  by 
reusing  whatever  bags  groceries  distribute  or  buying  a  canvas 
sack  to  carry  goods.  The  real  culprit  is  the  slob  who  litters  or 
refuses  to  recycle  either  one — or  communities  that  don't  provide 
the  means  for  him  to  do  so.  Our  throwaway  society  is  to  blame  as 
well.  Public  education  campaigns  about  littering  and  recycling 
can  help  more  than  ineffective  bans  on  products  that  are  used 
every  day  by  billions  of  people  worldwide. 

—  USA  Today 

Fast-Forward  State  and  local  taxes  will  consume  a 
record-setting  11%  of  the  nation's  income  in  2007.  This  alltime 
high  comes  at  a  time  when  personal  and  corporate  incomes  have 
risen  for  almost  four  consecutive  years,  sometimes  at  a  remarkable 
pace.  Several  authoritative  studies  support  the  view  that  modest  tax 
burdens  correlate  positively  with  healthy  economic  development. 
Also,  data  from  the  Bureau  of  Economic  Analysis  show  that  states 
with  lower  tax  burdens  in  this  study  have  faster  rates  of  per  capita 
income  and  output  growth  than  states  with  higher  tax  burdens. 

—CURTIS  S.  DUBAY,  Tax  Foundation 

Sobering  Sign  The  murder  of  three  Christians  in  Turkey 
is  a  crime  that  underscores  the  stakes  of  the  war.  The  victims  were 
found  in  the  office  of  their  Bible  publishing  house,  hands  and  feet 
bound,  throats  slit.  There  is  a  reason  that  the  freedom  of  religion  is 
the  first  freedom  in  the  Bill  of  Rights;  it  is  a  liberty  that  is  funda- 
mental. If  one  can't  practice  Christianity  without  fear  of  being  mur- 
dered in  Turkey,  a  NATO  ally  with  ambitions  to  join  the  European 
Union  and  with  a  long  history  of  official  moderation  thanks  to  the 
legacy  of  Ataturk,  what  hope  is  there  for  the  rest  of  the  Muslim  world?  ! 

—New  York  Sun     F  : 
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Year  after  year,  Jim  Nantz  is  in  one  of  the  most  spectacular  positions  at  Augusta  National:  leading 
CBS's  commentary  for  The  Masters  Tournament.  His  presence  is  now  legendary  and  so  is  the  story 
of  how  he  got  into  broadcasting.  While  watching  the  1979  Houston  Open  with  some  friends,  One  of 
whom  was  Fred  Couples,  1 992's  Masters  Champion,  he  walked  over  to  one  of  the  broadcast  trucks 
on  a  dare.  With  a  career  in  mind  and  confidence  in  hand,  he  knocked  and  asked  for  the  executive 
producer.  "Who's  calling?"  "Jim  Nantz!"  Today,  it  seems  quite  fitting  that  CBS's  lead  commentator 
for  golf  took  such  a  risky  shot. 
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Current  Events 


By  Ernesto  Zedillo,  Former  President  of  Mexico 
Director,  Yale  Center  for  the  Study  of  Globalization 


Save  the  WTO  from  the  Doha  Round 


WITH  A  PERFECT  TRACK  RECORD  OF  HAVING  MISSED  ALL  DEAD- 
lines  and  achieving  few  agreements  of  scant  substance  since  it  was 
launched  in  November  2001,  the  Doha  Rounds  negotiations  were 
fully  suspended  last  summer.  The  round  would  probably  still  be  in 
total  hibernation  were  it  not  for  the  fact  that  President  Bush's  trade 
promotion  authority  (TPA)— which  grants  him  the  power  to  nego- 
tiate trade  deals  that  Congress  can  only  accept  or  reject,  with  no  amend- 
ments— is  due  to  expire  on  June  30.  It  was  feared  that  if  the  talks  re- 
mained stalled,  showing  no  progress,  Congress  would  not  renew  the 
TPA.  Hence,  the  rush  to  relaunch  the  talks  at  an  informal  gathering 
of  trade  ministers  during  January's  World  Fxonomic  Forum  in  Davos. 

The  sense  of  urgency  trumpeted  at  Davos,  however,  was  short- 
lived A  deadlock  on  agriculture  continues,  with  a  never-ending  blame 
game  in  play:  The  Europeans  blame  the  Americans  for  not  offer- 
ing enough  on  subsidies  abatement;  the  Americans  blame  the  Eu- 
ropeans for  being  stingy  in  their  offers  for  lowering  farm  tariffs.  Each 
promises  not  to  move  unless  the  other  does.  Each  accuses  the  other 
of  being  the  culprit.  Meanwhile,  Japan  and  other  extreme  farm  pro- 
tectionists keep  getting  a  free  ride  off  the  paralysis.  Leading  devel- 
oping countries,  such  as  India  and  Brazil,  continue  to  take  highly 
defensive,  if  not  outright  protectionist,  positions  in  the  negotiations. 

Market-access  barriers,  like  farm  tariffs,  constitute  the  chief 
global  agricultural  distortion — even  more  than  subsidies.  The  EU 
has  continued  to  resist  major  cuts  in  agricultural  tariffs  and  wants  a 
large  number  of  products  to  be  designated  as  "sensitive"  in  order  to 
exempt  them  from  the  general  rules  to  reduce  protection.  The  only 
thing  that  might  shock  the  EU  out  of  its  current  stand  would  be 
if  the  U.S.  offered  to  sharply  reduce  its  farm  subsidies  and  decouple 
them  from  production.  Such  a  move  would  force  the  EU  to  either 
make  a  serious  market-access  offer  or  assume  the  dubious  honor 
of  going  down  in  history  as  this  trade  round's  absolute  spoiler. 

Of  course,  there  are  sound  reasons  for  the  U.S.,  in  its  own 
self-interest  and  for  the  sake  of  other  countries,  to  reduce  its  mas- 
sive agricultural  subsidies  and  high  farm  tariffs.  A  recent  study 
by  the  Cato  Institute  estimates  that  supporting  agricultural  pro- 
ducers over  the  last  20  years  has  cost  American  consumers  and 
taxpayers  more  than  $1.7  trillion.  Unfortunately,  reforming  these 
damaging  protectionist  agricultural  policies  and  those  of  the  other 
rich  countries  looks  improbable  at  the  present  political  juncture. 

Consequently,  its  more  realistic  to  expect — probably  after  the  sec- 
ond round  of  the  French  presidential  election  this  month— an  exchange 
of  offers  between  the  US.  and  the  EU  involving  only  modest  improve- 
ments over  what's  already  on  the  table.  But  this  exchange  will  be 
presented  as  a  big  breakthrough.  The  U.S.  Administration  will  then 


try  to  build  enough  momentum  to  convince  Congress  to  pass  the  TPA 
extension,  which,  at  best,  will  be  granted  for  a  limited  period  of  time. 

It  will  then  be  crystal  clear  that  the  round  s  reform  ambitions 
have  been  irreversibly  scaled  down.  This  will  be  a  disappoint- 
ment and  will  pose  a  serious  moment  of  truth  for  the  other  active 
players  in  the  WTO. 

Post-Moment-of-Truth  Options 

What  happens  then?  Basically,  there  are  two  options:  continue 
under  the  illusion  that  it's  worth  pursuing  the  original  Doha 
agenda  for  as  long  as  it  takes  to  get  the  job  done;  or  adopt  a  pack- 
age of  minimal  agreements  and  proceed  to  close  the  round  in 
time  for  ratification  by  WTO  members  in  2008. 

Needless  to  say,  neither  option  is  good  when  compared  with 
expectations  raised  when  the  round  was  launched.  Regarding  the 
first  option,  it's  hard  to  see  how  any  further  and  meaningful 
progress  could  be  made  in  the  next  two  to  three  years,  particularly 
in  light  of  the  intensification  of  electoral  politics  in  key  places  such 
as  the  U.S.  Meanwhile,  the  risk  of  total  collapse  would  loom  over 
the  talks.  On  the  other  hand,  the  WTO  will  continue  to  be  under 
the  tremendous  stress  of  running  the  existing  system  and  the  round 
negotiations  simultaneously.  One  activity  complicates  the  other. 

The  minimal-agr  eements  option  is  also  full  of  downsides.  There's 
no  guarantee  that  the  big  pending  issues  will  be  resolved  when  put 
back  into  the  WTO's  built-in  agenda.  Besides,  in  the  absence  of  a 
truly  overhauled  system,  increasing  protectionist  pressures  and  trade 
conflicts — which  sooner  or  later  will  be  brought  to  the  WTO — 
would  inevitably  tax  the  organization's  institutional  resources.  The 
risk  of  inefficiency  through  fatigue  will  be  a  serious  one  for  the  WTO. 

The  proliferation  of  preferential  trade  agreements  would 
intensify  under  either  option,  with  two  consequences.  First,  the 
existing  multilateral  trading  system  would  be  weakened  by  the 
preferences  and  trade  diversion  generated  by  the  regional  trade 
agreements.  Second,  those  preferences  would  become  entrenched, 
which  would  make  reforming  the  system  even  harder  in  the  future. 

Which  option  should  countries  choose  when  the  moment  of 
truth  arrives?  Despite  obvious  shortcomings  the  second  option  is 
less  odious  than  the  first.  Settling  for  a  modest  outcome  sooner 
rather  than  later  is  probably  best  for  the  multilateral  trading  sys- 
tem. Once  it's  accepted  that  the  opportunity  to  reform  the  system 
has  been  missed,  the  goal  to  preserve  it  should  become  the  prior- 
ity of  all  concerned.  In  other  words,  at  this  stage  the  relevant  ques- 
tion will  not  be  how  can  the  WTO  save  the  Doha  Round  but, 
rather,  how  can  the  WTO  be  saved  from  the  Doha  Round?  F 
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Whether  you  operate  a  plane  or  a  company,  you  need  to  know  what's  true.  At  Rockwell  Collins 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Dow  at  18,000,  Anyone? 


KEN  FISHER,  FELLOW  FORBES  COLUMNIST  AND  FOUNDER  OF  A 
$39  billion  fund,  would  never  predict  an  18,000  Dow.  That's  only 
because  Fisher  hates  using  the  Dow  as  a  reference.  But  he  does 
say  U.S.  stocks  are  undervalued  by  about  40%. 

"We  live  in  a  unique  period  of  history'  Fisher  recently  told  atten- 
dees on  the  1 1th  FORBES  Cruise  for  Investors.  "All  around  the  world 
earning  yields — flip  P/E  to  E/P  to  gets  earnings  yield — are  higher  than 
ten-year  government  bond  yields.  For  the  American  S&P  Index  the 
E/P  is  6.7%.  Compare  that  to  the  cost  of  borrowing.  The  average  S&P 
company  can  borrow  money  at  5.8%  pretax,  or  about  3.8%  aftertax." 

Call  it  the  Fisher  Spread  It's  nearly  three  points.  Historically  huge. 

The  Fisher  Spread  leads  to  Fisher's  calculus:  S&P  Index  compa- 
nies borrow  money  at  an  aftertax  average  rate  of  3.8%  to  buy  back 
their  shares,  which,  on  average,  are  yielding  6.7%.  It's  no  surprise 
that  companies  are  buying  back  their  shares.  (Globally,  the  Fisher 
Spread  between  E/Ps  and  ten-year  government  bonds  is  even  wider.) 

Private  equity  firms  play  the  same  game.  In  fact,  they  play  it  bet- 
ter and  more  aggressively.  That's  their  sole  purpose.  By  smartly  play- 
ing the  Fisher  Spread,  private  equity  firms  can't  lose  in  these  conditions: 

•  If  the  stock  market  goes  up — thus  narrowing  the  Fisher 
Spread — the  private  equity  firm  can  take  its  companies  public. 

•  If  the  stock  market  goes  down — thus  expanding  the  spread — 
the  private  equity  firm  can  mark  up  its  companies  and  sell  them 
to  other  companies. 

"This  game  will  continue  until  the  earnings-yield/bond-yield  gap 
closes,"  says  Fisher.  That  is,  when  the  Fisher  Spread  ceases  to  exist. 
When  it  ends,  it  will  end  badly  Companies  will  fail  to  grasp 


that  the  Fisher  Spread,  not  CEO  genius,  makes  acquisitions  work. 
Private  equity  firms  will  become  overextended  and  go  bust.  But 
for  now — and  likely  for  another  24  to  36  months — the  case  for 
buying  stocks  has  never  been  stronger. 

John  Dessauer,  money  manager  for  individual  portfolios  and 
former  chief  investment  officer  for  Citibank,  also  treated  the 
FORBES  cruisers  to  a  bullish  forecast.  Dessauer  takes  a  different 
path  than  Fisher  but  arrives  at  the  same  destination: 

•  The  Dow  is  up  74%  from  its  October  2002  low.  But  pretax  prof- 
its are  up  131%.  So  stock  prices  have  not  kept  pace  with  profits. 

•  Profit  growth  is  accelerating.  Dessauer  said:  "I've  never  seen  a  time 
when  corporate  profits  were  accelerating  this  late  in  a  bull-market  cycle." 

•  Economic  growth  in  emerging  economies  has  produced  a  crit- 
ical mass  of  middle-class  consumers  with  buying  power. 

•  Since  2000  the  global  labor  force  has  doubled,  from  1.5  billion 
to  3  billion.  However,  the  world's  invested  capital  has  not  dou- 
bled; therefore,  the  return  on  capital  can  be  high  for  a  long  time. 

Dessauer  likes  large-cap  U.S.  companies  with  big  exposure  in 
emerging  economies.  His  favorite  stock  picks:  Cisco  (CSCO);  Home 
Depot  (HD);  IndyMac  (NDE);  Intel  (INTC);  Nokia  (NOK). 

The  Dow's  hitting  18,000  seems  like  a  fabulous  stretch,  but  it's 
only  a  39%  reach  from  13,000.  If  the  bull  market  runs  another 
three  years,  with  stocks  climbing  11.6%  each  year,  you'll  get  a 
compounded  39%  gain.  I've  seen  wilder  predictions. 

Yes,  there  will  be  corrections.  And,  as  Fisher  says,  when  it 
ends,  it  will  end  badly.  For  now,  invest  but  stay  alert.  (To  learn 
more  about  FORBES  cruises  for  investors  go  to  intershow.com.) 


More  Thoughts  on  China 


SEVERAL  READERS  CARPED  ABOUT  MY  "CHINA'S  MENTAL 
Default"  column  last  issue.  I  wrote  that  a  prevailing  attitude  in 
China— that  which  is  not  expressly  permitted  is  not  permitted  at 
all— will  slow  China's  growth  at  some  point.  That  point  will  be 
when  China  moves  from  low-cost  manufacturing  to  higher- 
value-added  industries,  such  as  finance,  consulting  and  software. 

Some  readers  said  my  theory  rested  on  weak  examples:  hotel 
workers  who  seemed  fearful  of  going  off  script.  Point  made.  I 
should  have  buttressed  the  theory  with  larger  examples.  Two  are 
related— corruption  and  the  lack  of  accounting  standards.  These 
problems  are  endemic  in  China.  Everyone  knows  it — even  China. 

Former  premier  Zhu  Rongji  has  called  shoddy  accounting 
standards  a  "tumor"  on  the  Chinese  economy.  China  has  about 
75,000  practicing  certified  public  accountants,  but  it  needs 
300,000.  To  address  this  problem  China's  National  Accounting 
Institute  has  been  set  up  to  train  accountants.  But,  as  FORBES 
accounting  expert  Elizabeth  MacDonald  says,  progress  is  slow. 


The  main  reason,  she  thinks,  is  cultural.  Few  Chinese  want  to  be 
accountants:  Sometimes  the  accountant  has  to  tell  the  tycoon 
"no,"  which  in  contemporary  China  is  a  career-damaging  position. 

"You  describe  what  academe  knows  as  the  'Chinese  Disease,'" 
e-mailed  a  senior  professor  from  a  top  engineering  university. 
"The  fall  of  the  Bamboo  Curtain  loosed  a  westward  flood  of  PRC 
graduate  students  who  are  intelligent,  hardworking  and  motivated 
but  suffer  a  peculiar  flaw.  Given  a  thesis  topic  or  other  research 
assignment  the  PRC  student  will  do  what  is  assigned — no  more 
and  no  less.  A  student  from  anywhere  else  on  earth  will  take  the 
project  as  far  as  is  humanly  possible.  The  condition  is  peculiar  to 
new  arrivals  from  the  PRC.  It  afflicts  neither  other  Chinese  nor 
students  educated  under  other  Marxist  or  semi-Marxist  regimes." 

Can  China  reset  its  mental  default?  Yes,  but  not  overnight.  F 


i  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or 
e-mail  him  at  publisher@forbes.com. 
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Shifting  Into  Reverse 

Appearing  in  the  U.S.  Supreme  Court,  the  Alliance  of 
Automobile  Manufacturers,  a  lobbying  trade  group 
representing  big  carmakers,  was  among  the  named 
parties  arguing  vigorously  that  the  Clean  Air  Act  did  not 
give  the  federal  government  the  authority  to  regulate 
carbon  dioxide  emissions.  But  the  high  court  ruled  that  it 
did.  Unruffled,  the  alliance,  in  a  pending  Vermont  case 
challenging  that  state's  pollution  control  rules,  is 
contending  that  only  the  federal  government  can 
regulate  carbon  dioxide  exhaust.  For  support,  it  cites  that 
adverse  Supreme  Court  decision.  — Jonathan  Fahey 


All  in  the  family: 
Viola  Sommer 
(above)  and  the 
Aladdin. 


Informer  

INFORMER@FORBES.COM 

Viola 
Playing 

Viola  Sommer,  Forbes  400 
member  from  New  York  during 
most  of  the  1990s  after  the 
death  of  her  real  estate  magnate 
husband,  Sigmund  Sommer, 
tried  to  carry  on  the  family 
tradition  by  backing  her  sons 
development  of  Aladdin  Resort 
&  Casino  in  Las  Vegas.  But  it 
went  bankrupt  a  year  after  its 
2000  opening,  owing  $460  mil- 
lion that  Sommer  Trust  had 
guaranteed.  Thirty-six  of  the  37 
lenders  agreed  to  a  workout,  but  Beal  Bank  Nevada, 
unhappy  with  its  hefty  hit,  sued  Sommer  herself  and 
others  for  full  repayment  of  its  $21  million  share.  New 
York's  highest  court  just  ruled  4  to  1  for  the  85-year- 
old  matriarch,  saying  loan  agreements  barred  a  sepa- 
rate lawsuit.  Beal  Bank  has  taken  out  newspaper  ads 
urging  lenders  everywhere  to  support  its  view  that 
loans  are  meant  to  be  repaid.         — Ashlea  Ebeling 

My  Old  Kentucky  Home 

In  four  months  shares  of  Compress  Technologies  have  quadru- 
pled to  a  recent  81  cents,  producing  a  $63  million  market  cap. 
Latest  financials  for  the  19-year-old  Sarasota,  Fla.  company — 
originally  named  Kentucky  Telephone — show  no  revenue  or 
operating  cash  flow,  though  press  releases  report  subsequent 
license  fee  income.  The  firm  says  it  is  developing  technology  to 
allow  ( 1 )  cable  TV  systems  to  reduce  the  need  for  expensive  fiber 
replacement  and  (2)  FM  radio  stations  to  broadcast  additional 
signals  over  their  licensed  frequencies  to  specially  equipped 
receivers.  Executive  Vice  President  Tom  Terwilliger — one  of  just 
two  employees — says  investors  see  big  markets.  He  says  he  knows 


ie  Smoke  Had  Barely  Cleared 

For  some,  the  terrible  Virginia  Tech  shootings  on  Apr.  16  represented 
a  business  opportunity  for  quick  publicity. — W.P.B. 

PRESS-PITCH  ISSUER  I  LOCATION    DATE  FOCUS 

I  !  —  

:  ClipBlast  |  Agoura  Hills,  Calif  Apr.  1 7  Web  video  search  engine  had  unprecedented  traffic. 

Dignity  Memorial  |  Houston,  Tex.  Apr.  17  Big  funeral  home  network  has  Compassion  Helpline. 

Epsteinjtecker  |  Houston,  Tex.  Apr.  1 9  Law  firm  gives  advice  about  on-premises  gun  liability. 

MIR3  |  San  Dioqr,  r  lif  Apr.  19  Emergency  tech  firm  has  gotten  many  phone  calls. 

?  Mobile  Campus  Apr.  18  Its  product  would  allow  mass  text  message  warnings. 

Sirefrity  j  Chicago,  lis. 


ie1  Corp.  |  Joplirv 


lit  Apr.  18 


Apr.  19  Babysitter  broker  has  tips  on  handling  tragedy. 
Apr.  18  Lack  of  VT  emergency  phone  system  was  "tragic." 
Firm's  product  allows  immediate  communications. 


nothing  about  a  mysterious  outfit  called  Alex  Con- 
sulting that  is  funding  massive  touting  of  Compress 
on  the  Web.  —Matthew  Rand  and  William  P.  Barrett 

But  Not  Canadian  Sellers 

Prairie  farmland  in  Canada  has  income  yields  dou- 
ble those  of  comparable  U.S.  land,  yet  it  sells  for 
lower  prices.  One  big  reason:  Provincial  laws  sharply 

I restrict  foreign  ownership,  reducing  the  pool  of  pos- 
sible bidders.  The  newsletter  Farmland  Investor  says 
the  ownership  limit  for  non-Canadians  is  40  acres  in 
Manitoba,  20  acres  in  Alberta  and  just  10  acres  in  Saskatchewan. 
Several  years  ago  something  called  the  Saskatchewan  Farmland 
Security  Board  blocked  the  purchase  of  7,518  acres  by  Swedish 
industrialist  Hans  Rausing,  whose  $9  billion  net  worth  puts  him 
at  No.  73  on  our  billionaires  list.  The  agency  openly  admitted  it 
favors  Canadian  buyers.  —  W.P.B. 

Operating  on  Its  Members 

The  International  Union  of  Operating  Engineers  has  just  enacted  a 
rule  barring  members  from  putting  up  Web  sites  discussing  union 
campaigns  unless  they  are  password-protected  for  the  dues-paying 
faithful  only.  A  mouthpiece  for  the  union,  whose  400,000  members 
operate  heavy  equipment,  says  the  prohibition  promotes  "robust 

discussion"  about  sen- 
sitive topics  such  as 
bargaining  tactics  that 
outsiders  shouldn't 
hear.  Public  Citizen, 
the  liberal  open-gov- 
ernment lobby,  has 
sued  in  Washington,  D.C. 
federal  court  to  void  the 
rule.  Lawyer  Paul  Levy  says 
members  of  the  labor  unit, 
sometimes  accused  of  vio- 
lence and  favoritism,  might 
be  a  little  leery  about  identi- 
fying themselves. 

—Daniel  Fisher 
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o  advances  Americ 
ower  without  leavin 


Innovations  from  Siemens  can  be  found  everywhere.  From  the  underground  substation  in 
California  to  the  advanced  clean  coal  technology  used  for  generating  power.  And  as  a  leading 
supplier  of  power  and  energy  solutions,  our  focus  is  on  developing  technology  that  is  more 
powerful,  more  efficient,  more  competitive  and  more  environmentally  compatible.  We  are 
constantly  investing  in  research  and  development  to  meet  the  country's  ever-changing 
energy  demands  and  push  our  technology  to  the  highest  possible  limits.  At  Siemens,  our 
innovations  have  the  power  to  make  a  difference  in  our  planet's  future. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 


SIEMENS 


On  My  Mind 


By  Andrew  Keen,  author,  The  Cult  of  the  amateur  (Doubi.f.day,  $23). 


Down  With  Internet  Democracy 

Why  you  don't  want  anonymous  volunteers  powering  your  search  engine. 


I  ATE  LAST  YEAR,  TWO  DAYS  BEFORE 
Christmas,  Jimmy  Wales,  the  cofounder 
of  the  people-powered  encyclopedia 
Wikipedia,  posted  an  evangelical  mes- 
sage on  his  Weh  site,  Wikia.com.  "Help 
me  out,"  he  wrote.  "Spread  the  word." 

Six  years  earlier  Wales'  cofounding 
partner  at  Wikipedia,  Larry  Sanger, 
had  posted  a  similar  message.  "Humor 
me,"  Sanger's  January  2001  electronic 
missive  had  said  "Go  there  and  add  a 
little  article  It  will  take  all  of  five  or  ten 
minutes."  These  were  the  three  sen- 
tences that,  unfortunately,  changed  the 
information  world.  Today  Wikipedia 
is  a  top-ten  Internet  destination,  with 
7  million  articles  in  251  languages  and 
a  volunteer  militia  of  several  hundred 
thousand  editors. 

Wales'  newest  new  thing  is  Wikia 
Search-— a  so-called  people-powered 
search  engine.  Having  upturned  the 
knowledge  business,  he  is  gunning 
his  revolutionary  energy  on  search. 
So  what,  exactly,  is  Wikia  Search?  As 

Wales  wrote  in  this  magazine  earlier  this  month,  it  is  "open- 
source  software"  that  hands  over  "full  editorial  control"  of  its 
algorithms  to  its  users.  Trusting  the  "human  touch"  over  scien- 
tific truth,  Wiki  Search  replaces  Google's  purely  mathematical 
(and  largely  secret)  rules  with  open-source  search  code  written 
by  volunteer  programmers.  This  is  an  attempt  to  dress  Google 
up  as  Wikipedia.  As  Wales  put  it  in  his  2006  posting,  he  was 
looking  for  "community  members  who  would  like  to  help  build 
people -powered  search  results  and  developers  to  help  us  build 
an  open-source  alternative  for  Web  search."  The  missive  imme- 
diately drew  1,000  volunteers. 

If,  like  me,  you  believe  that  Wikipedia  has  spawned  a  mountain 
of  unreliable,  unprofessional  and  often  corrupt  so-called  know- 
ledge, then  Wales'  radical  new  search  venture  is  of  deep  concern. 

According  to  Wales,  search  is  "broken."  It  lacks  "freedom" 
"community,"  "accountability"  and  "transparency."  He  argues  that 
Google  can  be  gamed  by  spammers,  marketers  and  other  Inter- 
net cheats  who  have  learned  to  outwit  the  algorithms,  thereby 
earning  their  products  or  services  inappropriately  high  rankings. 

solution  is  to  staff  Wikia  Search  with  unpaid  program- 


Internet  search  is  too 
central  to  our  lives  to  be  in 
the  hands  of  noble  amateurs 


mers  who  will  develop  algorithms 
that  can  sniff  out  the  spammers  and 
challenge  the  cheats. 

What  will  Wikia  Search  be  like?  I 
fear  it  will  resemble  Wikipedia  Rather 
than  gang  up  against  the  gamers,  it 
will  compound  the  corruption  by  giv- 
ing search  engine  editorial  power  to 
anonymous  volunteers.  This  is  exactly 
what  has  damaged  Wikipedia's  repu- 
tation as  a  people  powered  encyclope 
dia.  How  many  supposedly  altruistic 
programmers  will  really  be  in  the  pay 
of  Wal  Mart  or  al  Qaeda  or  the  mil- 
lions of  other  organi7ations  that  could 
be  tempted  to  pay  to  have  their  prod- 
ucts and  services  better  positioned? 

Is  search  too  important  to  be  left 
to  fallible  human  beings?  No.  But 
Wales  hr  chosen  the  wrong  type  of 
human  to  build  his  open-source 
search  software.  Yes,  he's  right  Purely 
mathematical  algorithms  on  search 
engines  like  Google  can  be  and  indeed 
are  gamed  by  spammers  and  other 
electronic  scammers.  But  to  create  real  community  and  real 
accountability  you  need  accountable  programmers,  rather  than 
anonymous  and  thereby  intrinsically  untrustworthy  volunteers. 

If  you  want  to  supplement  artificial  intelligence  with  real 
human  intelligence,  you  need  to  reward  the  real  humans  with  real 
money  in  exchange  for  their  services.  Because  real  people  have 
real  mortgages  to  pay  off  and  real  families  to  feed.  A  genuinely 
people  powered  search  service  should,  therefore,  employ  and  pay 
a  professional  staff  to  check  the  accuracy  of  its  entries.  Traditional 
media  have  a  word  for  these  gatekeepers.  They  are  called  editors. 

So,  friends,  please  help  me  out  here.  Spread  the  word.  Internet 
search  has  become  too  central  to  all  our  lives  to  be  put  in  the  hands 
of  noble  amateurs.  A  "people-powered"  search  engine  staffed  by  a 
militia  of  anonymous  volunteers  will  only  compound  the  opacity 
of  the  supposedly  "democratic"  Internet.  Jimmy  Wales'  faith  in 
open-source  communitarianism  and  the  natural  goodness  of 
volunteers  is  childish  and  self-serving. 

Let's  all  grow  up  here.  On  the  Internet,  as  in  life,  you  get  what 
you  pay  for.  And  I,  for  one,  don't  want  the  responses  to  my  daily 
search  requests  determined  by  a  horde  of  faceless  volunteers.  F 
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The  market  has  ways  of  reminding  you  why 
your  401  (k)  needs  Prudential's  IncomeFlex. 


Because  IncomeFlex  offers  guaranteed  growth  of  your 
income  base  even  on  the  market's  worst  days.  Then  it 
generates  guaranteed  lifetime  income  in  retirement — with- 
out the  need  to  annuitize  your  savings — all  for  a  reasonable 
fee.  What's  more,  Prudential's  IncomeFlex  does  all  this 
through  the  convenience  of  your  existing  401(k)  plan. 

To  maintain  the  IncomeFlex  benefit,  you  must  invest  in  one 
or  more  Prudential  IncomeFlex  Funds.  Like  all  variable 
investments,  these  funds  may  lose  value.  Guaranteed  growth 
of  the  income  base  ends  at  age  70  or  when  guaranteed  with- 
drawals begin,  whichever  is  earlier.  Withdrawals  in  excess 
of  the  guaranteed  lifetime  income  amount  will  reduce  future 
guaranteed  withdrawals  proportionately.  Guarantees  are 
based  on  the  claims-paying  ability  of  the  insurance  company. 


PRUDENTIAL  INCOMEFLEXSM 

•  Lifetime  income  protection  using 
IncomeFlex  Lifetime  Funds 

•  Money  management  flexibility  and  control 
'  Downside  protection 

'  Upside  potential 

'  Optional  spousal  benefit 

For  more  information  call 
888-PRU-IFX8  (778-4398)  or  visit 
www.prudential.com/incomeflex. 


YOUR  ROCK 
FOR  RETIREMENT1 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth 


The  Prudential  IncomeFlex  Lifetime  Funds  are  separate  accounts  available  under  group  variable  annuity  contracts  issued  by  Prudential  Re$emejrti 
Insurance  and  Annuity  Company  (PRIAC),.  Hartford,  CT,  a  Prudential  Financial  company.  PRIAC  does  not  provide  any  guarantee  of  the  investment  performs  a 
or  return  of  contributions  to  these  separate  accounts.  PRIAC's  guarantee  of  certain  withdrawals  is  supported  by  PRIAC's  general  account  and  is  contingen' 
on  its  claims-paying  ability.  Guarantees  are  subject  to  certain  limitations,  terms  and  conditions.  Investors  should  consider  the  objectives;,  risks,  charges, 
and  expenses  of  the  Funds  and  guarantee  features  before  investing.  You  should  carefully  review  the  Prudential  IncomeFlex  Important  Considers! 
before  investing.  Product  availability  and  terms  may  vary  by  jurisdiction.  Subject  to  regulatory  approvals.  Prudential  Retirement  and  Prudential  Fijian)  i 
are  registered  service  marks  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Prudential  Retirement  is  a  PrtideTitial 
Financial  business.  INST-20070326  Ap231$5 


Follow-Through 


NOVEMBER  14,  200" 


Rude  Bloggers?  Really? 


■9* 


He 


Our    antibLog    cover  story 
provoked  howls  from  bloggers 
who  called  us  stupid,  clueless 
and  a  lot  of  other  things.  But 
now  some  of  the  blogo- 
sphere's  biggest  names  are 
complaining  about  "incivil- 
ity" on  blogs  and  even  pro- 
posing a  blogging  "code  of 
conduct."  The  campaign 
was  prompted  by  a  series 
of  online  attacks  aimed  at 
a  popular  blogger  named 
Kathy  Sierra.  Yup,  it's 
different  when  the  at- 
tacks happen  to  one  of 
your  own. 

Sierra's  friends  in- 
clude Tim  O'Reilly, 


founder  of  tech  pub- 
lisher O'Reilly  Media,  and  Wikipedia 
founder  Jimmy  Wales.  O'Reilly  and  Wales  are  proposing  a 
set  of  blogging  rules  that  include  a  pledge  to  delete  "unacceptable  content"  that 
others  post  on  your  blog  and  not  allowing  readers  to  post  comments  anony- 
mously. Also:  "When  we  believe  someone  is  unfairly  attacking  another,  we  take 
action."  The  proposal  has  been  mocked  in  the  blogosphere.  But  not  everyone  is 
laughing. 

The  Electronic  Frontier  Foundation,  a  San  Francisco  pro-blogging  group 
that  in  October  2005  published  a  parody  of  the  FORBES  article,  is  applauding 
the  new  scrutiny  of  bloggers'  conduct.  "In  the  wake  of  these  controversies 
bloggers  are  having  a  big  discussion  about  what's  appropriate  and  what's  not 
appropriate,  and  that  is  precisely  what  should  be  happening,"  says  Rebecca 
Jeschke,  spokesperson  for  EFF. 

— Daniel  Lyons 

JANUARY  8,  2007 

A  Titan  Retires 

We  named  AT&T  company  of  the  year  and  put  Chief  Executive  Edward  E. 
Whitacre  Jr.  on  the  cover.  In  late  April  the  65 -year-old  Texan  surprised  share- 
holders by  retiring  a  year  earlier  than  planned.  Whitacre  is  exiting  on  a  high 
note:  AT&T  shares  are  up  69%  since  the  beginning  of  2006. 

Whitacre  leaves  the  board  on  June  3  and  hands  the  titles  of  chairman 
and  chief  to  his  chosen  successor,  Randall  Stephenson,  47,  rather  than  stick- 
ing around  in  a  lesser  role.  "He  didn't  have  any  desire  to  stay  in  a  reduced 
capacity,"  says  one  insider.  "He  didn't  feel  it  would  be  very  fair  to  Randall." 
Whitacre,  for  years  a  favorite  whipping  boy  for  people  decrying 
excessive  executive  compensation,  departs  with  a  pension  pot  worth  circa 
$160  million. 

—Dennis  Kneale 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  MARCH  4,  1922 

Saying  No  to  the  Boss  There  are  two 

classes  of  men  who  don't  yes  the  Boss.  The  first 
is  the  pinheaded  fellow  who  is  so  petty  and  so 
small  that  he  can't  see  value  in  any  suggestion 
unless  it  be  his  own.  The  second  is  the  chap  who 
has  ideas,  who  is  not  afraid  to  suggest  them,  but' 
who  is  big  enough  to  admit  that  the  other 
fellow's  plan  is  better  and  then  to  get  behind 
the  Big  Idea.  Failure  to  make  suggestions  is  not 
helping  the  Boss.  Agreeing  with  him  in  every- 
thing he  suggests  is  not  helping  him.  Nor  is  it 
grooming  yourself  for  a  bigger  job  and  bigger 
responsibilities. 

20  YEARS  AGO  IN  FORBES  |  JULY  13,  1987 

Siemens  UberAlles 

Coffers  bulging  with  cash.  That's  what  many 
West  German  companies  have,  none  more  so 
than  Siemens.  The  electronics  giant  is  sitting  on 
$7  billion  in  cash,  plus  $10.5  billion  in  hidden 
reserves  and  pension  funds  the  company  could, 
under  German  law,  invest  if  it  so  desired.  With 
almost  no  debt,  Siemens  could  easily  borrow 
another  $14  billion.  Chief  Executive  Karlheinz 
Kaske  vows  that  Siemens  will  survive  and 
prosper  from  the  shakeout  and  consolidation 
now  racking  the  telecommunications, 
electronics  and  electrical  engineering  industries. 

Siemens  is  embroiled  in  a  corruption  scandal 
involving  alleged  bribes  to  foreign  officials. 

15  YEARS  AGO  IN  FORBES  |  APRIL  13,  1992 

ig^v    Bush  and  Yeltsin 

Boris  Yeltsin  is  the  first 
MM      rlB  *        democratically  elected 
president  in  Russian  his- 
v  tory,  yet  President  Bush 

\m       anc'  Secretary  of  State 
^       Baker  have  hardly  courted 
him.  Bewitched  by  the 
smartness  and  shine  of 
Gorbachev,  they  seem  to 
hold  Yeltsin's  manners  against  him.  Here  are 
some  things  Bush  could  do:  send  some  of  the 
best  brains  among  the  Russian-speakers  in  this 
country  to  keep  eyes  and  ears  open  to  the  tides 
of  Russian  public  opinion;  sponsor  massive 
•exchange  programs  on  the  part  of  private 
institutions  and  every  branch  of  government; 
bring  as  many  Russians  as  possible  for  brief 
stays  in  the  U.S. 

Boris  Yeltsin  died  in  April  at  the  age  of  76. 


I  Baker 
%'     I  him.  E 
smarti 

_________  Gorba 

hold  Yeltsin's  manners  age 
some  things  Bush  could  dc 


40      FORBES      MAY  21,  2007 


Follow-Through 


Pinault  Envy 


Our  cover  story  at  the  end  of  last  year 
described  how  French  tycoon  Francois 
Pinault,  the  controlling  shareholder  of. 
Gucci,  had  built  a  $2  billion  collection  of 
modern  art  and  opened  a  museum  of  his 
own  in  an  18th-century  Venetian  palazzo. 
At  the  time  Pinault  was  vying  with  the 
Solomon  R.  Guggenheim  Foundation  for 
a  second,  much  larger  Venice  venue 


Billionaire  Francois  Pinault 
and  his  new  Venice  space. 


(38,000  square  feet)  in 
■^■^^^^^  the  Punta  della  Dogana, 
the  17th-century  triangular  customs 
house  perched  at  the  entrance  to  the 
Grand  Canal.  After  competing  plans  from 
superstar  architects— Zaha  Hadid  for  the 
Guggenheim,  Tadao  Ando  for  Pinault — 
the  French  billionaire  has  won  approval 
from  the  city  of  Venice.  Pinault  plans  to 
complete  the  $27  million  renovation  by 
June  2009,  in  time  for  that  year's  Venice 
Biennale  art  festival.  Look  for  monumen- 
tal sculptures  by  minimalists  Richard 
Serra  and  Donald  Judd.    —Susan  Adams 


NOVEMBER  28,  200S 

Racer  Acer 

Taiwanese  computer  maker  Acer  may  not  yet 
be  a  household  name,  but  it  now  sells  more 
personal  computers  than  anyone  except 
Hewlett-Packard  and  Dell.  Acer  leapt  past 
Lenovo,  the  Chinese  company  that  bought 
IBM's  PC  business,  in  the  first  quarter  of  this 
year.  That's  one  year  ahead  of  the  goal  Acer 
Chief  J.T  Wang  targeted  when  we  wrote  about 
the  company  18  months  ago.  If  Acer  keeps 
up  its  current  growth  rate,  it  will  pass  Dell 
to  become  the  second-biggest  notebook 
computer  brand  (HP  beat  out  Dell  for  the 
number  one  spot  since  our  story  ran).  As  we 
predicted,  competitors  have  started  taking 
notice:  HP  sued  Acer,  alleging  patent  infringe- 
ments. The  suit  could  turn  into  a  hurdle  for 
Acer's  U.S.  portable  computer  sales,  which 
jumped  by  42%  in  2006.  But  the  company's 
hottest  prospects  lie  in  emerging  markets, 
where  computer  sales  are  growing  much 
faster  than  in  the  U.S.        —Deborah  On 
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Let  the  Bio  Beware 

It's  only  been  a  few  months  since  our 
expose  on  the  plethora  of  ventures  trying 
to  capitalize  on  the  popular  mania  for  sus- 
tainable energy,  but  already  some  of  the 
companies  we  highlighted  are  starting  to 
crumble. 

•  Earth  Biofuels,  a  Dallas  outfit  whose 
mascot  is  singer  Willie  Nelson,  is  having 
trouble  paying  its  bills.  The  company 
planned  to  build  a  national  chain  of  fill- 
ing stations  dispensing  a  brand  of  eco- 
friendly  diesel  it  called  Bio  Willie.  In 
April,  after  Earth  Biofuels  defaulted  on 
a  loan,  Kings  Road  Investments  won  a 
$15.4  million  judgment  against  it  in 
state  court. 

•  U.S.  Sustainable  Energy,  a  Mississippi 
producer  of  biodiesel-like  fuel  from  soy- 
beans, ditched  plans  to  go  public  by  merg- 
ing with  another  company  after  accusing 
that  firm  of  fraud  (the  would-be  partner 


Front  man  for  a  failure:  Willie 


blames  the  breakup  on  "other  factors"). 
•  Stock  in  miniconglomerate  Greenshift 
Corp.,  which  is  working  on  technology 
to  feed  carbon  dioxide  to  algae  and  then 
harvest  the  algae  as  if  they  were  corn- 
stalks, has  skidded  below  a  nickel  after  its 
top  officers  sold  off  millions  of  shares. 

— Daniel  Fisher 

f¥IAV  8,  2006 

Tin  Man 

In  our  executive  pay  issue  a  year  ago  we 
criticized  Alcoa  Chief  Alain  J.P.  Belda 


for  paying  himself  too 
richly  while  his  company 
delivered  mediocre  returns 
in  the  midst  of  a  global 
commodities  boom.  Since 
our  story  Alcoa's  stock  has 
bumped  up  1.4%  to  a  recent 
$36.  But  that  didn't  happen 
because  Belda  suddenly  im- 
proved his  performance. 
Rather,  rumors  are  swirling  that  Alcoa  may 
be  a  takeover  target. 

The  talk  stems  from  Alcoa's  decision 
to  explore  the  sale  of  two  of  its  less  prof- 
itable units.  One  makes  consumer  pack 
aging,  including  Reynolds  Wrap  foil. 
That  division  could  bring  $2.8  billion 
from  a  private  equity  buyer.  The  Pitts- 
burgh aluminum  maker  may  also  sell  its 
auto  components  business.  Belda's  pay 
package  remained  fat  in  2006,  with  a 
total  value  of  $11.6  million,  including  a 
$2.4  million  cash  bonus. 

—Michael  Maiello 
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ftnl  that's  exactly  where  we  fly. 


More  than  200  flights  a  week  to  Europe. 
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Out  of  the  Woods 

Gerald  Grinstein  put  bankrupt  Delta  Air  Lines  back  in  line  to  take  on  the 
leaders.  His  strategy:  Be  nice  to  your  customers  and  employees  |  By  Mark  Tatge 


HIS  FRIENDS  THOUGHT  HE  WAS  CRAZY  TO 
quit  retirement  three  years  ago  to  run  Delta 
Air  Lines,  but  Gerald  Grinstein  thought  he 
saw  a  chance  to  return  it  to  its  glory  days. 
"They  thought  at  age  71 1  should  go  off  to 
the  woods  and  rot,  but  1  have  this  genetic  flaw^  he  says, 
laughing. 

What's  good  for  Grinstein  turns  out  to  have 
been  even  better  for  Delta.  Nineteen  months  ago  the 
airline  had  sunk  under  $21  billion  in  debt  and  was 
gasping  for  air.  Today  Delta  has  emerged  from 
bankruptcy  with  new  routes  and  planes  and  fresh 
financing,  giving  the  number  three  carrier  clout  to 
challenge  industry  leaders  American  and  United 
and  beat  back  low- fare  rivals  Southwest  and  JetBlue. 

Grinstein's  results  are  all  the  more  remarkable 
given  the  neat  trick  he  pulled  off:  He  ultimately  won 
support  of  employees  despite  slashing  their  pay  by 
up  to  42%,  eliminating  23,600  jobs  and  abolishing 
their  defined-benefit  pension  plan. 

With  the  cutbacks,  which  allowed  Grinstein  to 
lower  fares,  Delta  now  boasts  a  cost  per  available 
seat-mile  (before  fuel)  of  6.7  cents,  the  second  best 
(after  US  Airways)  in  the  industry  among  U.S.  carri- 
ers flying  international  routes.  Delta,  sitting  on 
$3.5  billion  in  cash  and  $9  billion  in  new  equity, 
expects  to  earn  pretax  $801  million  in  2007  and  $1.4 
billion  in  2008. 

Grinstein  had  been  on  the  Delta  board  since 
1987  and  was  asked  to  take  over  as  chief  executive 
in  2004,  replacing  ousted  Leo  Mullen,  60.  That  year, 
with  help  from  fuel  bills,  interest  expenses  and 
low-cost  carriers  such  as  AirTran,  the  airline  lost 
$5.2  billion.  The  company  announced  plans  to  close 


Have  a  Nice 
Flight 

J.D.  Power  and 
Associates  ranked 

Delta  second  in 
overall  customer 
satisfaction. 
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its  Dallas-Fort  Worth  hub  and  lay  off  up  to  7,000 
workers.  Nine  months  later,  in  September  2005,  it 
filed  for  bankruptcy  in  New  York. 

Grinstein  cut  the  employee  count  from  70,600 
to  47,000  and  slashed  salaries.  For  starting  flight 
attendants  salaries  went  from  $17,415  to  $15,849. 
The  6,000  surviving  pilots  took  a  42%  pay  cut.  A 
20-year  senior  captain  flying  a  767  now  earns 
$157,000,  down  from  $223,000.  But  as  workers 
screamed,  Grinstein  downsized  his  own  salary, 
from  $500,000  to  $250,000  (since  increased  to 
$338,000).  Next  he  swore  off  bonuses,  cash  payouts 
and  gifts  of  stock,  and  capped  other  executive 
incentives.  "Management  shouldn't  get  a  reward 
while  everybody  else  takes  a  cut,"  Grinstein  said. 
Workers  were  still  unhappy,  but  fate  swung  in  Grin- 
stein's favor  when  US  Airways  Chief  Executive  Dou- 
glas Parker  bid  $10.2  billion  to  buy  the  airline. 
Parker  planned  to  resize  Delta,  eliminating  routes, 
planes  and  lots  of  jobs. 

Suddenly  life  with  Grinstein  didn't  taste  so  bad. 
To  further  please  workers  he  said  he  would  plow 
$1  billion  back  into  employees'  pockets,  including 
$190  million  in  cash  incentives — provided  Delta 
met  financial  goals  once  it  emerged  from  bank- 
ruptcy. The  cloud  cover  began  to  lift.  Delta's  pilots, 
receiving  a  1.5%  pay  increase  and  a  401(k)  in  return 
for  giving  up  defined-benefit  pensions,  jumped 
onboard.  So  did  39,000  noncontract  workers.  The 
employees  garnered  $350  million  in  new  stock, 
$130  million  cash,  a  4%  raise  and  $250  million 
toward  retirement  postbankruptcy.  "Has  it  been 
ugly  for  employees?  Absolutely.  But  Delta  has  a 
good  business  plan,"  says  Donald  Lee  Moak,  chair- 
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man  of  the  Delta  Air  Lines  Pilots  Association.  "The  employees 
are  working  together  here." 

Grinstein  needed  happy  workers  if  he  wanted  to  pull  off  his 
business  plan:  winning  over  business  travelers  who  typically 
generate  10%  of  an  airline's  revenue  and  40%  of  its  profit.  "He 
simply  realized  you  can't  run  an  airline  with  pissed-off  workers," 
said  Richard  ( iritta,  a  finance  professor  at  the  University  of  Port 
land  (Ore.)  who  follows  the  airline  industry. 

Grinstein  is  now  adding  back  comforts,  services  and  perks 
eliminated  at  other  airlines.  He's  ripping  out  seats  in  its  main- 
line jets  and  adding  new  leather  ones  with  expanded  legroom. 
Passengers  get  free  HBO  (movies,  The  Sopranos,  etc.)  on  seat- 
back  digital  screens.  They  can  also  plug  in  headsets  and  browse 
10,000  songs.  Coach  customers  on  flights  of  1,750  miles  or 
more  gel  one  complimentary  alcohol u  bcvci  age  and  lull  meal 
service. 

J.I).  Power  and  Associates  ranked  Delta  second  only  to  Con- 
tinental lasl  yen  in  overall  CUStomei  satisfaction.  In  several 
important  areas,  like  boarding,  baggage  handling,  flight  c  rew  and 
.im  i. ill  cleanliness,  where  employee  s.ilisl.n  lion  is  pivotal,  I  )elta 
i.mked  number  one.  "People  say  'You  changed  the  culture  at 
Delta,  "  Grinstein  says.  "I  tell  them  I  didn'l  change  anything, 
what  I  tried  to  do  is  restore  vvli.it  we  had  before  an  ability  of 
employees  to  work  together  and  solve  problems." 

Grinstein  also  moved  to  fix  one  <>i  Delta's  biggesl  prob 
[ems   flymg  to  the  wrong  plat  es  with  the  wrong  planes.  Along 
the  Easl  <  !oast  I  >elta  Hew  2r>o  seat  Boeing  767-400  wide  bod 


its  on  short-haul  flights  to  leisure  destinations  in  Florida. 
Tanned  travelers  liked  the  extra  room,  but  the  planes  flew 
with  too  many  empty  seats. 

In  2005  Grinstein  hired  Continental  Airlines'  former  chief 
network  strategist,  Glen  W.  Hauenstein,  to  give  Delta  a  route 
makeover.  Hauenstein  began  moving  36  wide-bodies  overseas 
where  they  would  generate  higher  profits.  Last  year  he  shrank 
Delta  domestically  by  13%  while  adding  60  international 
routes.  This  year  35%  of  Delta's  revenue  will  derive  from  inter- 
national travelers,  a  percentage  that  will  reach  50%  sometime 
beyond  2010. 

Delta  is  now  the  largest  U.S.  carrier  serving  Europe,  with  56 
daily  departures  this  summer.  In  June  Delta  will  fly  to  36  cities  in 
Europe,  Africa,  India  and  the  Middle  Last.  It  is  taking  delivery 
on  28  new  airplanes  by  2009,  including  10  Hoeing  777s  and  3 
757s.  The  cost,  roughly  $900  million  a  year,  will  be  covered  with 
cash  from  operations. 

I  )elta  si  ill  laces  intense  competition  from  low-fare  operators 
such  as  Ait  Trail  in  Atlanta,  JetBlue  in  New  York  and  Southwest 
in  Sail  Lake  City.  Asia  remains  a  big  hole  in  Delta's  network. 
However,  one  of  the  best  Far  East  route  systems  is  owned  by 
Northwest  Airlines,  currently  in  bankruptcy — and  a  target  of 
takeover  speculation.  Could  Delta  buy  it?  Noteworthy  was  the 
addition  in  March  of  ex-Northwest  Airlines  chief  executive 
Richard  Anderson  to  Delta's  board. 

Grinstein,  now  74,  is  scheduled  to  leave  Delta  in  June. 
Maybe  there  should  be  a  law  against  early  retirement.  F 


Baksheesh 


Newly  elected  New  York  Attorney  General  Andrew  Cuomo  was  scandalized  to  find  that  banks  have  been  bribing 
colleges  to  steer  student  borrowers  their  way.  Cuomo  levied  some  hefty  fines  and  vowed  to  end  the  payola. 

As  unseemly  as  such  endorsement  deals  are,  they're  standard  operating  procedure  in  American  business. 
fPMorgan  ( Ihase,  for  example,  has  adopted  Cuomos  code  of  conduct  for  student  loans  but  not  for  other  products. 
Truth  is,  it's  hard  to  swipe  a  credit  card  these  days  without  someone  trying  to  lure  you  with  a  "preferred"  or 
"endorsed"  product.  Are  you  getting  the  best  deal?  Caveat  emptor.  —  Neil  Weinberg 


ORGANIZATION 

PRODUCT 

ENDORSEMENT  DEAL 

HOW  PAYMENT  DISCLOSED 

AARP 

Alamo  car  rental 

One  of  half-dozen  car  rental  deals; 

such  endorsements  generated  $360  million,  or 

47%  of  AARP  revenues,  in  2005 

Alamo  payment  subject  to 
confidentiality  agreement 

JPMorgan  Chase 

Mutual  funds 

Paid  $152  million1  last  year  in  revenue  split 
and  finder's  fees,  and  gave  gifts,  meals  and 
tickets  to  intermediaries  who  sold  its  funds 

Deep  inside  fund  prospectus 

National  Education 
Association 

Various  products 

For-profit  unit  received  $52  million  from 
endorsements  in  2005 

Tax  filing 

Doctors 

Drugs 

94%  of  doctors  havo  relationships  with  drugmakers; 
83%  get  food,  78%  drug  samples  and 
*5%  payments  for  meetings  and  education' 

Undisclosed 

'  Includes  sales  conn 
'"A  National  Survey  c><  ri 
Sources:  Forbes;  JPMoi 

ysl<  ian  Industry  Relations 
i  Chase;  Internal  Revenue 

ut!  sharing  payments. 

lips,"  New  England  Journal  of  Medicine,  Apr.  26. 

Service. 
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Meet  the  car  dealer  next  door.  eBay  Motors  is  si 
national  or  local  listings,  and  research  prices.  Get  eBay  Vehicle  Purchase  Pro 
sellers'  feedback  so  you  feel  good  about  who  you're  buying  from.  And  even  bett 


'Not  all  transactions  are  eligible  (or  Vehicle  Purchase  Protection.  Certain  conditions  and  limitations  apply.  For  details,  visit  ebaymotors.com/vpp. 
©  2007  eBay  Inc.  Ml  rights  reserved.  eBay  and  the  eBay  logo  are  registered  trademarks  of  eBay  Inc.  The  tagllne  "you  can  get  it  on  eBay"  is  a  Irat 


I  Outfront 


CHOICES.  CHOICES 


Multiplication 
Problems 

Chrysler  does  the  math  and  concludes  that 
less  is  more  |  By  Joann  Muller 


YOU  CAN  HAVE  A  MODEL  T  IN  ANY 
color  you  want,  as  long  as  it's  black," 
Henry  Ford  famously  quipped  back 
in  1914,  and  nobody  seemed  to  mind. 

Today  consider  the  2007  Dodge  Nitro,  a 
small  SUV  introduced  last  fall  by  Chrysler. 
Buyers  can  choose  from  among  7  colors, 
2  engines,  3  trim  levels,  5  fea-    Dodge  Nitro 
ture  packages  and  up  to  17 
additional  freestanding 
options  for  each  package. 
Even  when  you  exclude 
impermissible  combina- 
tions, it  turns  out  the  Nitro 


is  available  in  some  167,000  configurations. 
If  only  that  many  buyers  for  the  Nitro  existed; 
only  36,687  have  been  sold. 

The  Honda  CRV  comes  with  one  engine 
choice,  four  trim  levels  and  eight  colors. 
Options  are  grouped  in  just  two  packages, 
not  sold  separately.  Hence,  the  CRV,  which 
outsells  the  Nitro  by  nearly  two  and  a 
half  times,  is  available  in  only  88 
possible  combinations 
(a  few  variations  aren't 
available). 

Whatever  hap- 
pened to  the  idea  of 


custom  ordering  your  car?  It  turns  out  that 
giving  buyers  too  many  choices  is  imprac- 
tical and  costly  for  carmakers.  With  so  many 
potential  combinations,  it's  tough  to  pre- 
dict what  will  sell,  so 
Chrysler  (and  its  ^^^Elflwu^ 
suppliers) 
have  to 
gear  up 
with  parts 

and  tooling  to  build  every  Honda  CR-V 
possible  variation.  Chrysler  puts  extra  wiring 
in  the  base  Nitro  to  handle  two  radio  choices, 
yet  few  buyers  pick  the  premium  stereo.  And 
dealers  still  end  up  with  the  wrong  cars. 

Chrysler  Chief  Executive  Thomas  La- 
Sordas  turnaround  plan  will  reduce  the  com- 
plexity by  cutting  the  number  of  variations 
for  the  2008  model  year.  The  2008  Nitro  will 
have  just  650  possible  combinations;  gone  is 
the  premium  stereo  for  the  entry-level  Nitro. 
The  2008  Chrysler  Pacifica:  680  variations, 
down  from  35,820.  Will  customers  complain? 
"If  there's  no  one  out  there  asking  for  it,  have 
you  really  taken  anything  away?"  says  Stephen 
J.  Bartoli,  a  marketing  vice  president.  F 


Sego  Versus  Sarko 


Zut  alorsl  France  again  earns  the  dubious  distinction  of  being  at  the  top  of  our  Tax  Misery  Index,  a  ranking  of  the  tax 
burden  imposed  by  countries  around  the  globe  on  individuals  and  businesses.  But  the  presidential  runoff  vote  on  May  6 
may  or  may  not  bring  relief.  Conservative  presidential  candidate  Nicolas  Sarkozy  favors  a  five-point  or  larger  reduction 
in  the  top  corporate  tax  rate.  Socialist  candidate  Segolene  Royal  would  create  another  individual  flat  tax  on  top  of  the 
existing  progressive  income  tax  and  flat  tax.  Outside  of  France  the  news  is  good,  as  top  marginal  rates,  those  most  likely 
to  affect  the  decisions  made  by  an  entrepreneur,  generally  continue  to  decrease.  Countries  at  the  top  impose  the  harsh- 
est taxes;  countries  at  the  bottom  are  the  most  tax-friendly.  For  more,  go  to  forbes.com/misery.  —  Jack  Anderson 


MISERY 
2007 


Corporate  Income  Personal  Income  Wealth  Tax   Employer  Social  Security  Employee  Social  Security  VAT/Sales 


The  Misery  score  is  the  sum  of  the 
taxes  shown  above,  at  the  highest 
marginal  percentage  in  each  locale. 
It  is  our  best  proxy  for  evaluating 
whether  tax  policy  attracts  or  repels 
capital  and  talent.  In  most  of  the 
world  local  government  revenues 
are  dependent  on  property  taxes, 
which  don't  affect  the  Misery  Index. 

'Negative  numbers  indicate  a 
reduction  in  misery,  includes  an 
additional  1 1  %  flat  tax  on  income. 


Ny  knt 


NA:  Not  applicable 
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Outfronl 


Q&A 


The  Gongf ather  Speaks 

Ladies  and  gentlemen,  game  show  legend  Chuck  Barris  has  a  new  book  out,  a  blacker- 
than-black  comic  novel  called  The  Big  Question.  It  satirizes  Barris'  old  dominion:  the 
"reality"  game  show.  In  The  Big  Question  a  finalist  must  correctly  answer  one  last 
question  to  win  $100  million.  Get  it  wrong  and  it's  execution  by  lethal  injection— on  the  air. 

Barris,  77,  was  the  genius  behind  The  Dating  Game,  The  Newlywed  Game  and  The 
Gong  Show,  all  hits  in  the  1960s  and  1970s.  Critics  hated  him  for  lowering  the  nation's  IQ 
(like  we  needed  help  there),  but  he  made  millions  and  paved  the  way  for  todays  reality-TV 
mania.  Barris  recently  talked  about  taste,  reality  TV  and  the  meaning  of  lmus  over  hot 
dogs  at  the  Friars  Club  in  New  York.  —Bruce  Upbin 


FORBES:  Experts  said  The  Gong  Show  was 
the  worst  television  show  ever.  What  do 
you  say  to  that? 
Barris  (laughing):  What  do  I 
say  to  that?  The  way  I  look 
at  television  critics  is  that 
they're  criticizing  some- 
thing that's  free.  How  much 
can  the  criticism  count? 
When  you  get  it  for  noth- 
ing, you'll  watch  whatever 
you  want  to  watch. 

Are  reality  shows  meaner 
now  than  they  used  to  be? 
Just  look  at  Simon  Cowell 
on  American  Idol. 

Oh,  yeah!  1  think  the  whole 
reality  business  is  too  mean. 
These  are  mean-spirited 
shows  now.  The  people  get 
into  it,  and  the  viewers  count 
on  that.  The  thing  I  was 
always  accused  of,  by  Mike 
Wallace  on  60  Minutes  no 
less,  was  running  my  con- 
testants through  an  emo- 
tional roller  coaster.  These 
people  were  having  fun,  they 
were  having  the  time  of  their 
lives— at  least  until  we  did 
Three's  a  Crowd. 

That  one  did  you  in  with 
the  networks? 

No  doubt.  We  had  three  guys 
onstage  and  we  brought  out 
their  secretaries,  who  would 


answer  a  bunch  of  questions,  stuff  like  "How 
many  times  a  month  does  he  take  you  for 
lunch?"  Then  we'd  bring  out  the  wives  and 


ask  them  the  same  questions.  That  kind  of 
thing.  They  ended  up  hitting  each  other  on 
one  occasion,  which  to  me  was  appalling, 
but  it  was  the  start  of  what's  his  name- 
Jerry  Springer. 

Why  did  The  Gong  Show  end? 

We  were  doing  it  five  days  a  week,  and  I 
guess  I  started  to  think  it  was  getting  bor- 
ing so  I  ratcheted  up  the  energy  and 
ratcheted  us  right  off  the  air.  If  somebody 
else  was  the  host  of  that  show,  it  would 
still  be  on  the  air.  I  liken  what  I  did  in  a 
weird  way  to  lmus.  When  lmus  said 
what  he  said,  that  was  a  suicide  state- 
ment. It  was  almost  like  the  guy  really 
didn't  want  to  do  the  show  anymore,  a 
way  of  showing  he  thought  the  show  was 
getting  boring. 


You  think  The  Big  Question 
could  ever  air,  live  execu- 
tions and  all? 

I  think  it  could,  under 
certain  circumstances,  if 
laws  were  changed  and 
suicide  were  legally  accept- 
able. And  if  the  networks 
or  syndicators  could  give 
away  $100  million  every  so 
often.  If  all  that  were  at  all 
possible,  it  would  get  a 
huge  audience.  Huge! 

Looking  back,  what  do  you 
think  you  brought  to  TV? 

What  I  brought  was  spon- 
taneity. Before  The  Dating 
Game  everything  was  a 
scripted  show  or  a  quiz 
show.  With  The  Dating 
Game  we  didn't  have  a  script 
or  a  correct  answer.  It  could 
be  hysterical,  but  you  never 
knew  what  they  were  going 
to  say.  The  first  three  shows 
we  did  had  these  girls  that 
looked  like  Doris  Day  and 
clean,  good-looking  guys, 
and  they  were  talking  such 
dirt  and  innuendo  we  had 
to  bleep  most  of  it.  The  net- 
work called  me  and  said, 
"This  can't  go  on."  F 
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ON  THE  DOCKET 


Plaintiffs'  Paradise 

No  injury?  No  problem.  Creative  lawyers  will  find  a 
way  to  sue  anyway  |  By  Daniel  Fisher 


FALL  2003:  AS  EVIDENCE  MOUNTED 
that  Vioxx  could  cause  fatal  heart 
attacks,  Local  68  of  the  International 
Union  of  Operating  Engineers  sprang  into 
action. 

The  New  Jersey  union  didn't  tell  its 
members  to  stop  taking  Vioxx.  No, 
instead  it  sued  the  drug's  maker 
Merck — for  consumer  fraud.  The 
claim:  The  union's  health  plan 
wouldn't  have  paid  for  the  drug 
had  it  known  the  side  effects. 
"The  marketing  was,  if  you  pay 
800%  more  for  the  drug,  you'll  pay 
less  for  stomach  bleeds,  which  was 
false,"  says  Local  68's  lawyer,  Christopher 
Seeger.  A  New  Jersey  judge  certified  the 
case  as  a  class  action  on  behalf  of  virtu- 
ally every  private  health 
plan  in  the  country,  seek- 
ing some  $20  billion 
in  damages.  The  New 
Jersey  Supreme  Court 
heard  arguments  on 
Merck's  appeal  in 
March. 

The  case  is 
the  latest  and 
maybe  biggest 
<^^>  manifesta- 

«  o^ll^  tion  °f wnat 

defense 
lawyers  dub  the 
"harm-less"  tort.  Yes, 
thousands  of  individu- 
als may  have  legitimate 
claims  that  Vioxx  injured 
them.  But  that's  not  what 
this  suit  is  about — nor 
are  many  others.  Most 
rely  on  broadly  written  consumer-protec- 
tion laws  that  don't  require  plaintiffs  to 
prove  they  were  injured,  or,  in  some  states, 
even  misied  by  the  company  they're  suing. 


WHAT  WARNING 
LABEL?  Lawyers 
say  consumers 
thought  "light" 
cigarettes  safe, 
overpaid. 


HEART  ATTACK 
Insurers  want 
$20  billion  for 
the  Vioxx  they 
purchased. 


It's  a  lot  easier  than  having  to  find  physical 
damages. 

"You've  just  seen  the  ad,  you  bought  the 
product,  nothing  else  has  to  be  proved,"  says 
Michael  Greve,  a  fellow  at  the  American  En- 
terprise Institute  and  author 
of  Harm-Less  Lawsuits?, 
a  book  critical  of  con- 
sumer-fraud cases. 

Unhappy  with 
that  nose  job?  The 
Kansas  Supreme 
Court  recently  held 
that  doctors  can  be 
sued  under  that  state's 
consumer  protection  law, 
as  a  kind  of  end  run 
around  traditional  mal- 
practice suits.  In  this  case, 
a  malpractice  claim  against 
a  spine  surgeon  was  dis- 
missed, but  the  patient  had  also  filed  under 
a  law  against  misleading  consumers. 

And  last  year  U.S.  District  Judge 
Jack  Weinstein  in  New  York  approved 
a  racketeering  class  action  on  behalf  of 
every  consumer  who  bought  "light" 
cigarettes  from  Philip  Morris,  R.J. 
Reynolds  and  other  manufacturers,  j 

The  theory:  Consumers  would 
have  paid  78%  less  for  "light" 
cigarettes  had  they  known  they  . 
were  as  deadly  as  regular  smokes.  / 
Never  mind  the  Surgeon  General's 
warning  on  both  types  of  ciga 
rettes  that  they  can  be  killers. 
Weinstein's  decision  is  being 
reviewed  by  an  appeals  j 
court  in  New  York. 

California  courts  are  | 
clogged  with  suits 
like  the  iPod  "ear- 
bud"  lawsuit  now 
pending  in  fed- 


NEVER  MIND  THE  FDA 

Lawsuit  over  saccharin  in  fountain  drinks 

ignores  sweetener's  government  approval. 

eral  court  in  San  Jose.  Three  days  after  a 
Jan.  28,  2006  Chicago  Tribune  article  dis- 
cussing the  potential  dangers  of  portable 
music  players,  Seattle  class  action  lawyers 
Hagens  Berman  Sobol  Shapiro  lobbed  a 
lawsuit  at  Apple  on  behalf  of  everybody 
who  purchased  an  iPod  in  the  preceding 
four  years.  The  quickly  drafted  lawsuit 
(entire  paragraphs  are  lifted  without  attri- 
bution from  Apple's  10-K  report  and  the 
American  Academy  of  Family  Physicians 
Web  site)  suggests  "countless  consumers 
have  suffered  from  and  will  suffer  noise- 
induced  hearing  loss."  The  named  plain- 
tiff, John  Kiel  Patterson, 
doesn't  seem  to  be  among 
them;  no  injuries  are 
cited  for  him. 

An  identical  case 
is  still  pending, 
although  Steve  W. 
Berman  of  Hagens 
Berman  says  in  a  state- 
ment that  Apple  "responded 
to"  his  suit  by  installing  new 
software.  Apple  declined 
comment 

For  sheer  chutzpah  few 
cases  exceed  the  attempted 
class  actions  against  Coca- 
Cola  Co.  and  PepsiCo  for 
selling  fountain  drinks  that 
contained  small  amounts  of 
saccharin  instead  of  aspar- 
tame sweetener.  Chicago  law- 
yer Robert  J.  Stein,  who  once 


NOISE  POLLUTION 
iPod  lawsuit 
assumes 
consumers  can't 
figure  out  a 
volume  control. 
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utfront 

sued  General  Motors  for  discontinuing 
the  Oldsmobile  brand  name,  tiled  the  first 
such  suit  in  1999.  Others  filed  copycat 
cases  in  at  least  five  states,  even  after  the 
government  took  saccharin  off  its  list  of 
suspected  carcinogens  in  2000. 

Who  were  the  victims?  One  plaintiff 
was  Carol  Oshana,  an  employment  lawyer. 
Oshana  admits  she  joined  the  case  after 
hearing  about  the  saccharin  switcheroo 
from  fellow  lawyers  but  denies  this  is 
lawyer-driven  litigation.  "I  have  my  own 
mind,"  Oshana  says.  "I  think  [Coke  and 
Pepsi)  deceived  the  public." 

Despite  her  outrage,  Oshana  settled  for 
$650.  Then  her  lawyers  submitted  the  bill: 
$948,699  in  fees  and  another  $152,000 
in  costs.  Federal  Magistrate  Sidney  I. 
Schenkier  rejected  the  request  in  a  March 
recommendation,  calling  it  "so  far  from 
reasonable,  and  reflects  such  overreaching, 
that  the  reasonable  award  here  is  zero." 

DuPont  is  fighting  a  similar  battle  over 
perfluorooctanoic  acid  (PFOA),  a  chemical 
used  to  manufacture  Teflon  nonstick  coat- 
ings that  lawyers  say  lingers  in  cookware 


and  can  be  released  under  high  heat.  The 
Environmental  Protection  Agency  dis- 
agrees, saying  there's  no  "reason  for  con- 
sumers to  stop  using  any  products  because 
of  concerns  about  PFOA." 

No  matter.  West  Virginia  lawyer  Larry 
A.  Winter  says  consumers  would  have  paid 
less  for  Teflon  cookware  had  they  known 
about  PFOA.  Whether  it's  dangerous  is 
irrelevant. 

"That's  not  what  these  cases  are  about," 
says  Winter.  "They're  about  consumer 
fraud,  and  what  DuPont  knew  and  should 
have  disclosed  to  the  public  before  they 
sold  the  product." 

The  lodestar  case  for  plaintiff  lawyers  is 
one  Toshiba  settled  in  plaintiff-friendly 
Beaumont,  Tex.  in  1999  for  $2.1  billion- 
plus  $147  million  in  fees.  Lawyer  Wayne 
Reaud  alleged  Toshiba  laptop  computers 
had  a  flaw  that  could  cause  computing 
errors,  although  he  never  came  up  with 
any  victims.  The  same  judge  later  dis- 
missed a  similar  case  against  Compaq,  but 
"the  Toshiba  case  became  a  template,"  says 
Greve  of  the  American  Enterprise  Institute. 


Vain  "R"  Us 


ft 


First  there  was  the  personalized  T  shirt  and  then  the  coffee  mug 
featuring  a  favorite  family  member.  Now,  thanks  to  advances  in 
digital  photography  and  the  Internet,  just  about  anything  is 
available  in  a  customized  version.  Says  B.  Joseph  Pine  II,  a  busi- 
ness consultant  and  coauthor  of  Mass  Customization  (Harvard 
Business  School  Press,  1993):  "It's  one  more  way  to  get  your  15 
minutes  of  fame." 

Since  launching  PhotoStamps  in  May  2005, 
Stamps.com  has  sold  30  million  custom  postage 
stamps  at  just  under  a  buck  each.  Children  and  babies 
are  the  favorite  subject,  pets  second.  V 

First  National  Bank  of  Omaha  and  Bank  of  America 
are  offering  one-of-a-kind  gift  and  credit  cards, 
respectively,  that  consumers  can  design  themselves 
(Omaha  charges  $6,  BofA  nothing).  Artisans  at  My 
Twinn,  a  subsidiary  of  Etoys  Direct,  will  create,  for 
$139,  a  customized  doll  to  resemble  your  child, 
including  such  hand-painted  details  as  freckles  and 
birthmarks. 

Whatever  happened  to  good  old  monograms? 

—Carrie  Coolidge 


Plaintiff  lawyers  argue  they  are  doing  a 
public  service  by  enforcing  laws  against 
false  advertising  and  other  unfair  trade 
practices.  But  there's  a  crucial  difference 
between  government  attorneys  and  their 
private  counterparts:  discretion.  Lawyers 
in  search  of  a  fee  can  find  a  case  virtually 
anywhere. 

Witness  the  long-running  lawsuit 
against  Robert's  American  Gourmet, 
manufacturer  of  Pirate's  Booty  snacks. 
Soon  after  Good  Housekeeping  published 
an  article  suggesting  Pirate's  Booty  had 
147  calories  per  serving  instead  of  the 
labeled  120,  Robert's  was  deluged  with 
lawsuits.  The  company  tried  to  buy  off 
the  lawyers  with  a  quick  settlement  in 
New  York,  under  which  it  would  distrib- 
ute $3.5  million  in  coupons  and  pay 
plaintiff  lawyers  $790,000  in  cash.  That 
angered  lawyer  David  Jaroslawicz,  who 
had  his  own  case  pending  and  persuaded 
a  New  York  appeals  court  to  throw  out 
the  settlement  and  move  the  action  to  his 
home  court  in  Manhattan.  No  mention 
of  a  fee— yet.  F 
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Backseat  Driver 


SELLOUT! 


W commandments  handed  down  by  Walter  Reuther 
(1907-70)  to  his  United  Auto  Workers.  That's  why 
this  union  wants  each  automaker  to  have  basically 
the  same  contract.  No  wage  and  benefit  competition. 

Industrywide  bargaining  is  a  reasonable  ambition  for  a  union, 
but  it  has  its  flaws,  since  it  means  the  rich  and  the  poor  are  treated 
dike,  This  is  one  reason  (of  many)  that  Nash  and  Hudson  and  Stude- 
baker  are  gone.  The  poor  little  companies  had  to  pay  their  small- 
town workers  the  same  as  the  rich,  big  companies  in  the  city. 

Occasionally  the  union  breaks  its  own  commandment.  Last 
year  GM  and  Ford  negotiated  health  care  cost  concessions  that  the 
UAW  refuses  to  give  to  Chrysler.  Why?  Hard  to  say.  Chrysler  is 
losing  money  and  is  considered  in  such  bad  shape  by  its  German 
I  )aimler  owners  that  they  are  considering  offers  for  its  potential 
sale.  No  matter.  The  UAW  says  Chrysler  should  build  cars  at  a 
competitive  disadvantage  to  GM  and  Ford. 

My  guess  is  that  the  UAW  leaders  are  just  afraid  to  tell  Chrysler 
workers  that  they  should  make  concessions.  You  see,  the  most  hated 
word  in  the  union  vocabulary  is  "sellout."  You  can  break  up  a  union 
meeting  by  screaming  "sellout"  from  the  back  of  the  room.  There 
are  ilways  guys  still  living  in  the  1930s  who  call  every  compromise 
a  sellout.  The  newspapers  and  TV  are  always  excited  to  interview 
them—they  like  to  call  them  "dissidents"  and  make  them  out  to  be 

But  the  point  is  this:  Labor-cost  competition  has  come  to  the 
auto  inch  istry,  and  not  just  from  $3-an-hour  Mexico  and  $l-an-hour 
China.  Toyota,  Honda,  Nissan,  Mercedes  and  BMW  operate 
nonunion  plants  in  this  country.  Their  labor  costs  are  much  lower 
than  those  of  the  Detroit  companies— $42  an  hour  including  ben- 
efits at  Nissan,  for  example,  versus  $70  at  Ford.  The  newcomers  have 
next  to  no  pension  costs,  because  their  workforce  is  younger,  and 
hardly  any  costs  for  retiree  health  care  because  they  never  offered 
this  benefit.  The  import  factories  spend  less  on  health  insurance  for 
current  workers  because  the  workers  contribute. 

These  five  foreign  companies  are  all  profitable. 
iTie  three  Detroit  companies  (General  Motors,  Ford 


Jerry  Flint 


M  A  S  AND  BENEFITS  AMONG  AUTOMAKERS 
shi  >u  Id  not  be  competitive.  This  is  one  of  the  sacred 


Motor  and  Daimlers  Chrysler  subsidiary)  have  been  losing  money 
and  are  on  the  endangered  species  list.  Its  not  the  union's  fault.  It's 
the  fault  of  American  managers  who  insisted  on  building  unexcit- 
ing cars,  didn't  invest  in  new  engines  and  transmissions,  worried  more 
about  Wall  Street  than  sheet  metal,  failed  to  insist  on  the  highest  qual- 
ity and  signed  those  contracts  with  the  union  giving  away  the  store. 

But  the  union  and  the  workers  are  part  of  the  problem.  Unless 
Detroit's  carmakers  lower  labor  costs,  they  will  never  be  competi- 
tive with  the  foreign  companies  producing  here.  That  means  that 
sooner  or  later  the  Big  Three,  as  we  used  to  call  them,  will  either  fail 
in  the  U.S.  or  move  production  overseas. 

The  present  contract  expires  in  mid-September,  and  negotiations 
for  a  replacement  start  this  summer.  It's  no  secret  what  Detroit  needs: 

•  More  contributions  from  today's  workers  to  their  own  health 
care  and  pension  plans. 

•  Much  smaller  company  contribution  to  the  over-65  retirees  for 
their  health  care.  They  all  have  Medicare,  just  like  me,  and  no,  FORBES 
does  not  contribute  to  my  health  care. 

a 


Does  the  UAW  really  want  this?  1998  strike  at  GM  plant  in  Flint,  Mich. 

•  Either  a  modest  deferral  in  cost-of-living  pay  increases  or  else 
a  dual-pay  system,  with  new  hires  getting  less. 

There  are  lots  of  little  things,  too:  getting  custodial  workers 
out  of  the  UAW  contract,  so  janitors  aren't  paid  like  production 
workers;  allowing  four-day  weeks,  meaning  ten  hours  a  day, 
without  overtime;  allowing  nonunion  workers  to  do  some  jobs 
around  the  factory. 

It's  difficult  for  the  UAW  to  grant  concessions,  and  the  union 
usually  wants  something  in  return,  maybe  a  new  billion-dollar  fund 
to  pay  for  something,  maybe  guarantees  that  plants  won't  be  closed, 
maybe  elimination  of  bonuses  or  stock  options  for  executives.  A  good 
bet  is  that  there  will  be  some  concessions  in  the  new  contract,  but 
not  nearly  enough  to  even  the  costs  with  the  nonunion  plants. 

Times  have  changed.  The  public  really  doesn't  care  about 
Detroit's  carmakers  anymore  and  isn't  going  to  step  in  to  save  them. 
The  public  doesn't  sympathize  with  the  workers,  either.  It's  up  to  the 
companies  and  the  workers  to  save  themselves. 

I  suggest  the  companies  tell  their  workers  how  bad  things  are. 
How  else  can  they  ask  for  concessions?  And  the  union  leaders 
should  take  that  word  "sellout"  and  spit  it  back  at  their  accusers. 
They  should  be  trying  to  save  jobs,  for  their  members  today  and 
for  the  future.  F 


I  Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile  industry 
since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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A  pet  store  moves  in  next  to  your  bottling  plant. 
Care  to  talk  liabilities? 


These  days,  risks  come  in  every  size,  shape  and  fur  color.  That's  why,  at  Tr 
we  work  with  you  to  identify  any  changes  in  your  business  and  to  make  s 
insurance  keeps  up.  Our  underwriters  understand  your  business,  so  they  cai 
custom  expertise  that  leads  to  better  solutions.  Give  your  independent  ager 
to  hear  all  the  benefits  of  being  in-synch.  So  you  can  keep  your  thoughts 
business — instead  of  worrying  about  what's  coming  out  of  the  woodwo 


velers.com 


TRAVELERS J 

Insurance,  /n-syrch: 


60      FORBES       MAY  21, 


flH  HEN  RHEUM ATOI 

^■■1  JH  ogist  Timothy  Wright 

j^B  joined  Nova rt is 

niB  H^p  2004  his 

■  was  to  rejuvenate  an 
V  experimental  arthritis 
drug.  It  was  viewed  lukewarmly  in  the  lab 
because  a  similar  drug  from  Amgen  had 
been  a  commercial  flop. 

Wright  proposed  testing  the  drug  in 
patients  with  a  disease  so  rare  that  some  of 
his  superiors  had  never  heard  of  it: 
Muckle-Wells  syndrome.  At  most  a  couple 
of  thousand  patients  worldwide  have  the 
inherited  disorder,  which  causes  recurring 
fevers,  rashes,  joint  pain  and  kidney  dam- 


inflammatory  disease,  which  causes  brain 
inflammation  in  newborns. 

Rare  diseases  were  long  relegated  to 
the  backwaters  of  the  drug  business,  tar- 
geted by  tiny  biotech  companies,  if  at  all, 
and  often  ignored  by  drug  giants  in  their 
search  for  billion-dollar  franchises.  But 
Novartis  is  in  pitched  pursuit  of  some  of 
the  more  obscure  maladies  in  the  world. 

Besides  the  Muckle-Wells  project, 
Novartis  has  drugs  in  trials  to  treat  tuber- 
ous sclerosis,  an  inherited  disease  that 
causes  nasty  benign  tumors  and  afflicts 
40,000  Americans;  cutaneous  T-cell  lym- 
phoma (20,000  cases);  and  spinal  cord 
injury  ( 1 1,000  new  injuries  a  year;  250,000  i 


Novartis  had  been  immune  to  the 
drug  industry's  struggles  until  recently. 
The  Swiss  drugmaker  has  brought  15  new 
drugs  to  market  in  the  U.S.  since  2000, 
versus  9  for  Merck  and  12  for  Pfizer.  But 
this  year  the  safety  backlash  caught  up  to 
Novartis.  In  February  a  new  diabetes  drug 
was  delayed  for  a  year  or  more;  regulators 
demanded  another  clinical  trial  amid 
worries  about  skin  lesions  the  drug  caused 
in  lab  monkeys. 

In  March  Novartis  pulled  its  drug 
for  irritable  bowel  syndrome,  Zelnorm 
($561  million  in  sales),  at  the  request  of 
regulators  after  an  analysis  found  a  higher 
rate  of  heart  attacks  and  strokes  in 


Tiny  Markets, 
Big  Bucks 

For  years  big  drugmakers  ignored  rare  diseases.  Now  Novartis  aims  to  reap 
billions  of  dollars  in  sales  by  focusing  on  them  |  By  Robert  Langreth 


age.  University  researchers  had  just  pin- 
pointed a  source:  a  bad  gene  that  causes 
the  body  to  produce  an  oversupply  of 
interleukin-1,  an  immune  system  protein. 

Novartis'  arthritis  drug,  it  turns  out, 
blocks  that  very  protein.  And  though  the 
company  earlier  had  spurned  a  biotech 
firm's  proposal  to  jointly  study  Muckle- 
Wells,  Wright  convinced  his  bosses  that 
the  obscure  disorder  was  the  perfect  test- 
bed  for  the  new  compound.  The  first  four 
patients  tried  it  in  2005  in  a  small  trial  in 
England,  and  their  lifelong  symptoms  dis- 
appeared for  months  after  a  single  infu- 
sion. This  month  Novartis  begins  a  fol- 
low-up trial  in  up  to  40  Muckle-Wells 
patients.  It  also  plans  a  trial  in  a  related 
disease,  neonatal  onset  multisystem 


cases  in  total).  Compounds  in  preclinical 
tests  target  cystic  fibrosis  (30,000  people 
plus  a  thousand  new  cases  per  year), 
Huntington's  disease  (30,000  cases)  and 
Rett  syndrome,  a  rare  inherited  brain  dis- 
order. By  way  of  contrast,  in  the  market 
for  blood  pressure  pills  70  million  patients 
beckon. 

Novartis  Chief  Daniel  Vasella  says  that 
an  excessive  focus  on  mass-market  best- 
sellers can  backfire.  "One  of  the  problems 
in  the  drug  industry  is  that  people  believe 
they  can  manage  the  pipeline  financially," 
instead  of  focusing  on  patient  need,  he 
says.  "If  you  look  too  early  at  the  dollar 
signs,  you  get  it  wrong."  Early  sales  projec- 
tions, he  says,  can  be  "myopic"  and  miss 
new  uses  that  are  discovered  later. 


patients  who  had  taken  the  drug.  Novar- 
tis cut  its  2007  sales  growth  projections  to 
a  tepid  "above  5%."  Its  stock  is  flat  this 
year,  although  it  is  up  40%  in  five  years. 

Zelnorm  "is  a  loss,  but  we  will  over- 
come it,"  says  Vasella,  who  hopes  to  get 
the  drug  back  on  the  market  eventually. 
He  promises  double-digit  sales  growth  by 
2009  as  newly  approved  drugs  like  Tek- 
turna  for  hypertension  kick  in. 

Vasella  also  hopes  to  come  up  with 
another  Gleevec  (see  FORBES  cover  story, 
Feb.  5,  2001 ).  The  lifesaving  leukemia  pill 
now  is  Novartis'  second-biggest  product, 
with  $2.6  billion  in  annual  sales.  Yet 
Novartis  marketers  had  first  projected  a 
meager  $100  million  in  possib'e  sales 
when  trials  began  in  1998;  only  20,000 
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Americans  have  chronic  myeloid  leu- 
kemia, the  drug's  target. 

Then  all  31  patients  in  the  first  trial  of 
high  doses  of  the  drug  went  into  remis- 
sion, and  Vasella  realized  he  had  some- 
thing extraordinary  in  hand.  Gleevec  was 
the  first  drug  to  target  the  defective  pro- 
tein Bcr-abl  that  causes  the  myeloid  form 
of  leukemia;  previously  the  main  therapy 
was  a  bone-marrow  transplant  that  cost 
$250,000  and  killed  many  of  those  who 
underwent  it. 

Vasella  ordered  the  ramp- up  of  pro- 
duction immediately,  a  $100  million 
gamble.  Gleevec  debuted  in  2001  and 
transformed  leukemia  treatment.  In  one 
big  trial  89%  of  Gleevec  patients  were 
still  alive  after  five  years.  Gleevec  sales 
grew  17%  last  year.  A  key  driver:  The 
$34,000-a-year  drug  works  so  well  that 
the  patient  pool  keeps  growing— because 
fewer  patients  are  dying.  And  Gleevec 
turned  out  to  help  in  six  other  rare  can- 
cers, including  a  tumor  of  the  GI  tract 
called  gastrointestinal  stromal  tumor. 
Thirty  percent  of  Gleevec  use  is  now  in 


Novartis  Chief 
Dan  Vasella  (top) 
lured  Harvard 
cardiologist 
Mark  Fishman  to 
shake  up  drug 
discovery. 


other  cancers.  The  next 
target  for  Gleevec  is 
glioblastoma,  the  dead- 
liest form  of  brain  can- 
cer. Trials  should  yield 
results  this  year. 

Novartis  also  is  try- 
ing to  one-up  its  own  hit.  Under  Food  & 
Drug  Administration  review  now  is 
Tasigna,  a  supercharged  version  of 
Gleevec  that  works  in  the  20%  of  patients 
who  can't  tolerate  Gleevec  or  are  resistant 
to  it.  In  trials  Tasigna  sent  half  these 
patients  into  remission.  Another  com- 
pound, in  middle-stage  testing,  targets 
acute  myeloid  leukemia.  For  uncommon 
cancers,  "there  are  fewer  therapies  avail- 
able and  the  route  to  market  is  clearer," 
says  Novartis  cancer  chief  David  Epstein. 

The  company's  move  toward  obscure 
diseases  accelerated  when  Vasella  lured 
Harvard  cardiologist  Mark  Fishman  in 
2003  to  run  research  from  a  new  lab  in 
Cambridge,  Mass.  It  now  employs  1,300 
researchers.  Trials  often  fail  because  of  a 
hasty  rush  to  test  drugs  in  the  biggest  pos- 


sible patient  group.  A  better  idea,  Fishman 
says,  is  to  test  first  in  narrow  diseases 
whose  precise  genetic  mechanisms  are 
well  known.  Researchers  can  rapidly 
prove  their  drug  is  hitting  its  intended  tar- 
get in  trials  of  a  few  dozen  people,  then 
move  into  large  and  costly  trials  in  more 
common  diseases. 

"My  vision  is  that  we  will  have  drugs 
targeting  key  elements  of  molecular  path- 
ways" that  go  awry  in  disease,  Fishman 
says.  "Then  we  will  find  patients  in  whom 
those  pathways  are  activated."  He  forbids 
sales  forecasts  until  a  drug  has  been 
proved  effective  in  at  least  one  trial.  "The 
only  motivation  for  drug  discovery  should 
be  patient  need,"  he  says.  "Once  there  is  an 
effective  drug,  markets  will  appear." 

In  tackling  tuberous  sclerosis,  the 
hereditary  condition  in  which  benign 
tumors  grow  in  the  skin,  kidneys  or  brain, 
Novartis  hopes  a  pill  can  improve  on  cur- 
rent treatment,  which  includes  the  surgical 
removal  of  tumors.  Its  new  drug  targets 
defects  in  two  growth -suppressing  genes. 
The  pill  blocks  a  crucial  growth-promoting 
protein  called  mTOR. 

When  Fishman  arrived,  academic 


studies  in  fruit  flies  had  just  shown  that 
the  two  genes  work  by  sending  mTOR  into 
overdrive;  thus  mTOR  blockers  might 
work.  Two  Novartis-sponsored  trials  now 
are  under  way  at  Cincinnati  Children's 
Hospital  to  learn  whether  the  drug  can 
slow  tumor  growth  in  kids  with  tuberous 
sclerosis;  results  could  come  in  a  year  or 
two.  A  similar  Wyeth  drug  also  is  promis- 
ing. "This  is  the  first  time  we  have  been 
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AS  THEIR  BRAINS  CONTINUE  TO  SHRINK 
PEOPLE  WITH  ALZHEIMER'S  WILL  FEEL 

TRAPPED  IN  THEIR  OWN  MINDS 


THEY  NEED  YOU  TO 


EVERYONE  ELSE'S 

FIVE  MILLION  AMERICANS  ARE  CURRENTLY  FIGHTING  ALZHEIMER'S.  THEY'RE  ASKING  YOU  TO  JOIN  THEM. 


TAKE  ACTION  AGAINST  ALZHEIMER'S  GO  TO  ACTIONALZ.ORG 

alzheimer's 
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able  to  offer  something  specific  for  this 
disease,"  says  Children's  Hospital  pediatric 
neurologist  David  Neal  Franz.  Moreover, 
Novartis  is  already  testing  its  drug  in  other 
diseases  including  islet  cell  carcinoma,  a 
cancer  of  the  insulin-producing  cells. 
Radiation  had  helped  one  patient,  Emma 
Branam,  58,  of  Chickamauga,  Ga.,  only 
temporarily  after  she  was  diagnosed  with 
the  disorder  in  2002.  By  last  spring  she 
was  running  out  of  options.  She  had  lost 
30  pounds  and  was  throwing  up  so  often 
that  doctors  put  in  a  feeding  tube  to  let  her 
sleep  without  her  blood  sugar  dropping. 

Then  her  husband  read  something  on 
the  Internet  about  a  trial  of  Novartis' 


mTOR  drug.  Within  a  week  of  starting  the 
drug,  she  felt  better.  Branam  remains  on 
the  drug,  and  her  tumors  are  under  con- 
trol. "The  drug  turned  my  life  around," 
she  says.  "I  probably  would  not  be  here 
today  without  this  trial." 

Novartis'  promising  Muckle- Wells 
drug — its  antibody  against  interleukin-1, 
which  it  first  aimed  at  arthritis— was  one 
of  the  first  drugs  to  benefit  from  Fishman's 
new  testing  regimen.  In  2003  Novartis 
had  been  collaborating  with  Regeneron 
Pharmaceuticals  to  test  Regeneron's  inter- 
leukin-1 blocker  in  rheumatoid  arthritis. 
That  year  George  D.  Yancopoulos,  Regen- 
eron's chief  scientist,  says  he  heard  about 


the  possibilities  in  treating  Muckle- Wells 
and  made  an  "impassioned  plea"  to 
Novartis  to  test  Regeneron's  drug  for  that 
malady.  He  says  he  got  nowhere.  After  the 
arthritis  trial  produced  mediocre  results, 
Novartis  ended  the  pact  in  February  2004. 

Two  months  later  Fishman  hired 
rheumatologist  Wright,  who  proposed 
testing  Novartis'  own  antibody  in 
Muckle-Wells.  "Did  Novartis  take  up 
something  it  wasn't  willing  to  do  before? 
Absolutely,"  Fishman  says.  Regeneron 
tested  its  own  drug  in  47  Muckle-Wells 
patients,  and  it  helped  all  of  them.  Its 
entry  could  win  approval  by  year-end, 
beating  Novartis.  F 


THE  ULTIMATE  TARGETED  THERAPY 


Beverly  Souther  suffered  from  bizarre  symptoms  for  70 
years.  Every  time  she  got  a  chill,  bright  red  welts  broke 
out  over  her  back,  arms  or  legs;  her  hands  and  feet 
swelled  up  painfully,  and  she  developed  a  fever.  The  cool 
afternoon  breeze  off  the  ocean  near  her  house  in  Vista,  Calif 
would  trigger  the  symptoms.  Once  the  fever  came  on,  as  it 
did  almost  every  afternoon,  she  huddled  under  electric 
blankets  until  they  went  away  by  the  next  morning. 

Souther  inherited  her  disease — 
familial  cold  autoinflammatory  syn- 
drome— from  her  father  and  figured 
there  never  would  be  a  cure.  Then 
she  heard  Regeneron  Pharmaceuti- 
cals was  testing  an  experimental  drug 
that  might  help.  She  started  taking 
the  drug  last  year,  and  her  symptoms 
vanished.  "My  whole  life  has 
changed.  It  is  so  wonderful,"  she  says. 

Souther's  disorder  is  the  milder 
cousin  of  Muckle-Wells  syndrome, 
and  the  causes  of  both  were 
unknown  until  a  a  few  years  ago. 
"When  I  started  in  2001,  no  one  was 
interested  in  Muckle-Wells,"  recalls 
UCSF  dermatologist  Kieron  Leslie.  He 
told  his  patients:  "I  don't  know  what  is  causing  your  disease, 
and  drug  companies  will  never  be  interested  in  you." 

Immunologist  Hal  M.  Hoffman  at  UC,  San  Diego  in  2001 
pinpointed  the  gene  mutation  that  causes  Muckle-Wells  and 
the  inherited  overrc-action  to  drafts.  Others  showed  the 
same  gene  causes  a  similar  but  more  severe  inflammatory 
syndrome  that  begins  in  infancy.  The  gene  forces  the  body 
into  producing  too  much  of  an  immune  system  protein  called 
interleukin-1. 


Dueling  drugs:  Novartis'  ACZ885  (left)  and 
Regeneron's  IL-1  trap  (right)  soak  up  a  rogue 
protein  to  treat  a  bizarre  genetic  disease. 


In  2003  British  researchers  tested  Amgen's  interleukin- 
blocking  rheumatoid  arthritis  drug,  Kineret,  in  two  Muckle- 
Wells  patients  who  had  not  been  helped  by  other  drugs. 
Their  symptoms  "ceased  within  hours  of  the  first  injection," 
the  scientists  reported  in  the  New  England  Journal  of  Medi- 
cine. A  government  trial  last  year  showed  that  Kineret  also 
works  wonders  in  the  neonatal-onset  inflammatory  disease. 
Some  patients  now  take  the  Amgen  drug  on  an  off-label 
basis.  But  it  must  be  injected  daily,  and 
its  $16,000  annual  cost  may  not  be 
covered  by  insurers.  Regeneron's  drug 
is  given  weekly  and  could  be  approved 
for  Muckle-Wells  and  its  milder  cousin 
this  year.  Novartis'  compound  is 
injected  every  few  months  and  could 
hit  the  market  in  a  few  years. 

"It  is  miraculous  that  there  is 
something  out  there,"  says  San  Fran- 
cisco resident  Karen  Durrant,  whose 
7-year-old  son  has  the  neonatal-onset 
disease.  As  an  infant,  the  boy  would 
wake  up  in  the  middle  of  the  night 
screaming  and  vomiting  with  a  high 
fever.  At  age  3  he  stopped  growing 
and  became  too  weak  to  walk.  He 
would  tell  his  mom,  "I  am  sick  all  the  time."  In  January  2004 
he  started  taking  Kineret  as  part  of  the  government  trial; 
within  days  he  was  running  and  playing  as  if  nothing  had 
ever  been  wrong. 

The  drug  industry  is  currently  trying  out  300-plus  drugs 
for  rare  diseases,  more  than  double  the  number  in  1989. 
Durrant  is  grateful.  "It's  unheard  of  for  drug  companies  to 
study  something  in  a  small  population,"  she  says.  "This  has 
changed  a  lot  of  people's  lives."  — R.L. 
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CAR  STEREOS 


Technology 


Tommy  (The  King) 
McKinnie  is  on  his 
35th  windshield. 


Extreme  sports  meets  engineering  in  a  contest  known  as  dB  Drag. 

Bring  earplugs. 

By  Emily  Lambert 


i 


T  WAS  80  DEGREES  WITH  BLUE  SKIES 
in  Daytona  Beach,  Fla.,  on  a  beautiful 
March  day.  A  crowd  of  young  men 
from  as  far  away  as  Arizona,  Puerto 
Rico  and  Canada  had  chosen  to  gather 
in  a  municipal  parking  lot  with  their  wives, 
girlfriends,  coolers,  deck  chairs  and  car 
stereos— very  big  car  stereos. 


The  group  gathered  to  watch  Steve 
Cook  drive  his  Chevrolet  Astro  van  up  to  a 
judging  platform  with  colored  lights  and 
electronic  reader  boards.  He  stepped  out  and, 
when  he  was  given  the  go  signal,  he  turned 
on  the  stereo  by  remote.  Brraaaap!  went  the 
van,  which  shook  and  rattled.  Its  windshield 
flexed.  And  then  the  reader  board  flashed 


1 70. 1 ,  Cook's  score  in  decibels.  The  40  or  so 
spectators  whooped  and  took  pictures. 
Cook  beamed  at  his  wife.  Hed  captured  his 
fourteenth  world  record. 

Cook  is  one  of  the  best  in  the  nation  at 
dB  Drag  racing,  as  this  pursuit  is  called.  DB 
Dragsters  try  to  build  the  worlds  loudest  car 
stereos.  Contestants  tear  apart  and  restuff  their 
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vehicles  with  hundreds  of  thousands  of  dol- 
lars' worth  of  amps,  batteries  and  subwoofers 
that  can  produce  a  sound  wave  forceful 
enough  to  crumple  your  lungs.  The  noise  is 
so  loud  that  it  can  only  be  measured  using 
instruments  inside  a  sealed  vehicle  . 

Last  November  Scott  Owens  of  Gilbert, 
Ariz,  set  a  world  record  (Extreme  class)  of 
179.6  decibels  inside  his  Ford  F-250.  A  Sat- 
urn rocket's  blastoff  is  roughly  1 80  decibels, 
if  you  stand  100  feet  away  (which  is  not  a 
good  idea). 

Jared  Crozier,  28,  who  didn't  even  bring 


his  dB  Drag  car,  drove  17  hours  nonstop 
from  Indiana  to  Daytona  with  his  mother 
and  younger  brother  to  mingle  with  the 
sports  stars.  "I  started  off  just  trying  to  be 
the  cool  guy  in  high  school,"  Crozier  ex- 
plained. "Before  you  know  it,  you've  got 
$30,000  worth  of  equipment  tied  up  in  a 
vehicle  you're  scared  to  take  anywhere." 

Thomas  (The  King)  McKinnie,  whose 
1995  Isuzu  pickup  has  72  speakers  and  16 
amplifiers,  was  another  champion  holding 
court  at  Daytona.  He  tired  of  dB  Drag  and 
switched  to  a  newer  event  called  Bass  Race, 
in  which  some  competitors  sit  in  their  ve- 
hicles without  earplugs  and  blast  music  at 
up  to  160  decibels  for  30  seconds.  He's  on 
his  35th  windshield  in  three  years. 

The  P.T.  Barnum  of  dB  Drag  is  Wayne  i 
Harris,  an  entrepreneur  who  also  sells  the  I 


decibel  meters  used  in  competitions.  Since 
trademarking  the  sport's  name  in  1998,  he 
has  produced  7,500  shows  in  40  countries, 
including  Bosnia  and  Brazil.  He  and  his  wife 
run  the  company  with  ten  promoters  in  the 
U.S.  and  39  global  franchises.  He  says  his 
businesses  gross  $1  million  a  year. 

Audio  equipment  firms  such  as  Pioneer 
and  JBL  annually  spend  $5  million  or  so 
sponsoring  competitors  and  events.  XM 
Satellite  Radio  paid  $250,000  two  years  ago 
to  sponsor  a  tour.  Best  Buy  and  Circuit  City 
have  signed  up  to  host  shows.  Maxxsonics, 


a  $40  million  (sales)  vendor  o 


and  speakers,  spends  $250,000  a  year  on  a 
dB  Drag  team.  One  teammate  tattooed  a 
Maxxsonics  amp  on  his  arm. 

DB  Drag  would  be  more  fun  for  the 
business  folks  if  their  business  was  the  way 
it  used  to  be.  Annual  wholesale  revenue  of 
aftermarket  audio  gear,  the  kind  installed  by 
the  car  buyer,  has  been  stuck  at  $2  billion 
for  two  years  and  is  off  its  2004  peak  of  $2.3 
billion.  Sales  have  been  crimped  by  Ebay  sell- 
ers and  carmakers  themselves,  which  are  put- 
ting in  better  stereos  at  the  factory.  (A  few 

At  the  dB  Drag  Spring  Break  Nationals  in 
Daytona:  Efrain  (El  Viejo)  shipped  his  truck 
all  the  way  from  Puerto  Rico.  Women  pose 
with  a  monster  C-V7  Jeep;  Gorman  Cassidy 
of  Montgomery,  Ala.  and  his  1990  Chevy 
Astro  van  hit  168.8  decibels. 
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Think  you  could  use  server  optimization  from  CDW? 
Or  are  you  okay  with  the  way  things  are  now? 


SMART  BUY- 
INSTANT  SAVINGS' 


HP  ProLiant  DL360  G5  Rack-mount  Server 

•  Dual-Core  Intel*  Xeon®  Processor  5120  (1.86GHz) 

•  Memory:  2GB  std,  32GB  max.  (PC2-5300) 

•  Data  storage:  none  ship  standard,  up  to  six  hot-pluggable  SAS 
drive  bays  (437GB) 

•  4MB  Level  2  Cache 

•  Embedded  Dual  NC373i  Multifunction  Gigabit  network  adapters 

•  Fan  redundancy 


*2199       WhpW  m 

CDW  1026389 


HP  StorageWorks  Data  Protector  Express  Backup  Server 

•  Provides  simple  and  reliable  backup  and  recovery  for  file  servers, 
application  servers  and  desktops 

•  Suitable  for  organizations  without  a  dedicated  IT  staff 

$535.99  CDW  858360 


Includes  8  LT0-2  tapes 
SMART  BUY  -  INSTANT  SAVINGS' 


HP  1/8  G2  Ultrium  920  Tape  Autoloader  Bundle 

•  Bundle  includes  HP  1/8  G2  Tape  Autoloader  Rack  Kit, 
eight  LTO-2  tapes  and  one  power  cord 

•  Storage  capacity:  up  to  3.2TB  native,  6.4TB  compressed' 

•  One  drive  and  eight  slots 


$4799  CDW  1152162 


We're  There  With  The  Server  Solutions  You  Need. 

Is  managing  your  growing  number  of  servers  and  your  growing  storage  needs  getting  to  be  too  much? 
At  CDW,  we're  there  with  everything  you  need  to  optimize  your  servers.  From  server  consolidation  to 
storage  management,  networking  to  virtualization,  CDW  can  answer  your  questions  and  get  you  the 
solutions  you  need.  So  call  today.  It's  time  you  ran  your  network,  not  the  other  way  around. 


The  Right  Technology.  Right  Away. 
CDW.com  •  800.399.4CDW 


Technology 


audio  companies  make  money  thai  way  but 
at  lower  margins.)  Audio  equipment  com- 
pany Kicker  this  year  reduced  its  budget  for 
its  dB  Drag  team.  Rockford  eliminated  its 
team  two  years  ago. 

But  industry  engineers  will  continue  to 
make  the  pilgrimage  to  dB  Drag  events  be- 
cause they  are  to  car  audio  what  Nascar  is 
to  Detroit:  fertile  ground  for  new  product 
ideas  developed  by  obsessive  customers  in 
pursuit  of  perfection. 

Thanks  in  part  to  ideas  born  at  dB  Drag 
events,  the  acoustic  power  of  car  stereo  speak- 
ers has  increased  tenfold  in  the  last  ten  years, 
from  a  maximum  of  500  watts  per  square 
meter  to  5,000.  (A  loudspeaker  at  a  rock  con- 
cert puts  out  2,500  to  3,000  watts.)  Pioneer 
learned  from  dB  Dragsters  to  cover  speaker 
coils  with  ceramics  to  dissipate  heat.  Pioneer 
also  uses  material  interlaced  with  carbon 
fibers  to  make  speakers  lighter  and  stronger. 

Two  years  ago  dragster  Scottie  R.  John- 
son cut  open  a  12- volt  dry-cell  battery  and 
crammed  in  two  more  cells  in  an  attempt  to 
get  another  4  volts.  After  word  got  around 
of  Johnsons  stunt  he  was  hired  by  Power- 
master,  which  put  him  in  charge  of  its  new 
battery  line.  In  Daytona,  when  a  contestant 
broke  a  windshield  and  melted  a  speaker  coil 
in  the  lanes,  his  sponsor,  T3  Audio  founder 
Johnathan  Demuth,  wondered  if  next  time 
around  he  should  inject  nitrous  oxide  to  cool 


Wayne  Harris,  president  of  dB  Drag  Racing; 
David  Mackey  of  Aceola,  Fla.  after  his 
26,000-watt  stereo  blew  out  his  windshield. 


the  speaker.  Back  to  the  lab  they  went. 

A  nice  factory- installed  car  audio  system 
can  produce  1 1 5  decibels.  Adding  50  or  60 
decibels  to  that  is  an  engineering  challenge 
that  grows  exponentially  harder  as  the  deci- 
bels rise.  Decibels  come  on  a  logarithmic 
scale;  every  ten-point  increase  in  decibels 
equals  a  tenfold  increase  in  power.  Not  only 
do  dragsters  puzzle  over  how  to  pack  in  more 
juice  and  speakers,  they  have  to  eliminate 
leaks  and  vibrations.  Extreme  dragsters  fill 
door  jambs  with  concrete,  use  bulletproof 
glass  and  bolt  doors  shut. 

Steve  Cook  tackled  the  problem  by 
stripping  a  1990  Chevy  Astro  van  and 
reinforcing  it  with  more  steel.  He  installed 
60  16-volt  batteries  in  their  own  steel  cage. 
That  voltage  feeds  32  amps,  each  spirting 
out  4,000  watts  of  electricity.  Those  watts 
power  eight  subwoofers  housed  in  a  five- 
sided  concrete  box.  The  sound  wave  they 
create,  at  a  low  79  hertz,  travels  around  the 
concrete  box  and  gets  concentrated  toward 
a  sensor  on  the  windshield. 

If  it  all  sounds  too  technical  and  a  bit 
unfun,  join  the  camp  behind  Paul  Papadeas, 
who  owns  the  rival  International  Auto 
Sound  Challenge  Association.  "The  science 
of  sound  is  diminishing  the  effectiveness  of 
our  marketing,"  he  says,  as  he  cruises  the 
Daytona  event  on  a  golf  cart. 

Papadeas  is  pushing  new  types  of 
events  to  broaden  the  sport's  appeal.  In 
one,  judges  evaluate  how  close  a  stereo 
comes  to  sounding  like  a  live  performance. 
Another  one,  called  Bass  Boxing,  has  com- 
petitors play  music,  with  cheering  fans 
helping  to  decide  whose  car  should  win. 
DB  Drag's  Wayne  Harris  countered  with 
Bass  Race  two  years  ago. 

Washington  University  audiologist 
William  W.  Clark  was  horrified  when  he 
heard  from  a  reporter  how  Bass  Racers  sit  in 
their  cars,  ears  unprotected  Sound  more  than 
140  decibels,  he  warns,  can  permanendy  dam- 
age hearing  after  one  exposure.  Papadeas  and 
Harris  both  suffer  from  a  constant  ringing 
in  their  ears.  Harris  blames  shooting  ranges, 
Papadeas  blames  being  in  a  rock  band. 

Ear  health  means  little  to  those  chasing 
the  magic  number:  194  decibels,  thought  to 
be  a  threshold  beyond  which  stereos  might 
explode.  "Fortunately  they're  not  there  yet!" 
e-mails  a  sarcastic  Dr.  Clark.  "Only  15 
more  to  go!"  F 


Rolling  Thunder 


Decibels  measure  sound  levels,  with  0  dB  representing 
the  lowest  threshold  of  human  perception.  It  goes  up 
from  there  logarithmically.  Serious  pain  begins  around 
140  decibels,  which  is  where  real  dB  Drag  events  begin. 


Quiet 
30-45  dB 


Phone  iPod  Airplane     Baby  crying    Fire  engine      Db  Drag 

90  dB        85  dB  105  dB       120  dB 
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How  do  you  quantify  something  that's  never  been  done?  When  CIT  evaluates  potential  we  think 
of  all  the  airplanes,  telephones,  computers  and  contact  lenses  the  world  would  be  without  if 
someone  wasn't  given  the  support  they  deserved.  The  fact  is,  even  as  a  financial  institution, 
we  look  beyond  numbers  and  focus  on  the  ideas,  people  and  potential  in  a  company.  Then  we 
provide  the  kind  of  ingenuity  and  long-term  commitment  that's  helped  our  clients  succeed  for 
our  100-year  history.  To  find  out  why  the  majority  of  the  Fortune  1000"'  works  with  CIT,  visit  cit.com.        capital  redefined*1 
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DIGITAL  TOOLS 


Fashion  Statement 

Prada's  sexy  touchscreen  phone  isn't  very  practical. 
But  darling,  do  you  care? 
By  Daniel  Lyons 


ma  T  MAKES  ABSOLUTELY  NO  SENSE  TO 
H  buy  the  $780  Prada  phone  by  LG.  But 
I  there's  common  sense  and  then  there's 
I  fashion  sense.  The  phone  is  beautiful 
HI  and  elegant.  It  will  find  a  ready  market 
among  Prada's  bag-love  army. 

Americans  are  at  a  slight  disadvantage 
here.  You  could  have  preordered  a  Prada 
phone  from  one  of  Prada's  boutiques  in  New 
York  and  Los  Angeles  until  mid-April,  but 
the  phones  are  no  longer  available  in  the  U.S. 
Plus,  you  would  need  a  SIM  card  from  a 
European  or  Asian  cellular  carrier  for  the 
phone  to  work  in  the  U.S.,  as  no  local  net- 
works recognize  the  phone.  Today  you  have 
to  buy  an  "unlocked"  phone  and  activate  it 
abroad  before  bringing  it  back  to  the  U.S. 

Whatever.  I  wanted  to  get  hold  of  a 
Prada  because  it's  a  glimpse  of  the  next 
generation  of  mobiles — in  particular 
Apple's  iPhone,  due  out  in  June.  The 
Apple  product  and  the  Prada  both  dis- 
pense with  the  QWERTY  keyboard  in 
favor  of  a  touchscreen.  Getting  rid  of  the 
buttons  makes  the  black  Prada  phone 
smooth  and  elegant.  Prada  understands 
its  audience.  Apple's  iPhone  will  be  wider, 
longer  and  heavier,  but  it  will  have  a  big- 
ger and  sharper  screen.  Samsung's  F700 
will  also  have  a  touchscreen  when  it 
comes  out  later  this  year.  So  will  the 
Meizu  M8,  sold  by  a  Chinese  outfit  that 
did  a  fine  job  cloning  the  iPhone. 

If  touchscreens  do  catch  on  among 
handhelds,  the  Prada-LG  collaboration 
suggests  they're  still  a  work  in  progress. 
The  3-inch  screen  may  be  gorgeous,  but 
it's  too  small  for  serious  Web  browsing. 
Navigation  arrows  hover  transparently 
over  Web  pages,  but  they're  not  always 
responsive.  Sometimes  you  swipe  and 
drag  and  nothing  happens.  Same  goes 
when  you're  trying  to  move  a  slider  up 
and  down  on  the  side  of  the  screen. 


Typing  out  e-mail,  text  messages  and 
phone  numbers  is  tough  without  that 
thumbboard  on  the  BlackBerry  or  Treo. 
Prada  uses  an  adaptive  text-entry  system 
that  tries  to  guess  what  you're  typing.  Only 
in  my  case  it  kept  guessing  wrong.  When 
I  tried  to  shut  off  the  guesswork  system, 
sometimes  it  would  shut  off  and  sometimes 
it  wouldn't.  Even  when  it  did  go  off,  some- 
times it  turned  itself  on  again. 

I  believe  Apple  will  do  a  better  job  of 
taming  touchscreen  technology,  and  I 
expect  Apple  will  have  better  software, 
since  nobody  makes  easier-to-use  soft- 
ware than  Apple.  So  far  Apple  hasn't  let 
anyone  do  a  lengthy  test  run  with  an 
iPhone.  I  may  be  in  for  a  letdown.  But 
the  iPhone  uses  the  sturdy  Mac  operat- 


ing system,  so  it  should  integrate  well 
with  a  Mac.  (Prada's  phone  uses  an  LG 
operating  system.)  And  the  iPhone  will 
cost  less:  $500  for  a  model  with  4 
gigabytes  of  memory  and  $600  for  an  8- 
gigabyte  model,  when  you  sign  up  for  a 
two-year  plan  with  Cingular. 

That  the  Prada  phone  is  here  today  is 
a  bit  of  a  coup  for  the  privately  owned 
Italian  fashion  house,  which  developed 
the  phone  in  tandem  with  LG,  the  South 
Korean  electronics  company  that  used  to 
be  called  Lucky  Goldstar.  Prada  says  its 
designers  were  deeply  involved  in  the 
development  of  the  phone  design  and  its 
software  interface,  which  includes  a  sexy 
little  animation  that  brings  up  "Prada"  in 
white  letters  against  a  black  screen  when 
you  power  up. 

Which  you  might  have  to  do  more 
than  you'd  like.  Prada  claims  3  hours  of 
talk  time  and  300  hours  of  standby  from  a 
recharge.  In  my  experience  the  battery 
drained  after  a  couple  of  days,  even  when 
I  didn't  make  any  calls,  just  tinkered  with 
the  phone's  menu  system.  Talk  in  the 
blogosphere  of  battery  problems  has  been 
plaguing  the  iPhone,  too. 

So  the  software  needs  work,  or  the 
screen.  Or  something.  Road  warriors  who 


need  an  all-in-one  device  for  checking 
e-mail,  reading  Web  pages  and  scanning 
business  documents  should  look  at  Black- 
Berrys  and  Treos  instead. 

On  the  other  hand,  everyone  who  sees 
the  Prada  phone  says  something  like 
"Wow!"  It's  perfect  for  those — and  you 
know  who  you  are — who  don't  mind 
spending  a  lot  of  money  on  a  very  good- 
looking  if  impractical  piece  of  electronic 
jewelry  that  is  nonetheless  quite  capable 
of  making  calls  and  playing  music.  Best  of 
all,  hardly  anyone  will  have  one.  So  you 
won't  suffer  from  Razr  burn,  the  terrible 
affliction  caused  by  paying  top  dollar  for 
Motorola's  latest  phone  only  to  have  every 
kid  at  the  mall  carrying  the  same  device  a 
few  months  later  after  the  price  drops.  F 


Prada  offers  a  glimpse  of  the  next 
generation  of  mobiles,  like  the  iPhone. 
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Providing  innovative  solutions 

to  enable  split-second  decisions 
at  300  kmph  for  Ferrari. That's 

certainty 


The  formula  one  racing  car  is  the  most  complex  and  advanced  car  in  the  world,  packing  research 
in  aerodynamics,  engine  technology,  brakes,  tyres  and  modelling.  It  has  more  in  common  with  a 
jet  plane  than  it  does  with  a  high  performance  car. Tata  Consultancy  Services  (TCS)  works  with 
Scuderia  Ferrari  before,  during  and  in-between  races  to  help  their  cars  go  even  faster.  As  one  of 
the  world's  fastest  growing  technology  and  business  solutions  providers,  TCS  ensures  that  all 
mechanical  and  electronic  systems  perform  at  their  optimum  under  levels  of  extreme  stress. 
Managing  pressure  and  troubleshooting  in  a  situation  where  every  little  advantage  makes 
a  huge  difference.  And  of  course,  enabling  Ferrari  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  »  Outsourcing 
To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 
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INTERNET  VIDEO 


Better  Than  YouTube 


Big  Media  strikes  back  with  Web  video 
almost  as  good  as  real  TV. 

By  Quentin  Hardy 


UNTIL  RECENTLY  THE  INTERNET 
strategy  for  broadcasters  like 
Disney's  ABC,  Fox,  Time  Warner 
and  Televisa  was  to  promote 
shows  online  so  people  would 
go  watch  them  on  a  TV  set.  Their  big  fear 
was  that  a  generation  of  viewers  would 
throw  over  traditional  television  for  jerky, 
five-minute  productions  on  YouTube. 

But  maybe  short  attention  spans  were 
just  a  function  of  bad  technology.  A  hand- 
ful of  show  producers  are  trading  in  the 
Web's  old  flavor  of  video  delivery  (the 
dominant  one  being  Adobe  Systems'  Flash) 
for  newer  technologies  that  deliver  clear 
and  smooth  streamed  images.  Their  sup- 
posedly attention-deficient  viewers  are 
suddenly  half-hour  fans  again. 


"We've  got  them  for  22  minutes  a  ses- 
sion, compared  with  3  or  4  minutes,"  says 
Ronald  Berryman,  senior  vice  president 
at  Fox  Interactive  Media.  Fox  and  ABC 
insert  sponsors'  names,  such  as  Clorox 
and  Allstate,  right  before  the  show  and 
above  the  viewing  box  while  the  show 
runs.  "We  can  increase  advertising  and 
deliver  long-form  content." 

A  company  called  Move  Networks  in 
American  Fork,  Utah  is  at  the  forefront  of 
this  next  evolution.  Move  does  for  video 
what  voice  over  Internet  networks  did  for 
telephone  calls:  It  breaks  up  the  video  into 
bits  and  efficiendy  reorganizes  them  over  the 
network  so  there's  no  need  for  the  special 
computer  servers  and  dedicated  transmis- 
sion lines  required  on  streams  using  Flash. 


Shows  such  as  Fox's  24  and  Prison  Break, 
ABC's  Lost  and  Grey's  Anatomy,  and  the  CW 
Network's  Everybody  Hates  Chris  are  now 
being  streamed  using  Move  software. 

Move  executives  say  they  handle 
more  than  a  million  full  episode  streams 
a  week,  and  viewership  has  doubled 
every  month.  Move  says  it  is  now  deliver- 
ing as  much  as  200  terabytes,  or  200  tril- 
lion bytes,  of  streams  per  day  (the  average 
is  80  terabytes),  roughly  in  line  with 
YouTube  but  more  than  the  Web  sites  of 
CNN,  NBC  and  CBS. 

Fox,  which  tested  Move  Networks' 
technology  on  the  Web  sites  of  24  of  its 
affiliates  last  year,  plans  to  expand  to  200 
affiliates  this  summer  and  give  consumers 
video-editing  tools  so  they  can  produce 
their  own  brief  programs.  Another  broad- 
caster, which  was  paying  $1  million  a 
month  to  deliver  jerky  versions  of  its 
shows,  expects  those  costs  to  drop  up  to 
85%  with  Move. 

Move,  like  Flash,  requires  users  to 
install  a  software  player.  But  unlike 
YouTube-style  Flash  video,  which  fetches 
streamed  bits  in  a  series  of  requests  from  a 
set  of  servers  at  the  sender's  end,  Move 
gets  bits  from  the  closest  storage  cache 
(similar  to  technology  from  Web  video 
giant  Akamai)  and  brings  them  back  to 
the  screen  at  the  best  streaming  rate  based 
on  the  network's  traffic  load.  It  uses  stan- 
dard Internet  protocols,  which  means  it 
can  take  advantage  of  the  many  server 
farms  around  the  world  that  offer  up  Web 
pages.  Both  ABC  and  Fox  say  there  is 
nothing  else  that  can  stream  at  this  scale. 

Move,  with  55  employees  and  $22  mil- 
lion in  funding  from  Hummer  Winblad 
and  Steamboat  Ventures  (Disney's  ven- 
ture capital  arm),  has  been  in  business  for 
five  years.  It  started  out  as  an  attempt  to 
move  large  files  by  e-mail  (thus  the  name 
Move  Networks)  but  switched  to  video 
delivery  in  2004  once  its  founders,  both 
from  Novell,  realized  that  video  was 
going  to  be  a  dominant  medium  online. 
"People  may  want  to  watch  chunks,  but 
more  people  want  to  watch  long  forms," 
says  Chief  Executive  John  Edwards.  "The 
industry  just  had  to  solve  the  glitches." 
Quality  and  profits.  How  radical  can  the 
Internet  get?  F 
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Insights 


Peter  Huber 


CASSANDRA  V. 
CASSANDRA 


WHAT'S  THE  BIGGEST  THREAT  WE  FACE  ON  THIS 
planet?  Consult  friends,  colleagues,  editorialists, 
politicians  and  U.N.  ambassadors.  Demand  a 
straight  answer — many  threats  may  be  big, 
but  only  one  can  be  the  biggest.  The  answer,  of 
course,  is  "global  something.''  But  is  it  terrorism  or  is  it  warming? 
I'm  no  pollster,  but  where  I  hang  out,  those  two  are  definitely  the 
front-runners.  And  they  are  mutually  inconsistent.  If  the  planet  is 
indeed  going  to  hell,  these  two  roads  are  so  sharply  divergent  that 
no  one  planet  can  take  them  both. 

Look  at  it  this  way:  Al  Qaeda  could  halt  global  warming  a  lot 
faster  than  Al  Gore.  Take  one— just  one— quite  small  nuclear 
gadget.  Stick  it  in  a  container  and  load  it  on  a  ship.  Detonate  in 
the  port  of  Jeddah,  Haifa,  New  York  or  Shanghai.  It  doesn't  have 
to  make  a  big  bang;  a  fizzle  that  disperses  radionucleotides  will 
do.  Global  trade  will  freeze,  and  the  global  economic  depression 
that  ensues  will  push  energy  consumption  down  30%.  Release  of 
a  smallpox  virus  bioengineered  to  evade  the  old  vaccine  would 
deliver  a  50%  decrease  in  global  carbon  emissions.  At  least. 

How  likely  is  this,  and  how  soon  might  it  happen?  According 
to  my  computer  models— too  complicated  to  explain  fully  here— 
it  could  well  happen,  sometime,  maybe  soon,  or  maybe  not  soon 
at  all.  I  also  have  a  PowerPoint  display  showing  that  ever  since 
the  attack  on  the  marine  barracks  in  Beirut  in  1983  the  climate  of 
global  terror  has  been  getting  steadily  hotter.  The  average  tem- 
perature rose  steadily  throughout  the  1990s.  In  2001  it  reached 
the  curve  in  the  hockey  stick,  and  took  off.  It's  been  whirling  out 
of  control  ever  since. 

Al  Gore  may  say  the  two  global  hurricanes  are  drawing  from 
the  same  well— the  same  oil  funds  terrorists  and  spews  carbon. 
Both  threats,  he  might  add,  hinge  on  the  wrong  technology  in  the 
hands  of  the  wrong  people.  He  would  be  absolutely  right,  on  both 
counts.  Its  from  here  on  out  that  views  diverge. 

Both  camps  have  their  apocalypse-now  Cassan- 
dras,  who  see  carbon  in  the  air  when  it  rains  in  Seattle 


and  nerve  gas  when  an  aspirin  factory  is  built  in  Sudan.  But  while 
Katrina  was  a  disaster,  no  reputable  climatologist  says  fossil  fuels 
caused  it.  The' Sept.  1 1  attack  was  horrific,  but  the  attackers  used 
kerosene,  not  plutonium.  Doomsday  is  when  Miami  becomes  the 
new  Atlantis  or  New  York  the  new  Chernobyl. 

Any  prediction  about  when  that  will  happen  depends  on 
two  underlying  predictions — a  first  one  about  technology  and  a 
second  about  how  people  will  use  it. 

The  dire  warming  scenarios  hinge  on  predictions  about 
engines  and  power  plants  that  burn  fossil  fuels  in  rich  countries 
and  ovens  and  livestock  fueled  by  wood  and  grass  in  poor  ones. 
All  will  be  well  if  these  old  technologies  can  be  curbed  or  dis- 
placed by  new  ones  fueled  by  sun,  wind,  corn  or  uranium.  Or 
alternatively,  if  billions  of  ordinary  people  have  a  change  of 
'     heart  and  just  stop  craving  more  energy.  The  dire  terrorism 
scenarios  hinge  on  predictions  about  biological  and  nuclear 
technologies  falling  into  the  hands  of  sociopaths.  All  will  be 
well  if  these  technologies  can  be  quarantined,  or  better  still, 
eliminated  altogether.  Or,  alternatively,  if  sociopaths  have  a 

change  of  heart  and  just  stop 
craving  more  death. 

Some  people,  in  other 
words,  see  doomsday  coming 
in  the  casual — but  not  inten- 
tionally destructive — behavior 
of  ordinary  people  everywhere, 
and  especially  affluent  Ameri- 
cans. Others  see  it  coming  in 
the  conscious — and  altogether 
malignant — scheming  of  fanat- 
ics hiding  in  huts  and  caves. 
All  warming  predictions 
assume  that  the  global  political  environment  will  stay  cool. 
They  assume  that  the  global  economy  will  continue  to  prosper, 
fueled  in  no  small  part  by  600  billion  barrels  of  oil  pumped 
calmly  and  efficiently  from  the  Persian  Gulf  over  the  course  of 
the  next  half-century  or  so.  They  assume,  in  short,  that  people, 
politics,  economics,  religion  and  philosophy  are  more  stable 
than  the  earth's  climate.  Let's  hope  they're  right.  If  they  are,  stable 
governments  and  prosperous  people  will  find  ways  to  prove 
them  wrong.  People  who  are  rich  and  at  peace  always  find  ways 
to  fix  problems  of  their  own  creation. 

The  warming  crowd  acknowledge  that  America  can't  avert 
disaster  alone  but  are  sure  that  if  we  lead  by  example,  the  rest  of 
the  world  will  follow.  Many  in  their  camp  seem  to  believe  much 
the  same  about  global  terror.  Diplomacy,  reason  and  setting  a  fair, 
peaceful,  tolerant  example  on  the  world  stage  will  persuade  al 
Qaeda  to  leave  us  alone.  If  we  follow  their  advice  on  that  one,  and 
it  turns  out  to  be  wrong,  the  crazies  will  prove  them  wrong  about 
carbon,  too.  Plutonium  and  anthrax  will  curb  all  our  excesses, 
and  the  planet  will  be  saved.  F 


What  sorts  of 
people  are  very 
worried  about 
global  warming 
but  not  very 
worried  about 
terrorism? 


Forbes 


Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and  coauthor 

of  The  Bottomless  Well  (Basic  Books,  January  2005). 
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I  promoting  the  Leblon  brand 
I  of  cachaca,  two  gregarious 
I  bartenders  travel  around 
I  Rio  de  Janeiro  sampling 
Brazil's  national  cocktail,  the 
caipirinha,  made  from  the  rum- 
like liquor,  crushed  lime  and 
sugar.  In  one  scene  Jacob  Briars, 
one  of  the  mixers,  saunters  up  to 
a  gas  station  and  pumps  from  a 
nozzle  labeled  "alcool  comun" — 
Portuguese  for  regular  ethanol — 
and  fills  a  water  bottle  with  the 
sugarcane-derived  liquid.  He  then 
mixes  a  caipirinha  with  the  crude 
form  of  cachaca  and  takes  a  swig. 
"You're  a  madman,"  groans  his  pal 
Naren  Young. 

Even  Steven  Luttmann, 
chief  executive  of  Leblon  Hold- 
ings, seems  incredulous.  "Look 
at  his  face!"  he  squawks,  watching 
the  film  in  his  office  in  New  York 
City,  as  Briars  spits  out  the  drink 
in  disgust.  The  gas-pump  scene 
in  the  $15,000  film  Luttmann 
funded  broadcasts  his  biggest 
challenge — and  marketing  oppor- 
tunity— in  selling  his  cachaca 
(pronounced  ka-SHA-sa)  as  an 
elegant  tipple.  Until  a  couple  of 
years  back  cachaca  was  known 
as  a  rough,  cheap  Brazilian 
white  rum.  Then  along  came 
the  caipirinha,  a  cocktail  whose 
name  is  the  diminutive  of  the 
Portuguese  word  for  "bumpkin." 
Many  brands  of  cachaca,  made 
from  sugarcane  juice,  are  as  diffi- 
cult to  drink — "rocket  fuel,"  ^ 
Luttmann,  41,  calls  it — as  the 
liquor  is  for  non- Portuguese  speakers  to 
pronounce.  It  sells  for  as  little  as  $2  for  a 
750ml  bottle  in  Brazil.  It's  just  50  cents  a 
liter  at  the  gas  pump. 

Luttmann  is  determined  to  dress  up 
the  caipirinha  by  convincing  barkeeps 
and  drinkers  that  Leblon  is  worth  $30 
for  a  750ml  bottle  (retail).  Inspired  by 
high-end  tequila  makers  in  the  1990s 
who  turned  the  Mexican  liquor  used  in 
margaritas  into  a  posh  tipple  now 
savored  on  its  own,  Luttmann  pitches  his 


Cocktail?  Steven 
Luttmann  is  trying 
to  make  Leblon  the 
nation's  hottest 
cachaca. 


Energy  Drink 

In  Brazil  cachaca  powers  cars.  In  the  U.S.  it 
will  reenergize  cocktail  sales,  if  Steven  Luttmann 

has  his  way  |  By  Chaniga  Vorasarun 
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Entrepreneurs 


cachaca  as  smoother  and  more  refined 
than  less  expensive  rivals,  including 
Pirassununga  Cachaca  51,  the  category 
leader.  It  certainly  costs  more — 58% 
more  in  stores. 

Is  it  worth  it?  Leblon  won  top  honors 
in  its  category  at  the  2007  San  Francisco 
World  Spirits  Competition,  but  it's  a  clut- 
tered contest,  with  17  brands  of  cachaca 
represented  this  year,  up  from  6  in  2006. 
Last  year  there  were  65,000  9-liter  cases  of 
cachaca  sold  in  the  U.S.,  a  63%  increase 
from  the  year  before,  says  Adams  Bever- 
age Group,  a  distilled-spirits  tracker  in 
Norwalk,  Conn.  Leblon  sold  6,000  cases 
in  2006.  Luttmann  thinks  he  can  move 
35,000  this  year. 

Luttmann's  selling  point:  After  Leblon 
is  fermented  and  distilled  in  Brazil,  it  is 
shipped  to  St.  Sauvant,  France,  where  it  is 
aged  in  vintage  XO  Cognac  oak  casks  for 
three  to  six  months  to  soften  the  taste.  It's 
bottled  and  shipped  from  there.  The  man- 
ufacturing cost  of  a  bottle  of  Leblon  is  $7, 
say  industry  experts. 

Luttmann  first  tasted  cachaca  when 
he  had  a  caipirinha  at  a  steak  house  in 
Sao  Paulo  in  the  late  1990s.  A  few  years 
later,  as  a  brand  manager  and  new-prod- 
uct scout  at  LVMH  Moet  Hennessey  Louis 
Vuitton,  he  tried  to  persuade  execs  there 
to  create  an  upmarket  brand  of  cachaca. 
He  says  they  took  a  pass  because  they 
feared  it  would  compete  with  10  Cane 
Rum,  a  high-end,  sugarcane-based  rum 
(most  rum  is  made  from  molasses)  that 
was  rolled  out  in  April  2005.  Luttmann 
left  the  company  a  month  after  10  Cane's 
introduction  and  created  Leblon.  "Large 
companies  are  not  good  at  innovation," 
he  says. 

He  had  to  move  quickly.  Two  pre- 
mium cachacas  from  small  distillers— 
Beleza  Pura  and  Agua  Luca— had  just 
come  on  the  market.  Creating  the  first 
1,000  cases  of  Leblon  took  five  months 
and  $3  million.  The  money  came  from  20 
investors,  including  Italian  sneaker  heir 
Marco  Fila,  who  ponied  up  $2  million  for 
a  33%  stake  in  Leblon  Holdings.  Luttmann 
got  the  rest  from  his  savings,  including 
$200,000  from  his  401(k).  (Luttmann  has 
since  raised  another  $4.5  million  from 
additional  investors,  including  former 
Philadelphia  76ers  owner  Patrick  Croce.) 


BLAME  IT  ON  RIO 


How  do  expensive  brands  of  cachaca  stack  up?  ForbesLife  Senior  Editor 
Richard  Nalley  sampled  five  on  their  own  and  mixed  in  caipirinhas  by  our 
in-house  bartender.  Here's  his  report  from  the  blind  taste  test,  with  brands 
ranked  from  best  to  worst.  — CM 


Agua  Luca,  Excelsior 
Imports,  $30. 

"There's  more  character 
in  an  empty  glass  of  this 
brand  than  there  is  in  a 
full  glass  of  the  others.  It 
has  a  nice  silkiness  and  a 
long  finish.  The  aroma 
really  comes  through." 


Pirassununga  Cachaca 
51,  Gemini  Spirits  & 
Wine,  $19. 

"It  has  the  character  of  a 
fine  artisanally  made 
mezcal.  It  has  a  wet  sage 
desert  smell — something 
you  might  get  in  a 
tequila." 


In  September  2005,  when  Luttmann 
received  his  first  1,000  cases  of  Leblon, 
named  for  a  beach  in  a  well-to-do  suburb 
of  Rio,  he  started  carting  bottles  around  to 
distributors.  He  hit  50  in  12  months, 
sometimes  circling  back  five  or  ten  times. 
As  distributors  gave  him  the  brush-off, 
Luttmann  started  offering  to  set  up  caipi- 
rinha bars  at  tony  events.  Two  Brazilian 
fashion  designers  agreed  to  let  him  serve 
caipirinhas  at  their  Fashion  Week  shows 
in  New  York  City  that  fall.  Within  days  he 
and  his  wife,  who's  Brazilian,  were  serving 
up  Leblon  for  17  other  designers.  He  says 
they  poured  2,500  caipirinhas  that  week. 
Since  then  Luttmann  has  cut  deals  with  25 
hotels  and  country  clubs,  where  Leblon 
sponsors  caipirinha  bars  at  wedding 
receptions.  Luttmann,  a  pianist,  started  a 


Cabana,  ABB  Partners, 
$35. 

"Smooth  and  inoffensive. 
You  could  definitely 
drink  a  lot  of  this 
without  realizing  it." 

Leblon,  Leblon 
Holdings,  $30. 

"It  has  a  really  nice  fresh, 
clean  aroma  to  it.  Its 
almost  like  an  aftershave; 
I  might  put  it  behind 
each  ear." 

Sagatiba,  Empire,  $30. 

"The  sugar  in  the 
caipirinha  hides  a 
multitude  of  sins." 


band  that  occasionally  plays 
Brazilian-inspired  rock  and 
jazz  at  events. 

Luttmann  is  also  giving 
bartenders  recipes  for 
cachaca  drinks,  such  as  the 
caipi-cola  (like  a  rum  and 
Coke).  He  is  persuading  restaurant 
chains — Gordon  Biersch  (with  32  out- 
lets) is  one — to  pour  Leblon.  "Leblon 
put  a  nice  twist  on  the  product,  and  it 
was  actually  drinkable,"  says  Jean  Luc 
Lametrie,  beverage  director  at  Town  and 
Kittichai  restaurants  in  Manhattan, 
where  a  caipirinha  made  with  Leblon 
sells  for  $11. 

Leblon  has  distributors  in  50  states. 
Still  revenue  was  all  of  $1  million  last 
year,  and  profitability  is  still  a  long  way 
off:  Luttmann  burns  through  $400,000  a 
month  on  sales  and  marketing.  But  he's 
optimistic.  His  next  push  will  be  in  Brazil, 
where  he  will  go  up  against  30,000  or  so 
homegrown  versions  of  cachaca. 

Who  knows?  Perhaps  there's  a  market 
for  superpremium  at  the  gas  pump.  F 
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Fallen  Tech  Angels 

Ace  fund  manager  Walter  Price  finds  some  good  technology  stocks  are 
on  Wall  Street's  losers  list  for  the  wrong  reasons  By  William  Heuslein 


ONE  REASON  WALTER  C. 
Price  Jr.  runs  a  star  tech 
fund  is  that  he  is  devilishly 
good  at  spotting  beaten- 
down  stocks  that  don't 
deserve  their  ignominy. 

In  2006  and  thus  far  in  2007  Price's 
Allianz  RCM  Technology  has  consistendy 
turned  in  the  best-ranked  ten-year  per- 
formance for  a  tech  fund,  says  fund  tracker 
Morningstar.  Its  recent  ten-year  annual 
return:  an  exceptional  16.1%.  The  MIT- 
educated  Price,  58,  has  been  with  San 
Francisco's  RCM  Capital  Management 
since  1974.  He  runs  the  fund  \ 
ager  Huachen  Chen  for  RCMs  paren 


manager  Allianz  Global  Investors, 
which  is  part  of  German  financial 
powerhouse  Allianz. 

Tech  stocks  have  staged  a  come- 
back of  sorts  after  their  dark  night  of  the  soul 
earlier  in  the  decade,  although  they  lag  be- 
hind many  other  sectors.  In  2006  the  tech- 
laden  Nasdaq  Composite  posted  a  9.5% 
return,  versus  the  broad-market  S&P  500's 
13.6%.  In  this  year's  rockier  market,  the  two 
indexes  are  doing  similarly,  each  up  some  5%. 

Price  looks  for  fallen  angels — companies 
that  used  to  sport  robust,  double-digit 
earnings  growth,  only  to  stumble  for  a  quar- 
ter or  acquire  sorne  black  mark,  like  an 
options  scandal.  Some  of  these  will  resume 


For  Price,  the  key 
is  going  beyond 
tech  firms'  oceans 
of  hype. 


their  growth  records.  Which  ones? 
"It's  a  little  bit  of  a  venture  capital 
mentality,"  says  Price. 

His  fund  has  a  large  swatch  of 
mainstream  tech  names  like  Nin- 
tendo, Cisco  and  Google.  But  it's 
in  midcaps  (generally  denned  by 
RCM  as  $1  billion  to  $15  billion  in 
market  value)  that  Price  trolls  for 
the  surprise  winners.  Midcaps 
make  up  half  of  the  portfolio. 

Helping  in  the  search  is  RCMs 
Grassroots  Research  division, 
which  specializes  in  ground-level 
examinations  of  company  opera- 
tions. This  is  vital  because  it  requires 
clearing  the  fog  of  bogus  enthusi- 
asm that  surrounded  too  many  tech 
issues.  "There  are  a  lot  of  compa- 
nies that  overstate  their  case  and 
overstate  their  product,"  Price  says. 

RCM  launched  the  research 
unit  in  1984  after  taking  a  shel- 
lacking on  the  old  Warner  Com- 
munications, maker  of  Atari 
videogames.  When  the  games 
didn't  sell  one  Christmas,  Warner 
stock  plunged.  Founder  Claude 
Rosenberg  (RCM  was  founded  as 
Rosenberg  Capital  Management)  blamed 
himself  for  letting  his  people  talk  only  to 
rah-rah  analysts,  not  retailers.  Store  man- 
agers "would  have  told  us  that  these  games 
were  piling  up  on  the  shelves,"  Price  quotes 
Rosenberg  as  saying.  Rosenberg,  now  79, 
left  RCM  in  2001  to  focus  on  philanthropy. 

So  in  the  spirit  of  Price's  contrarian 
perspective  and  an  intent  to  get  early- 
mover  advantage,  here  are  some  of  his 
best  picks  (see  table,  p.  82)  from  the 
$1.2  billion  fund.  These  are  not  cheap, 
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and  one  is  not  profitable.  But  he's  con- 
vinced they  have  great  futures. 
CHARTERED  SEMICONDUCTOR.  Partly 
owned  by  Singapore's  government,  this 
company  makes  chips  for  tech  outfits  with- 
out manufacturing  operations.  But  in  late 
April  the  company  reported  the  second 
straight  quarter  of  earnings  declines.  Char- 
tered produces  chips  used  in  Advanced 
Micro  Devices  computer  processors  and 
Apples  video  iPods. 

Trouble  is,  an  excess  of  chip  inventory 
and  a  price  war  between  AMD  and  Intel 
makes  things  look  iffy  for  the  short  term. 
And  the  monster  of  Chartered's  field, 
Taiwan  Semiconductor,  is  the  odds-on 
favorite  to  come  out  ahead  during  any 
industry  turmoil. 


The  accounting  problems  they  left  in  their 
wake  should  be  cleaned  up  soon,  he  feels. 

As  cable  and  telecom  companies  compete 
for  phone  customers,  they  need  new  billing 
and  messaging  systems.  One  customer  is 
Bharti  Airtel.one  of  India's  largest  wireless 
operators,  which  is  increasing  orders.  Bharti 
is  growing  at  a  60%  yearly  clip  and  is  adding 
between  1  million  and  2  million  subscribers 
every  month.  "Comverse  has  some  extraor- 
dinary customers,"  says  Price. 
MARVELL  TECHNOLOGY.  The  maker  of 
semiconductors  used  in  Apple's  iPod  has 
seen  its  stock  halved  after  displeasing 
Wall  Street  on  two  fronts.  One,  a  22% 
sales  rise  in  last  year's  third  quarter,  was 
the  smallest  gain  since  Marvell  went  pub- 
lic in  2000.  Second,  Marvell  was  swept  up 


that  stock  options  grants  in  the  1990s  had 
been  improperly  accounted  for. 

With  a  $24  billion  market  cap  RIM 
these  days  is  a  bit  beyond  Price's  midcap 
range,  but  he  thinks  its  growth  prospects 
remain  remarkable.  Price  is  especially 
impressed  by  the  Canadian  company's 
moves  to  take  it  beyond  its  customary 
business  clientele  into  the  wider  consumer 
market.  The  elegantly  styled  Pearl  smart 
phone  features  a  camera  and  a  multimedia 
player  that  appeals  to  consumers.  "Our 
Grassroots  survey  says  that  this  product  is 
really  hot,"  says  Price.  "So  I  think  this  adds 
a  whole  new  growth  layer." 
SALESFORCE.COM.  This  $4.8  billion  (mar- 
ket cap)  company  makes  Web-based 
customer  management  software.  Chief 


These  tech  powerhouses  have  run  into  temporary  problems,  so  their  stock  is  down.  Translation:  time  to  buy. 

COMPANY/INDUSTRY 

PRICE 
RECENT     2-YR  HIGH 

P/E  COMMENTS 

CHARTERED  SEMICONDUCTORVsemiconductors 

$9.56  $11.81 

42      Good  alternative  to  giant  Taiwan  Semiconductor. 

COMVERSE  TECHNOLOGY/software 

21.93  29.24 

37      Great  billing  and  other  services  for  telecom. 

MARVELL  TECHNOLOGY  GROUP/semiconductors 

16.94  35.32 

28      Has  forged  ahead  on  chips  for  handheld  devices. 

RESEARCH  IN  MOTION/wireless  telecom 

132.03  148.31 

40      Market  share  leader  with  attractive  system  for  earners. 

SALESFORCE.COM/software 

41.07  49.88 

NM      Cheaper  than  rivals  SAP  and  Oracle. 

Prices  as  of  Apr.  24.  'American  Depositary  Receipt.  NM:  Not  meaningful.  Sources:  RCM  Capital  Management  Reuters  Fundamentals  via  FactSet  Research  Systems. 

For  the  long  pull,  however,  prospects 
look  good  for  Chartered.  It  has  forged  an 
alliance  with  IBM  and  Samsung  to  create  the 
next  generation  of  semiconductors,  at  45 
nanometers  or  below.  Chartered  is  down 
from  its  $12  high  a  year  ago,  although  at 
$9  it  has  clawed  back  from  the  $7  nadir  it 
hit  in  August. 

COMVERSE  TECHNOLOGY.  Comverse 
provides  voice  mail  and  billing  services  to 
phone  companies.  The  company  also  pro- 
vides bears  with  a  lot  of  negative  publicity 
about  itself.  Comverse's  former  chief  exec- 
utive has  fled  to  Namibia  and  is  wanted  in 
the  U.S.  on  fraud  charges.  Kobi  Alexander 
is  charged  with  illegally  backdating  stock 
options  to  inflate  their  value.  Two  other 
executives  have  pleaded  guilty  to  securi- 
ties fraud.  The  stock  price  is  off  by  a  quar- 
ter from  early  2006. 

But  Price  sees  underlying  strengths. 
"The  company  has  done  a  go<  i  fix- 

ing itself  after  the  executives  left,"  he  says. 


in  the  backdating  maelstrom.  It  will 
restate  results  for  the  past  six  years  to 
record  costs  for  misdated  stock-option 
grants  to  executives. 

Price  likes  its  role  in  the  next  wave  of 
all-in-one  phones.  Marvell  has  made  a  big 
bet  buying  the  Intel  processor  business  that 
builds  chips  for  gizmos  like  the  BlackBerry, 
Treo  (Palm)  and  Q  (Motorola)  handheld 
devices.  "This  is  going  to  be  a  huge  hit," 
says  Price.  "It  gets  them  into  a  business  that 
is  very  hard  to  enter."  Marvell's  only  rival 
here  is  Texas  Instruments.  Price  also  is 
buoyed  by  the  big  chip  orders  Marvell  gets 
from  Cisco.  Marvell  has  a  strong  business 
in  disk  drive  and  Wi-Fi  chips. 
RESEARCH  IN  MOTION.  This  company 
makes  the  ubiquitous  and  indispensable 
BlackBerry  for  executives  on  the  go.  Its 
stock  doubled  in  2006  but  tumbled  8%  last 
month  after  robust  quarterly  results  failed 
to  meet  analysts'  expectations.  Also  hurt- 
ing the  stock:  The  company  announced 


Marc  Benioff  is  trying  to  sell  more-expen- 
sive programs  and  attract  larger  cus- 
tomers. He's  competing  with  biggies  like 
SAP  and  Oracle.  But  Salesforce.com's 
wares  are  much  less  expensive.  Salesforce 
is  a  subscription  system;  the  customers 
don't  have  to  put  in  servers  or  software. 
They  sign  on  to  the  Internet  as  a  service. 
"I  think  for  the  middle  market  this  is 
absolutely  the  way  to  go,"  says  Price. 

Price's  Allianz  RCM  Technology  Fund 
is  offered  in  multiple  share  classes.  The 
no-load  D  shares,  while  not  available  for 
direct  .purchase,  can  be  acquired  through 
brokerage  platforms  at  outfits  like  Fidelity, 
Schwab  and  Vanguard.  The  D  shares  cost 
$1.64  per  $100  of  assets  annually,  which  is 
on  the  high  side.  You  won't  have  to  pay  a 
purchase  or  transaction  fee  when  buying 
the  D  shares  through  one  of  the  fund 
supermarkets.  The  fund's  high  turnover 
(272%)  says  this  investment  belongs  in  a 
tax-deferred  account.  F 
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Properly  Report  required  by  Federal  law  and  read  it  before  signing  anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  of  this  property.  No  statement  should  be  relied  upon  except  as  expressly  set  forth  in  the  Property  Report  or  the'-Nevada  Public 
latement.  This  is  neither  an  offer  to  sell,  nor  a  solicitation  of  offers  to  buy,  any  condominium  units  in  those  states  where  such  offers  or  solicitations  cannot  be  made.  WARNING:  THE  CALIFORNIA  DEPARTMENT  OF  REAL  ESTATE  HAS  NOT  INSPECTED,  EXAMINED," 
IED  THIS  OFFERING.  This  condominium  project  does  not  discriminate  on  the  basis  of  race,  color,  religion,  national  origin,  sex,  disability  or  familial  status. 


itectural  renderings,  specifications,  pricing  and  locations  are  subject  to  change  without  notice.  ©  2007  Project  CC,  LLC.  Unauthorized  use  is  strictly  prohibited. 


»tsng 


INTERNATIONAL  INVESTING 


India's  Roads  to  Riches 

Private  financing  is  fueling  an  infrastructure  boom  in 
India,  where  economic  growth  has  strained  meager 
roads  and  power  grids.  Invest  in  the  builders. 

By  Andy  Stone 


THE  COW  PROBLEM  SHOULD 
delight  investors.  Between 
Ahmedabad  and  Vadodara  in 
India's  heavily  industrialized 
Gujarat  Province,  cattle — sacred 
to  Hindus — tend  to  wander  onto  the  high- 
way, disrupting  traffic  and  hence  com- 
merce. So,  at  great  expense,  the  government 
is  planning  to  widen  the  road  and  include 
cow  underpasses,  one  of  many  such  proj- 
ects under  way  in  India. 

Varun  Bajpai,  head  of  Macquarie  Bank's 
76-person  investment  banking  operation  in 


Mumbai,  is  a  fan  of  Indian  construction 
outfits  that  will  benefit  from  the  massive 
building  job  now  getting  started  on  the 
economically  booming  subcontinent. 

With  its  well-educated,  English-speak- 
ing, low-wage  workforce,  India's  stunning 
growth  (8.5%  last  year,  with  an  even  faster 
tempo  expected  ahead)  faces  bottlenecks. 
Some  80%  of  traffic  is  crammed  onto  just 
3%  of  available  roadway.  The  country's 
antiquated  power  network  is  so  overbur- 
dened that  demand  exceeds  supply  by  8% 
on  a  good  day,  causing  frequent  outages. 


The  country  needs  dozens  more  airports; 
the  volume  of  flights  is  expanding  10% 
yearly.  Fast-growing  China  also  has  infra- 
structure problems,  but  investing  in  that 
country  is  dicier.  In  any  event,  India  is 
hungrier  for  asphalt.  It  has  just  3,700  miles 
of  expressways;  China,  25,000. 

The  Indian  government  can't  afford  to 
fund  needed  upgrades  alone,  so  it  recently 
opened  infrastructure  projects  to  private  cap- 
ital. Sleepy  Indian  construction  companies 
that  a  few  years  ago  existed  on  occasional 
handouts  of  government  contracts  now 
have  fat  order  books.  To  sweeten  the  en- 
ticements the  government  is  cutting  the 
companies  in  on  future  revenues  from  the 
public  projects. 

Indian  Prime  Minister  Manmohan 
Singh  has  promised  $300  billion  in  new 
roads,  subways,  power  plants,  ports  and 
irrigation  canals  by  2012.  One-quarter  of 
the  projects  will  operate  within  the  frame- 
work of  private-public  partnerships;  that 
places  financial  risk  squarely  on  the 
builders,  says  Sayali  Mahashur  of  Riedel 
Research  in  Mumbai.  In  return,  builders 
collect  user  tolls  on  projects  for  up  to  30 
years  before  handing  them  over  to  the 
government. 
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Western  investors  can  take  some  com- 
fort in  the  Indian  legal  system.  It's  creaky  and 
quirky,  but  there  is  some  notion  in  that  coun- 
try that  property  rights  should  be  respected 
and  contracts  enforced.  The  construction 
firms  there  are  well  capitalized  and  well  run. 

"There  is  a  lot  of  social  support  when 
investors  come,"  says  Bajpai,  31,  who  has  led 
Indian  operations  for  the  Australian  invest- 
ment bank  since  its  office  opened  in  2006. 
Before  that  he  worked  at  Deutsche  Bank  and 
a  joint  venture  of  Kotak  Mahendra  Bank  and 
Goldman  Sachs. 

While  international  giants  like  Frances 
Saint-Gobain  and  the  U.S.'  Halliburton  may 
well  get  involved  later — plenty  of  work  is 
around  for  everybody— the  early  action  is 
with  the  homegrown  builders. 


After  the  global  downdraft  last  winter 
Indian  stocks  are  almost  back  to  their  Feb- 
ruary highs.  The  Indian  builders  that  Bajpai 
likes  (see  table)  are  expensive:  Most  have 
trailing  P/Es  near  or  above  25.  Many  can  be 
bought  as  Global  Depositary  Receipts;  the 
others  can  be  had  via  your  broker,  although 
you'll  pay  a  premium  for  the  trip. 

Madhucon  Projects  is  one  of  the  most 
ambitious  road  builders,  with  four  projects 
under  construction,  including  160  miles  of 
highways  in  the  urbanized  Tamil  Nadu 
state  in  southern  India.  Madhucon's  order 
backlog  of  $1.2  billion,  which  also  includes 
traditional  government  cash  projects  like 
irrigation  canals,  is  12  times  calendar  2006 
revenues  of  $98  million.  That's  the  richest 
order  book  in  percentage  terms  among 


The  Rajas  of  Construction 


India's  publicly  traded  builders,  which  will  benefit  hugely  from  the  boom,  are  not 
cheap.  But  note  that  their  annual  growth  rates  mostly  exceed  their  P/Es. 

PRIfF 

3-YEAR 

LATEST 

COMPANY 

RECENT 

52-WEEK 
HIGH 

AVG  EPS 
%  CHG 

12-MO 
P/E 

I  GAMMON  INDIA1 

$6.97 

$12.62 

24% 

26 

f  HINDUSTAN  CONSTRUCTION1 

2.07 

3.94 

29 

27 

IVRCL  INFRASTRUCTURE  &  PROJECTS 

6.76 

10.30 

25 

29 

I  JAIPRAKASH 

12.47 

17.02 

38 

32 

LARSEN  &  TOUBRO1 

37.47 

42.10 

34 

34 

MADHUCON  PROJECTS1 

4.72 

9.17 

242 

12 

NAGARJUNA  CONSTRUCTION1 

3.72 

5.33 

40 

22 

PATEL  ENGINEERING 

7.82 

14.10 

622 

19 

1  All  figures  are  from  Indian  market,  in  U.S.  dollars.  Prices  as  of  Apr.  18.  'Available  as  Global 

Depositary  Receipt    wo-year  change, 
s  Sources:  Bloomberg;  Woridscope  via  FactSet  Research  Systems. 

India's  publicly  traded  construction  com- 
panies. Fat  order  backlogs  suggest  that 
construction  companies  won't  be  bidding 
low  to  get  new  business.  They  can  take  a 
pass  on  projects  that  don't  promise  com- 
fortable markups. 

Nagarjuna  Construction  has  managed 
stellar  growth,  with  revenues  increasing 
at  an  annualized  56%  over  the  last  five 
years  to  $584  million  in  2006.  Nagarjuna 
subcontracts  up  to  40%  of  revenues, 
allowing  it  to  grow  fast.  Two  years  ago 
40%  of  Nagarjuna's  order  book  was  for 
housing,  which  brings  less  of  a  return. 
Residential  now  is  30%. 

Patel  Engineering  is  one  of  the  smaller 
companies  in  this  group,  with  2006  sales 
of  $244  million.  But  it  has  built  a  quarter 
of  India's  hydropower  capacity.  Hydro 
accounts  for  50%  of  Patel's  $1.2  billion 
order  book.  The  company  enjoyed  an 
operating  (Ebitda)  margin  of  15%  last 
year,  driven  in  part  by  technologies — 
gained  through  the  purchase  of  two  U.S. 
companies— that  allow  Patel  to  build  dams 
for  30%  less  than  normal,  says  Naveen  Jain 
at  Emkay  Research  in  Mumbai.  With  the 
new,  cheaper  technique,  builders  lay  con- 
crete across  the  dam  in  horizontal  layers 
instead  of  using  the  conventional  vertical 
blocks  to  hold  the  thing  up. 

Another  beneficiary  of  India's  build- 
ing boom  is  80-year-old  Hindustan 
Construction,  which  has  built  much  of  the 
country's  3.8  gigawatts  of  nuclear-powered 
generating  capacity.  That's  just  3%  of  the 
electricity  used  in  India.  Much  more  lies 
ahead  for  it  in  reactor  building. 

One  big  plus:  In  December  the  U.S. 
and  India  signed  a  deal  to  share  civilian 
nuclear  technology,  and  that  can  only  help 
the  nuclear  construction  effort.  Diplomatic 
misgivings  over  the  risk  that  the  technology 
could  be  diverted  into  weapons  enhance- 
ment is  for  the  moment  diminished. 

The  largest  of  India's  builders  is  Larsen 
&  Toubro,  which  owes  its  name  to  a  pair  of 
Danish  engineers  who  started  the  company 
in  the  1930s.  Its  ownership  is  decidedly 
Indian,  however.  Infrastructure  products 
garnered  L&T  $2  billion  in  revenues  over 
the  last  nine  months,  73%  of  its  total. 

There's  more  where  that  came  from. 
"India  is  a  very  big  country,  with  huge 
development  potential,"  says  Bajpai.  F 
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There's  a 
Starr  solution. 


Whether  it's  a  steel  plant  in  China,  a  container  ship  on  the 
North  Sea,  an  air  fleet  in  sub-Saharan  Africa,  a  residential 
construction  project  in  LA,  or  protection  for  an  employer- 
sponsored  benefit  plan,  no  one  can  match  our  ability  to 
expertiy  assess  complex  risk. 

The  Starr  difference  is  twofold:  Expertise  and  Service. 
No  one  offers  the  depth  of  experience  of  our  specialized 
teams  of  experts.  No  one  offers  the  level  of  service  we 
bring  through  close  customer  relationships.  With  more 
than  55  years  as  leaders  in  specialized  risk,  Starr's 
expertise  and  service  translate  to  a  greater  understanding 
of  individual  and  specific  underwriting  needs.  With  the 
deeply  knowledgeable  companies  of  Starr  Underwriting 
Agencies,  LLC,  you  have  the  Starr  solution. 


Starr  Underwriting  Agencies,  LLC 

C.V.  STARR  &  CO  /  STARR  AVIATION  /  STARR  GLOBAL  ACCIDENT  &  HEALTH  /  STARR  MARINE  /  STARR  TECH 


Members  of  the  C.V.  Starr  &  Co.,  Inc.  family  of  companies. 
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Wall  Street's  Best 

Which  analysts  get  the  bull's-eyes  on 
quarterly  earnings?  And  which  give  you 

the  smartest  buy  and  sell 
recommendations?  By  Shlomo  Reifman 


Chi  Chow 


Laura  Conigliaro 


c 


HI  CHOW,  41,  IS  EXCEPTIONALLY 
modest  and  reserved,  which  is  a 
I  little  surprising  given  that  the 
Merrill  Lynch  security  analyst  beat  out 
3,400  colleagues  at  selecting  stocks.  A  year 
earlier  Chow  pulled  off  a  similar  feat  when 
he  took  fifth  place  at  estimating  profits. 

The  citations  for  Chi  Chow 
and  the  other  security  analysts  Cijm 
displayed  here  come  courtesy 
of  StarMine,  a  San  Francisco 
research  company  that  has 
been  providing  FORBES  with 
its  scorecards  of  analyst  fore- 
casting since  2004. 

StarMine  ranks  and 
awards  analysts  separately 
on  the  quality  of  their 
buy/sell  advice  and  their 
ability  to  predict  earnings. 
It's  pretty  unusual  for  the 
same  analyst  to  score  high 
on  both  measures,  says  Mary 
Morgan,  manager  of  rankings 
at  StarMine.  Though  his 
awards  for  the  two  skills 
came  in  different  years, 
Chow,  who  has  a  civil  engi- 
neering degree  from  the 
University  of  Texas  and  an 
M.B.A.  from  the  University 
of  Michigan,  is  an  exception. 
He  covers  energy  stocks. 

To  come  up  with  its 
rankings  StarMine  evaluated 
39,000  buy  and  sell  recom- 
mendations from  2006  and 
1.7  million  earnings  estimates 
from  the  last  four  quarters — all 
collected  by  Thomson  IBES.  By 
comparing  an  analyst  agains; 


peers  covering  the  same  industry  as  well  as 
against  the  universe  of  analysts,  the  raters 
ensured  that  winners  were  not  just  lucky  to 
be  in  a  hot  industry. 

Chow  topped  his  fellow  analysts  in  the 
energy  sector.  Among  Chow's  timely  calls 
last  year  were  buy  and  hold  recommenda- 


Visit  www.forbes.com/topanalysts  for  more  on  these  analysts, 
the  awards  for  the  top  three  experts  across  the  spectrum  of 
industries,  the  Analyst  Honor  Roll,  the  best  brokerages  and  advice 
fi  on  using  this  information  to  make  better  investment  decisions. 

1  RANK  |  BEST  STOCK  PICKERS 

COMPANY 

1   CHI  CHOW 

Merrill  Lynch 

2  JENNIFER  FRITZSCHE 

Wachovia  Securities 

3  DONNA  JAEGERS 

Janco  Partners 

4   DEBRA  BROMBERG 

Jefferies  &  Co 

5  CHRISTOPHER  HICKEY 

Atlantic  Equities 

6  JENNIFER  PINNICK 

Morgan  Stanley 

7  AUDREY  SNELL 

ThinkEquity  Partners 

8  ERIKOLBETER 

Stanford  Group 

1  9  DANIEL  GELBTUCH 

CIBC  World  Markets 

10  JASON  BAZINET 

Citigroup 

1  RANK  |  BEST  EARNINGS  ESTIMATORS 

COMPANY 

1  1   LAURA  CONIGLIARO 

Goldman  Sachs 

I  2  CARL  MCDONALD 

CIBC  World  Markets 

|  3  VERNON  PLACK 

BB&T  Capital  Markets 

|  4  WAQAR  SYED1 

Petrie  Parkman 

I  5  JEFF  DAVIS 

FTN  Midwest 

1  6  JAMES  PARKER  &  BUCK  HORNE2 

Raymond  James 

1  7  CHRISTOPHER  KING 

Stifel  Nicolaus 

|  8  STEVEN  SCHUMAN2 

Prudential  Equity  Group 

|  9  JOHN  HODULIK 

UBS 

|  10  CARL  DRAKE 

SunTrust  Robinson  Humphrey 

'Now  at  Tristone  Capital,  inactive. 
Source:  StarMine  (www.starmine.com). 
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tions  at  various  periods  on  Frontier  Oil, 
calls  which  were  good  for  an  overall  108% 
gain.  Holly  Corp.  was  another  bit  of  good 
advice:  It  rose  88%  while  Chow  had  a  buy 
recommendation  on  it  in  2006.  StarMine's 
methodology  is  complex,  but  in  simple 
terms  it  credits  the  gain  when  the  stock  is 
a  "buy"  but  not  when  an  ana- 
lyst switches  it  to  a  "hold." 

Chow  remains  decisively 
bullish  on  oil  refiners.  "We 
probably  won't  see  a  new 
refinery  [in  the  U.S.]  in  our 
lifetime,"  he  says.  "There's 
nothing  to  stop  the  perform- 
ance of  refiners  until  the  end 
of  the  decade." 

Leading  all  security  ana- 
lysts at  predicting  profits  last 
year  is  Laura  Conigliaro, 
who  served  as  an  intelligence 
analyst  for  the  National  Secu- 
rity Agency  before  joining 
Goldman  Sachs  in  1996  to 
cover  computer  companies. 
She  compartmentalizes  com- 
panies as  "mature,"  "growth" 
or  "turnaround"  before  con- 
structing forecasting  models; 
she  looks  at  how  their  prod- 
ucts are  doing  out  in  the  hin- 
terland by  quizzing  customers 
and  checking  with  whole- 
salers and  retailers.  Conigliaro 
beat  her  peers  on  earnings 
forecasts  for  printer  company 
Lexmark  and  disk  company 
Seagate  Technology.  She's  a 
bull  on  Hewlett-Packard  and 
forecasts  earnings  of  $2.65  a 
share  this  year.  F 
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There  is  no  one  exactly  like  you.  Raymond 
James  financial  advisors  understand  your 
financial  needs  are  just  as  unique.  That's 
why  they  have  the  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you  and  your 
business.  There's  a  culture  of  independence 
here.  One  that's  focused  on  the  individual. 
One  that's  as  unique  as  you  are.  - 
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STOCK  MARKETS 


Swinging  At 
Nasdaq 

Dave  Cummings  is  bent  on  destroying  the 
established  stock  exchanges'  hold  on  electronic 
trading.  He's  got  some  of  the  biggest  names  on 

Wall  Street  cheering  him  on  |  By  Liz  Moyer 


■  N  A  HIGH-STAKES  GAME  OF  CHICKEN, 
I  says  David  Cummings,  the  player 
I  with  the  most  to  lose  usually  loses. 
I  Cummings  would  know.  He  is  play- 

mm  ing  a  daring  game  of  chicken  on 

Wall  Street — and  winning — because  he 

has  less  to  lose. 

Cummings  is  the  38-year-old  founder 

and  chief  executive  of  Bats  Trading,  in 


Kansas  City,  Mo.  A  few  years  ago  he  was 
trading  hard  red  winter  wheat  futures  on 
the  floor  of  the  Kansas  City  Board  of 
Trade.  Today  his  private  electronic  stock 
exchange  handles  roughly  265  million 
shares  per  day  and  10%  to  15%  of  all 
Nasdaq-listed  shares,  a  higher  Bats>  0avif^ 
share  than  any  other  of  the  Cummings  and  his 
electronic  communication  net-      blunt  instrument. 


works  (ECNs).  These  exchanges  started 
popping  up  in  the  early  1990s  to  match 
buy  and  sell  orders  directly  between  bro- 
kers outside  the  purview  of  a  public 
exchange  such  as  Nasdaq  and  the  New 
York  Stock  Exchange.  Most  of  the  early 
ones  like  Island  and  Archipelago  were 
bought  up  by  the  big  exchanges,  but  new 
ones  crop  up  all  the  time. 

Cummings  is  shooting  for  a  20%  share 
of  Nasdaq  trading  by  year-end,  and  then 
it's  on  to  an  assault  on  the  New  York  Stock 
Exchange-listed  shares  and  the  futures 
markets  after  that.  Cummings  hopes  to 
turn  Bats  into  an  exchange  of  its  own,  or  to 
buy  one.  Bats  doesn't  disclose  its  revenue 
and  says  it  is  "close"  to  being  profitable. 

Bats  stands  for  "better  alternative  trad- 
ing system,"  a  concept  that  Cummings 
says  the  investing  world  badly  needs. 
Cummings  believes  in  creating  vast  pools 
of  liquidity  in  the  stock  market,  just  as 
the  NYSE  and  Nasdaq  do.  But  Cummings 
wants  to  do  so  at  dramatically  lower 
prices.  Bats  pays  the  same  or  slightly  less 
than  the  big  exchanges  to  brokers  who 
add  trading  volume  to  its  network,  and 
charges  8%  less  than  Nasdaq's  lowest  fees 
for  removing  that  volume.  The 
Nasdaq  has  cut  its  fees  twice 
since  January,  when  Cummings 
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New  energy 

solutions 

require 

new  schools  of 
thought. 

Research  BP  is  joining  with  the  University  of 
California,  Berkeley,  the  University  of  Illinois  at 
Urbana-Champaign  and  the  Lawrence  Berkeley 
National  Laboratory  to  establish  the  Energy 
Biosciences  Institute. 

Investment  BP  will  invest  $500  million  over 
the  next  ten  years  in  the  Institute,  which  will 
explore  the  emerging  secrets  of  bioscience 
and  apply  them  to  finding  new  sources  of 
clean  and  renewable  energy. 
It's  a  start. 
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started  his  deep-discounting  strategy. 

"I'm  glad  to  see  that  the  exchanges  are 
having  a  hard  time  keeping  up.  I'm  glad  to 
see  that  the  profit  margins  of  the  exchanges 
are  dropping.  For  me,  semiprofitable  is 
okay.  We  want  to  continue  to  operate  as  a 
utility  owned  by  our  dealers.  I'm  not  say- 
ing we  want  to  be  nonprofit.  I'm  saying  it 
doesn't  have  to  be  jumbo  profit,"  says 
Cummings. 

Cummings  has  held  a  grudge,  a  ven- 
detta even,  against  Nasdaq  ever  since  2005, 
when  the  bigger  exchange  paid  $1.1  billion 
for  two  ECNs,  Brut  and  Inet,  both  of  which 
carried  trades  emanating  from  Cummings' 
other  business,  a  North  Kansas  City  bro- 
kerage firm  called  Tradebot  Systems.  He 
still  owns  100%  of  Tradebot  but  no  longer 
manages  the  firm.  (He  claims  that  Bats  and 
Tradebot  extend  no  preferential  treatment 
to  each  other.)  The  acquisitions  by  Nasdaq 
erased  two  possible  competitors,  and  soon 
after  that  Nasdaq  eliminated  the  low  fee 
structures  at  the  ECNs  that  had  once  attracted 
broker-dealers. 

Cummings  told  Nasdaq  Chief  Execu- 
tive Robert  Greifeld  that  summer  that  he 
planned  to  form  his  own  ECN,  and,  as 
Cummings  recalls,  Greifeld  brushed  him 
off  by  telling  him  that  it  would  be  harder 
than  he  thought. 

A  year  after  it  started  up,  Bats  is  now  a 
legitimate  alternative  to  Nasdaq,  the  NYSE, 
the  American  Stock  Exchange,  the  regional 
exchanges  and  other  big  ECNs  like  Knight 
Trading's  Direct  Edge.  Eighty  percent  of  its 
volume  changes  hands  directly  across  the 
Bats  network,  and  the  remainder  is  routed 
to  other  exchanges  or  ECNs.  Bats  has 
attracted  more  than  $40  million  in  equity 
backing  from  Getco,  Wedbush,  Lehman 
Brothers,  Morgan  Stanley,  Merrill  Lynch, 
Credit  Suisse  and  Lime  Brokerage.  Cum- 
mings owns  20%. 

Cummings  is  unabashed  in  his  disre- 
spect for  Nasdaq.  He  grew  enraged  when 


Nasdaq  launched  its  ultimately  failed  bid 
for  the  London  Stock  Exchange.  "Being  a 
corporate  raider  is  not  appropriate  for  a 
stock  exchange,"  he  says.  Asked  why  he 
doesn't  fling  barbs  at  the  NYSE,  Cummings 
says  the  NYSE  never  pretended  to  compete 
on  price  as  Nasdaq  did.  He  also  identifies 
with  NYSE  Chief  Executive  John  Thain, 
who,  like  Cummings,  is  a  Midwesterner 
with  an  engineering  background.  Cum- 
mings got  his  computer  engineering 
degree  from  Purdue  in  1990. 

The  knock  against  Cummings  is  that 
he's  no  innovator,  just  a  discounter.  Nor- 
mally an  exchange  or  ECN  pays  broker- 


silly  part  about  making  up  on  volume. 
Cummings  says  he  spent  $5  million  on 
the  effort,  which  ran  through  the  month 
of  January. 

But  it  worked.  Bats'  volume  rose  from 
less  than  3%  of  Nasdaq's  daily  listed  vol- 
ume to  15%  and  has  since  settled  back  to 
around  10%.  Bats  has  gone  back  to  a  fee 
structure  that  earns  it  a  positive  gross 
profit,  but  its  spread  of  two-tenths  of  a 
penny  per  share  is  still  far  narrower  than 
what  Nasdaq,  NYSE  and  other  ECNs  get. 
He  jokes  that  being  in  Kansas  City  gives 
him  lower  costs  and,  in  turn,  lower  prices: 
"It's  our  'halfway  to  India'  strategy." 


dealers  two-tenths  of  a  penny  per  share 
for  putting  shares  onto  its  market  and 
charges  three-tenths  of  a  penny  to  brokers 
who  remove  them  by  making  a  trade.  The 
ECN  makes  its  money  by  pocketing  the 
difference:  one-tenth  of  a  penny  per  share. 

Cummings  rocked  Wall  Street  in  Jan- 
uary when  he  reversed  that  arrangement 
and  started  paying  three-tenths  of  a  penny 
for  liquidity  added  and  charging  only  two- 
tenths  for  its  removal.  He  lost  a  tenth  of  a 
cent  on  every  share  traded — without  that 


Nasdaq  executives  are  miffed,  even  if 
they're  not  copping  to  it.  Christopher 
Concannon,  an  executive  vice  president  of 
Nasdaq,  leveled  a  veiled  criticism  at  Bats 
when  he  told  a  gathering  of  traders  in 
New  York  in  April  that  "it's  not  enough  to 
just  run  a  matching  engine.  You  have  to 
add  products  and  add  value." 

Cummings  has  bigger  plans  for  Bats. 
He  is  applying  for  a  license  to  become  an 
exchange  and  is  considering  acquiring 
one  of  the  five  regional  exchanges,  possi- 


Everyone  talks  about  the 
world' s  ecology  problems. 
Few  talk  solutions. 
We  do. 


V 

M  com 


bly  the  Chicago  exchange,  where  Bats 
already  publishes  most  of  its  trades.  He  is 
looking  at  futures  markets,  too,  where 
consolidation  is  sharply  reducing  the 
number  of  exchanges. 

Becoming  an  exchange  will  require 
Bats  to  seek  permission  from  the  Securi- 
ties &  Exchange  Commission  for  any  fee 
changes,  but  it  offers  two  distinct  advan- 
tages that  more  than  make  up  for  the  has- 
sle. Bats  would  save  millions  each  year  by 
clearing  its  own  trades  rather  than  sending 
them  to  other  market  centers,  including 
the  all-electronic  National  Stock  Exchange 
in  Chicago.  Cummings  would  also  be  able 


dump  100,000  shares  of  Microsoft  quickly 
could,  for  example,  bypass  the  New  York 
Stock  Exchange  and  sell  them  all  at  once 
on  a  different  exchange  if  it  saw  an  open 
order  to  buy  100,000  shares— even  if  the 
offer  price  on  the  NYSE  was  a  nickel  higher. 
In  other  words,  an  investor  could  sacrifice 
a  better  price  for  swift  execution. 

Now  orders  have  to  be  executed  at 
the  best  available  price  that  can  be  auto- 
matically executed  on  any  exchange, 
even  if  it  means  asking  a  computer  to 
chop  up  that  100,000  order  into  lots  of 
little  chunks  and  spreading  them  across 
ten  networks.  Exchanges  have  spent  the 


Bank  of  America  and  Wells  Fargo  have 
begun  offering  free  trades  to  active 
investors.  And  liquidity  is  blossoming  all 
over.  One  forecaster,  the  Boston  consult- 
ing firm  Tabb  Group,  predicts  that  the 
NYSE  will  see  its  share  of  the  trading  vol- 
ume in  NYSE-listed  stocks  fall  from  40% 
this  year  to  32%  by  2010.  Nasdaq  could 
go  from  a  40%  share  this  year  to  34%  in 
three  years. 

Who  is  picking  up  the  difference? 
Electronic  networks  like  Bats,  expected 
to  go  from  10%  as  a  group  this  year  to 
19%  in  2010,  Then  there  are  the  so-called 
dark  pools,  which  are  trading  venues  that 


to  sell  Bats'  market  data,  an  extremely 
lucrative  business.  The  NYSE  grossed 
$222  million  last  year  from  selling  its 
market  data  to  trading  customers.  But 
Cummings  the  maverick  says  he  just 
might  forgo  that  revenue  and  give  away 
market  data  for  nothing. 

Cummings  is  ensured  of  some  success 
thanks  to  a  new  set  of  SEC  rules  called  Reg- 
ulation National  Market  System,  which 
took  effect  Mar.  5.  Before  the  new  rules  a 
mutual  fund  or  hedge  fund  that  wanted  to 


last  year  designing  order-routing  algo- 
rithms and  buying  faster  networking  gear 
and  more  bandwidth  to  control  the  chaos 
brought  on  by  the  changes.  Many  of  the 
big  trading  institutions  like  Fidelity  and 
Charles  Schwab  opposed  the  new  rules 
because  they  wanted  to  preserve  their 
right  to  sacrifice  price  for  certainty  of 
execution.  They  lost. 

Now,  thanks  to  folks  like  Dave  Cum- 
mings, trading  costs  are  falling  for  institu- 
tional and  retail  investors.  Big  banks  like 


don't  quote  bids  and  asks  and  are  favored 
by  hedge  funds  and  other  institutional 
traders  that  want  to  keep  their  trades 
quiet.  Dark  pools  are  expected  to  grow 
from  9%  of  the  market  now  to  15%  by 
2010,  according  to  Tabb  Group. 

"Bats  was  created  to  restore  competi- 
tion in  the  marketplace.  We're  not  looking 
to  be  a  monopoly,"  says  Cummings. 
Achieving  victory  on  the  competition 
front,  however,  is  not  quite  the  same  as 
making  a  profit.  F 


Visit  the  new  Forbes.com 
Eco-Solutions  Section 
www.forbes.com/ solutions 


Sponsored  By: 


bp 

o 

***** 


Forbes 


I 


What  Would 
Meg  Do? 

Ebay's  Meg  Whitman  built  a  retail  leviathan  without  sacrificing  her 
customers,  shareholders  or  ethics.  She  still  has  more  to  prove. 


BY  ERIKA  BROWN 


PEOPLE  AT  EBAY  LOVE  TO  TELL  THIS  STORY  ABOUT  MARGARET  (MEG) 
Whitman,  the  chief  executive.  She  was  on  a  flight  to  India  with  three  other 
Ebay  employees  when  one  of  them  developed  a  dangerous  gastrointestinal 
problem  somewhere  over  Tehran.  Whitman  pulled  out  an  atlas  and  decided 
Istanbul  was  the  nearest,  safest  city  in  which  they  could  land.  She  called  an 
air  emergency  service  and  arranged  for  an  ambulance  to  be  waiting  on  the  tarmac 
when  the  plane  landed.  Whitman  rode  in  the  ambulance  with  the  ill  executive  and 
stayed  with  him  for  hours  in  the  hospital,  talking  to  his  wife  on  the  phone.  Once  the 
executive  was  stabilized  Whitman  took  him  to  a  hospital  in  London  in  the  corporate 
jet.  She  and  the  other  Ebay  employees  flew  commercial  to  India,  leaving  the  jet  for  the 
patient  to  fly  home  to  California.  "She  will  exert  herself  personally,  far  and  above  the 
call  of  duty,"  says  Raj  iv  Dutta,  head  of  Ebay's  PayPal  business.  "She  makes  you  want  to 
do  the  right  thing." 

Whitman  is  indeed  a  welcome  respite  in  an  age  littered  with  corporate  shenanigans. 
,;-Nice  is  the  word  usually  applied  to  Whitman  personally,  and  nice  she  has  been  to  share- 
holders. She  became  chief  executive  of  the  online  auctioneer  in  March  1998.  Six  months 
later  she  took  the  company  public  at  an  initial  market  value  of  $700  million.  Now  Ebay  is 
\vorthS46  billion,  and  shareholders  have  enjoyed  a -compound  annual  return  of  40%.  Yet 
Whitman  has  taken  home  a  quite  reasonable  pajfcheck — averaging  SI. 7  million  a  year  in 
Ot  course  she  is  sitting  on  a  nice  pot  of  Ebay  stock,  most  of  which  she 
her  hire— her  1.9%  stake  is  worth  some  S885  million.  That,  plus  cash 
makes  her  one  of  only  ten  self-made  female  billionaires  on  the  planet, 
ithout  indulging  in  accounting  tricks  or  backdated  options,  as  have 
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so  many  Silicon  Valley  executives.  "I  love 
who  we  are  as  a  company  and  what  we 
stand  for,"  says  Whitman.  "It's  fun  to  have 
built  such  a  successful  company  and 
done  it  with  a  nice  character,  in  a  way 
most  people  would  be  proud  of 

Whitman's  performance  earns  her  a  top 
spot  on  our  annual  list  of  Best  Bosses,  those 
who  delivered  superior  returns  to  share- 
holders while  not  gorg- 
ing on  outrageous  pay 
packages.  She  has  built 
Ebay  so  that  today, 
with  $6.3  billion  in  rev- 


growth  hints  at  saturation. 

Buyers  and  sellers  today  have  options 
that  were  not  available  when  Whitman 
joined  Ebay.  Yahoo  now  has  a  more  com- 
prehensive retail  offering,  which  includes 
a  place  to  sell  cars  online,  as  well  as  shop- 
ping, real  estate  and  classifieds.  Amazon, 
no  more  than  a  discount  bookseller  in 
the  late  1990s,  now  sells  everything  from 


Ebuy ... 

Ebay  went  on  a  buying  binge  to  try  to  become  a  full-service  Internet  company, 
as  shown  in  top  table.  Companies  listed  at  bottom  are  possible  new  targets. 


full-service  Internet 
retailer — far  more  than 
just  an  auction  site  sell- 
ing Hummel  figurines 
and  teeny  teapots. 
Ebay  runs  a  site  for 
apartment  hunters,  a 
comparison  -  shopping 
bot,  a  place  to  sell  cars, 
a  handful  of  regional 
classified  businesses 
and  StubHub,  a  com- 
petitor of  Ticketmaster 
(see  table,  right).  Ebay 
also  helps  143  million 
people  pay  for  all  those 
purchases.  Last  quarter 
Ebay's  PayPal  unit  processed  $11.4  billion 
of  payments  between  individuals  and/or 
businesses.  Nearly  200  million  people  use 
Ebay's  Skype  Internet  phone  service. 

Says  Whitman,  "I'm  a  better  leader, 
a  better  manager,  a  better  executive  than 
when  I  arrived  as  a  youngster.  I  have 
learned  how  to  manage  a  company  that 
reinvents  itself  every  couple  of  years." 

The  next  reinvention  may  be  the 
most  critical  she  will  face.  From  2000 
to  2004  Ebay's  revenue  rose  an  average 
77%  a  year.  But  revenue  in  the  first 
quarter  of  2007  was  up  just  27%.  Her 
quandary:  The  coi  y's  core  busi- 
ness, its  Ebay  markt  p]  ,  is  lagging. 
New  listings  in  the  IL  is  past  quar- 
ter were  down  2%.  Son.  can  be 
attributed  to  Whitman's 
to  improve  the  quality  and  ;  bility 
of  those  listings,  but  the  s!  , 


COMPANY 

DESCRIPTION 

DATE 
ACQUIRED 

PRICE 
PAID 

Half.com 

sells  goods  at  half-price 

June  2000 

$350  mil 

Rent.com 

apartment  listings 

February  2005 

415  mil 

Shopping.com 

comparison  shopping 

August  2005 

634  mil 

Skype 

Web  phone  company 

October  2005 

2.6  bil 

StubHub 

ticket  seller 

February  2007 

307  mil 

...  Gets  Bigger? 

COMPANY  DESCRIPTION 

Source:  Company  filings. 

CURRENT 
MARKET 
VALUE 

Yahoo 

Web  portal,  search,  classifieds,  advertising,  shopping 

$39  bil 

Amazon 

Internet  retailer 

26  bil 

Expedia 

online  travel  site 

7  bil 

Monster  Worldwide 

job  listings  site 

6  bil 

Autobytel 

online  exchange  for  car  buyers  and  sellers 

141  mil 

iPods  to  Prada  pumps.  Google  lets  peo- 
ple and  businesses  buy  ads  or  sell  wares 
such  as  motorcycle  helmets  and  Hello 
Kitty  boots  for  free,  and  its  Checkout 
service  is  chasing  down  PayPal. 

Ebay  has  $3.5  billion  in  cash,  feeding 
rumors  of  acquisitions  or  mergers  to 
reinvigorate  growth.  Travel  sites  such  as 
Expedia  or  Priceline  could  be  targets,  as 
might  Monster  Worldwide  or  Autobytel 
(see  table,  above).  A  megamerger  is  also  a 
possibility.  Over  the  years  a  bevy  of  cor- 
porate beaux  including  AOL,  Yahoo  and 
Microsoft  have  reportedly  come  court- 
ing, but  Whitman  has  sent  them  all  away. 
An  Ebay  spokesperson  said  the  company 
"will  continue  to  be  opportunistic  with 
acquisitions." 

Whitman,  50,  was  born  in  Oyster 
Bay,  N.Y.  and  raised  in  Cold  Spring  Har- 
bor, both  quaint  towns  on  the  North 


Shore  of  Long  Island.  The  youngest  of 
three  siblings,  she  earned  a  bachelor's  in 
economics  from  Princeton  and  a  master's 
in  business  from  Harvard.  In  1980  she 
married  a  brain  surgeon;  they  have  two 
boys,  ages  22  and  18. 

She  did  a  quick  stint  at  Procter  & 
Gamble  before  current  Republican  presi- 
dential contender  Mitt  Romney  hired  her 
as  a  consultant  at  Bain 
&  Co.  After  eight 
years  of  telling  exec- 
utives how  to  manage 
their  brands,  Whit- 
man moved  on  to 
management  roles  at 
Disney,  Stride  Rite, 
FTD  and  Hasbro  be- 
fore joining  Ebay  in 
1998,  then  with  40 
employees.  The  com- 
pany delivered  $47 
million  in  revenue 
that  year.  David 
Beirne,  an  executive 
recruiter  and  partner 
at  Benchmark  Capital, 
an  early  backer  of 
Ebay,  called  Whit- 
man to  lure  her  to 
California.  At  first 
she  said  no,  but  when 
she  met  founder  Pierre  Omidyar  and  then 
president  Jeffrey  Skoll  she  saw  something 
special.  "The  connection  between  the 
company  and  its  users  was  something  I 
had  rarely  seen,"  she  says. 

During  the  first  five  years  of  her 
tenure  she  focused  on  expanding  the 
auction  business,  then  acquiring  and 
building  PayPal  (bought  in  2002  for  $1.5 
billion).  Shareholders  were  thrilled  with 
the  company's  trajectory.  Ebay  shares 
continued  to  soar  in  2004  as  Whitman 
made  a  big  push  into  new  global  mar- 
kets. She  brought  Ebay  to  Malaysia  and 
the  Philippines,  and  purchased  online 
marketplaces  in  India,  the  Netherlands, 
South  Korea  and  Germany.  That  same 
year  she  also  picked  up  a  25%  stake  in 
classifieds  site  Craigslist. 

At  the  close  of  2004  Ebay's  stock 
reached  a  split-adjusted  alltime  high  of 
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^  this  house  makes  doctor  calls. 


Take  a  recognized  trend  -  the  aging  of  the  world's  population  -  apply  lateral  thinking,  and 
what  do  you  get?  The  "smart  home."  IBM  is  working  with  medical  device  makers  on  a 
prototype  house  that  can  take  your  pulse,  read  your  Plood  pressure  and  test  your  blood 
sugar.  It  can  even  call  your  doctor  with  updates,  before  a  change  in  condition  becomes 
an  emergency.  That  means  more  autonomy  for  aging  boomers  -  and  new  cross-industry 
business  models.  Want  innovation  for  the  future?  Talk  to  the  innovator's  innovator.  Call  on 
IBM.  To  get  "The  Future  of  the  Home"  and  other  "Future"  podcasts,  visit  ibm.com/special/house 


what  makes  you  special? 


$58  a  share.  But  in  January  2005  Ebay 
announced  the  first  quarter  in  which  its 
revenue  rose  less  than  50%  over  the  year 
prior.  Investors  took  it  as  a  bad  sign  and 
pummeled  the  shares. 

In  a  desperate  effort  to  bring  in  new 
business  opportunities,  nine  months  later 
Whitman  paid  $2.6  billion  for  Skype,  a 
Luxembourg  Internet  phone  company. 
Wall  Street  thought  she  overpaid  for  an 
asset  with  no  obvious  revenue  plan. 
Some  board  members  initially  raised 
concerns,  too,  that  the  deal  was  both 
expensive  and  potentially  distracting. 
The  board  eventually  acquiesced  but, 
says  director  Robert  Kagle,  a  partner  at 
Benchmark  Capital,  "Meg  definitely  led 
the  Skype  acquisition,  there's  no  doubt 
about  that.  There  were  lots  of  important 
and  challenging  issues." 

Skype  remains  a  work  in  progress, 


delivering  only  $240  million  in  revenue 
in  the  past  12  months— a  measly  $1.20 
per  user.  Though  analysts  have  written 
down  the  asstt,  Whitman  insists  Skype 
will  prove  to  be  a  good  deal.  "PayPal  is 
a  fabulous  company,  but  it  took  a  num- 
ber of  years,"  she  points  out.  (PayPal 
contributed  $1.5  billion  in  revenue  in 
the  past  12  months.)  Whitman  hopes 
Skype  calls  will  be  used  to  conduct  busi- 
ness, such  as  someone  in  Beijing  teach- 
ing an  American  to  speak  Mandarin. 
"When  the  cost  of  telecom  goes  to  noth- 
ing a  lot  of  interesting  things  happen 
and  new  businesses  can  be  built,"  says 
Whitman. 

Last  year  Whitman  gave  William 
Cobb,  president  of  Ebay  North  America, 
an  edict  to  fix  the  auction  marketplace.  It 
turns  out  many  buyers  were  turned  off 
by  bad  listings.  They  would  think  they 


scored  a  digital  camera  for  $1,  for  exam- 
ple, only  to  learn  they  owed  $300  in  ship- 
ping fees.  Ebay  now  exposes  the  full  cost 
in  search  results.  To  reduce  fraud,  Ebay 
now  requires  more  information  from 
sellers  posting  items  favored  by  counter- 
feiters, and  hides  the  identity  of  bidders 
so  they  do  not  get  targeted  by  fake  "sec- 
ond chance"  offers. 

Whitman  is  also  building  Ebay's 
global  classifieds  businesses.  This  should 
help  bring  in  new  customers  who  do  not 
like  the  auction  format,  as  well  as  help 
Ebay  make  money  from  people  buying 
and  selling  services,  such  as  hiring  a 
lawyer,  a  plumber  or  a  nanny,  which  can- 
not be  closed  over  the  Web  because  they 
require  face-to-face  meetings. 

In  Asia  Ebay  has  been  crushed  by 
Taobao,  a  Chinese  online  marketplace 
owned  by  Alibaba.  Yahoo  owns  40%  of 


Best-Performing  Bosses 


ANNUALIZED  TOTAL  RETURN 

6-YEAR 

TENURE 

AVERAGE 

AS  CHIEF 

DURING 

COMPENSATION 

STOCK 

CHIEF  EXECUTIVE  OFFICER  |  COMPANY 

(YEARS) 

TENURE  6-YEAR 

(SMIL) 

OWNED 

John  Bucksbaum  |  General  Growth  Prop  8  29%  39%  $0.7 

29-year  vet  of  family-founded  firm  oversaw  total  return  of  45%  over  the  past  year.  Salary:  $225,  000. 


Blake  W  Nordstrom  |  Nordstrom  7  35  39  2.6  0.8 

Another  family  firm  heir,  Nordstrom  had  record  income  of  $678  million;  same-store  sales  up  15%  in  March. 


Mark  C  Pigott  |  Paccar  10  26  37  5.5  0 

The  head  of  world's  second-largest  big-rig  truck  maker,  steered  it  to  profits  of  $1.5  billion  in  2006,  up  32%. 


Jeff  rey  S  Lorberbaum  |  Mohawk  Industries      6  20  19  2.7  17.8 

Stock's  up  a  healthy  14%  at  the  U.S.'  second-biggest  carpetmaker  this  year.  Sales  of  $7.9  billion  up  19%. 


Margaret  C  Whitman  |  Ebay  9  401  22  1.7 

Stock  up  13%  year-to-date;  2006  had  record  profits  of  $1.1  billion.  Recent  marketing  deal  with  Yahoo. 


Daniel  R  OiMicco  |  Nucor  7  37  37  3.6  0.1 

Steelmaker  head  oversaw  revenues  of  $14.8  billion  in  fiscal  2006,  up  16%,  and  profits  up  34%  to  $1.8  billion. 


Michael  B  McCallister  |  Humana  7  32  38  7.3  0.3 

Fifth-largest  health  insurers,  profits  rose 64%.  Recently  guaranteed  refunds  for  firms  in  its  network  that  lower  costs. 


Charles  W  Ergen  |  EchoStar  Communications      27  301  9  2.0  44.7 

Stock  rose  55%  in  past  year  for  this  satellite  subscription  service.  Google  plans  to  sell  ads  on  its  networks. 


n.com  13  361  19  0.6  24.4 

Go  Indie,  "  to  make  independent  music  more  available.  Stock's  up  17%  in  past  year. 


Matthew  :  \  Burlington  Santa  Fe  6  24  23  6.9  0.1 

Railroad  heao         irm  to  record  profits  of  $1.9  billion,  up  23%.  Warren  Buffett  became  largest  shareholder. 

Returns  as  of  Apr.  12.  'Return  for  period  less  than  tenure.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


u 

Daniel 

37% 


Daniel  R.  DiMicco 

Nucor 


6-year  annualized  total  return 


Charles  W.  Ergen 

EchoStar 
Communications 


9% 


6-year  annualized  total  return 


Jeffrey  P.  Bezos 

Amazon.com 

6-year  annualized  total  return 


98      FORBES       MAY  I  i  .007 


Polycom  Telepresence: 

EXPERIENCE    THE     REAL  THING 


Telepresence  is  a  key 
solution  for  communication. 
Polycom  RealPresence™ 
Experience  delivers  an 
unprecedented  immersive 
Telepresence  environment. 


We  deliver  HD  solutions 
from  Telepresence  to 
meeting  rooms  to 
desktops  -  and  they  all 
work  together. 


Take  your  organization  to  the 
next  level  of  communication 
and  realize  the  positive 
benefit  to  your  top  and 
bottom  line. 


Let  Polycom  show  your  organization  how  to  improve  your  productivity  and  competitive  edge. 

Contact  us  to  schedule  a  briefing  at  www.polycom.com/rpx/forbes 


^POLYCOM 


EXECUTIVE  PA1 


Alibaba— and  that's  just  one  reason  some 
on  Wall  Street  have  again  been  talking  up 
an  Ebay-  Yahoo  deal. 

Bear  Stearns  analyst  Robert  Peck 
ticks  off  potential  synergies:  "Yahoo  has 
advertising,  Ebay  has  a  marketplace. 
Ebay  has  Skype,  which  Yahoo  could  use 
for  its  click-to-call  and  [instant  messag- 
ing] services.  Ebay  also  has  a  checkout 
platform  [PayPal]  that  could  be  used 
with  advertising." 

It's  a  measure  of  Ebay's  growth— and 


Yahoo's  shakiness — that  Ebay  is  now 
seen  as  the  potential  acquirer,  reversing 
the  scenario  of  past  rumors.  Yahoos  cap- 
italization, $38  billion,  is  20%  below 
Ebay's. 

Another  possibility  for  Ebay:  a  future 
without  Meg  Whitman.  In  2005  Whit- 
man was  rumored  to  have  been  consid- 
ered for  the  top  job  at  Disney  but  turned 
it  down.  "Meg  is  on  everyone's  target  list," 
says  Kenneth  Virnig,  a  recruiter  in  Sili- 
con Valley.  She  may  also  be  tempted 


toward  politics.  Whitman  is  cochairman 
of  Romney's  finance  efforts,  a  path  that 
could  lead  to  a  cabinet  spot.  "People  are 
convinced  that  I  must  have  something 
going  for  me  if  I  have  Meg  Whitman 
with  me,"  says  Romney. 

Kagle's  take:  "Meg  is  very  committed 
to  leaving  a  legacy  at  Ebay  that  clearly 
demonstrates  it  has  been  one  of  the 
biggest  business  successes  over  the  last 
decade."  The  legacy-building  period  is 
not  over  yet.  F 


Great  While  Nobody's  Watching 

Omnicare's  chain  of  nursing  home  pharmacies  was  a  dynamo  until  people  started 
asking  questions.  Boss  Joel  Gemunder's  still  getting  paid  like  it's  the  good  old  days. 


BY  DAVID  W 


JOEL  GEMUNDER'S  OMNICARE  IS  A  NETWORK 
of  pharmacies,  selling  drugs  to  1.4  million 
of  the  country's  3.3  million  nursing  home 
patients.  But  the  industry  lost  its  potency  after 
Congress  passed  the  Medicare  Part  D  drug 
plan.  Omnicare's  bill  payers  became  savvy  private 
health  insurers  instead  of  state  Medicaid  programs. 
Omnicare's  profits  fell  last  year  from  $225  million  to 
$185  million  despite  a  sales  rise  from  $5.3  billion  to  $6.5  billion. 
Omnicare's  stock  has  delivered  an  annual  return  of  1 1%  since  2001 , 
putting  it  behind  health  care  stocks  (17%). 

Yet  the  board  of  the  Covington,  Ky.  company  has  shown 


Overpaid  Bosses 


CHIEF  EXECUTIVE  OFFICER  I  COMPANY 


TENURE 
AS  CHIEF 
(YEARS) 


Richard  A  Manoogian  |  Masco         39  6.4%'       4.5%       $10.9  1.2% 

Paid  $12.6  million  in  2006,  including  $1.3  million  annual  bonus.  Stock  is  down  17%  in  past  year. 


H  Lee  Scott  Jr  |  Wal-Mart  Stores  7  -3.4  0.1  9.1 

He  was  paid  $9  million  in  2006;  the  retailer's  stock  has  been  even  money  since  2001. 


Kevin  W  Sharer  |  Amgen  7  -1.0  1.0  13.8  0.02 

Stock  of  drug  firm  slumped  1 8%  in  the  past  year.  Sharer  earned  $7  million,  including  $250,000  for  company  jet. 


Sidney  Taurel  |  Eli  Lilly  &  Co  9  0.3         -3.1  6.9  0.1 

Received  $4  million  in  salary  and  bonus,  a  15%  raise.  Stock's  4%  off  its  52-week  high  despite  recent  surge. 

HIS 


Joseph  M  Tucci 

Chief  starts  in  Jan 


6  -22.7        -12.3  4.0  0.1 

iflth  the  stock  at  $68.  It  hasn't  stopped  falling  since,  now  hovering  at  $15. 


Returns  as  of  Apr.  12.  'Return  for  period  less  than  tenure.  2Less  than  0.1  %.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


only  kindness  to  Gemunder,  67.  His  compensation 
totaled  $58  million  over  the  last  six  years,  $18.5  mil- 
lion in  2005,  placing  him  near  the  bottom  of  our 
performance-versus-pay  scorecard.  (The  2006 
proxy  wasn't  released  yet.) 

It's  not  Gemunder's  fault  that  government  policy 
changed.  But  you  can  understand  why  the  old  pay- 
ment system  was  so  profitable.  Whisdeblowers  and 
state  prosecutors  have  alleged  that  Omnicare  had  a  pattern  of  over- 
charging, hi  one  case  its  pharmacists  moved  patients  from  a  generic 
ulcer  medication  that  came  in  tablets  to  the  same  medicine  in 
capsule  form,  after  reimbursements  fell  for  the  former  but  not  the 

latter.  The  company  has 
paid  $100  million  in 
state  settlements,  with- 
out admitting  wrong- 
doing; an  executive  has 
been  charged  with 
Medicaid  fraud. 

An  Omnicare 
spokesman  acknowl- 
edges mistakes,  but 
says  that  the  Medicare 
change  exacerbated 
problems.  The  board 
has  adopted  an  "Omni- 
care Full  Potential  Plan" 
to  prevent  a  repeat. 
Nothing  said  about  the 
potential  for  Gemun- 
der's pay.  F 
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^^■■i  ^Ktmmmammr  When   Chrysler   srt  engineers   pushed  the 

r  jt/y  power  envelope  with  the  AWARD-WINNING  3DQC 

^fck  SEDAN,  THE  RESULTING  HIGH-OUTPUT  3  □  □  C   S  RTB 

PRODUCED   AN    ASTONISHING    425  HORSEPOWER 

with  its  6. 1-Liter  SRT  H  E  M  I®  VB  engine.  The 
powerful  brembo®  brake  system  combined  with 
a  performance-tuned  suspension  helps  ensure 
excellent  handling  dynamics.  the  3qoc  s  rtb 
takes  high  performance  to  the  next  plateau 
with  a  luxurious  cabin  featuring  exclusive 
srt  leather-trimmed  performance  front  bucket 
seats  and  an  available  42  2-watt  kicker® 
Surround  Sound  System.  For  more  pure  power 
with  total  refinement,  go  to  drivesrt.com 


HP  —  425 


TORQUE  42D  LB-FT 


DriveSRT.com 


w 

chr 


Chrysler,  HEMI  and  SRTB  are  registered  trademarks  or  DaimlerChrysler  Corporation. 

KICKER   IS  A  REGISTERED  TRADEMARK  OF  STILLWATER   DESIGNS  AND  AUDIO,  INC. 


Top  Guns 

Think  chief  executives  get  fat  paychecks? 
People  who  manage  piles  of  money  do  much  better. 


BY  MICHAEL  K.  OZANIAN  AND  PETER  J.  SCHWART2 


T.  Boone  Pickens 

BP  Capital 


■  F  YOU  FRET  ABOUT  THE  OUTSIZE  PAY- 

I  checks  of  Americas  chief  executives,  take  a 

I  look  at  the  kingpins  who  run  private  equity 

I  and  hedge  funds.  Reaping  the  rewards  of 

I  percentage  fees,  the  20  top  Wall  Street  fund 
managers  earned  an  average  of  $658  million  in  2006 
versus  $145  million  for  the  20  highest-paid  chief 
executives.  It's  almost  enough  to  think  the  chiefs  ought 
to  ask  for  a  raise. 

James  Simons,  who  owns  an  estimated  40%  of  Renaissance 
Technologies,  sits  atop  our  list  with  earnings  of  $1.5  billion.  That's 
$850  million  more  than  the  top-earning  chief  executive,  Apple's  Steve 
Jobs.  The  69-year-old  Simons,  a  mathematical  physicist  by  training  who 
served  as  a  code  breaker  during  the  Vietnam  War,  founded  Long  Island's 
Renaissance  in  1982  and  runs  two  hedge  funds,  Medallion  and  Renais- 
sance Institutional,  which  invest  primarily  in  common  stocks. 

Simons  pulled  in  $1.1  billion  from  Medallion,  which  returned  44% 


Paul  Tudor  Jones 

Tudor  Investment 


I 


and 
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Some  think 
relaxing  moments. 

We  think 

hard-working 

money. 


Investment  Banking  '  Private  Banking  •  Asset  Management 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience 
and  expertise  globally,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


CreditSuisse 


Edward  Lampert 

ESL  Investments 


Henry  Kravis 

Kohlberg  Kravis  Roberts  &  Co. 


after  fees  in  2006  (versus  14%  for  the  S&P 
500)  on  average  assets  of  $6.4  billion. 
Simons'  track  record  is  such  that  he's  able  to 
charge  more  than  double  the  typical  fees 
paid  to  hedge  fund  managers,  20%  of  prof- 
its and  2%  of  assets  under  management. 
Simons'  investors  pay  44%  of  profits  and  5% 
of  assets.  Included  in  that  $1.1  billion  was 
$560  million  from  returns  on  his  personal 
equity  in  the  Medallion  fund. 

His  Renaissance  Institutional  fund 
returned  21%  on  average  assets  of  $9.1  bil- 
lion last  year.  From  this  fund  Simons 
earned  $395  million,  almost  all  of  which 
came  from  his  share  of  the  fund's  profits 
and  fees.  (All  earnings  here  are  pretax.) 

T.  Boone  Pickens  earned  $1.1  billion  in 
2006  from  his  46%  interest  in  Dallas'  BP  Cap- 
ital, which  runs  two  hedge  funds,  Capital 
Commodity  and  Capital  Equity,  both  of 
which  invest  primarily  in  oil  and  natural  gas. 
Pickens,  78,  founded  what  would  become 
Mesa  Petroleum  in  1956,  turning  Mesa  into 
a  significant  oil  producer;  later  he  accumu- 
lated vast  wealth  as  a  greenmailer.  By  bet- 
ting correctly  that  natural  gas  prices  would 
fall  in  2006,  the  $2  billion  (assets)  Capital 
Commodity  Fund  returned  54%  after  fees, 
while  the  $1.6  billion  Capital  Equity  Fund 
returned  -2%.  Pickens  earned  $990  million 


Wall  Street's  Hiahest  Earners 

EARNINGS1 

RANK 

NAME  I  FIRM  (BUSINESS) 

(SMIL) 

James  Simons  |  Renaissance  Technologies  (HF) 

$1,500 

2 

Steven  Cohen  |  SAC  Capital  (HF) 

1,200 

1 

Kenneth  Griffin  |  Citadel  Investment  Group  (HF) 

1,200 

4 

T  Boone  Pickens  |  BP  Capital  (HF) 

1,100 

'  5 

George  Soros  |  Soros  Fund  Management  (HF) 

950 

6 

Stephen  Schwarzman  |  Blackstone  Group  (PE) 

940 

7 

Edward  Lampert  j  ESL  Investments  (HF) 

940 

8 

John  Arnold  |  Centaurus  Energy  (HF) 

760 

9 

Bruce  Kovner  |  Caxton  Associates  (HF) 

590 

10 

Henry  Kravis  |  Kohlberg  Kravis  Roberts  &  Co.  (PE) 

450 

11 

George  Roberts  |  Kohlberg  Kravis  Roberts  &  Co.  (PE) 

450 

12 

David  Shaw  |  DE  Shaw  &  Co.  (HF) 

430 

13 

Paul  Tudor  Jones  II  |  Tudor  Investment  (HF) 

430 

14 

Carl  Icahn  |  Icahn  Partners  (HF) 

350 

15 

Stephen  Feinberg  |  Cerberus  Capital  (HF,  PE) 

330 

16 

Wesley  Edens  |  Fortress  Investment  Group  (HF,  PE) 

330 

17 

Michael  Novogratz  |  Fortress  Investment  Group  (HF,  PE)  320 

18 

Peter  Briger  Jr  |  Fortress  Investment  Group  (HF,  PE) 

320 

19 

Daniel  Och  |  Och-Ziff  Capital  Management  (HF) 

300 

20 

David  Rubenstein  |  Carlyle  Group  (PE) 

260 

HF:  hedge  funds.  PE:  private  equity  funds.  '2006  calendar  year,  before  taxes. 
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With  complex  business  communications, 

reliability  is  not  optional 


The  more  critical  the  technology  to  your  business,  the  more  reliable  it 
must  be.  Your  operations  are  more  complicated  than  ever.  Many  users,  devices  and 
locations.  Many  technologies,  needs  and  applications.  Alcatel-Lucent 
delivers  communication  solutions  where  downtime  is  not  an  option. 
More  on  business-critical  communications  at  Alcatel-Lucent.com 
Because  the  world  is  always  on. 


Alcatel-Lucent 


from  his  equity  in  the  two  funds  and 
$120  million  from  his  share  of  the  20% 
fees  applied  to  fund  profits. 

The  top-ranked  private  equity 
investor  on  our  list  is  Stephen  Schwarz- 
man,  chairman  and  cofounder  of  Black- 
stone  Group.  Schwarzman,  60,  owns 
39%  of  Blackstone,  which  operates  lever- 
aged buyout  and  real  estate  funds,  and 
"funds  of  funds,"  which  are  pools  of 
hedge  funds.  Last  year  Blackstone 
earned  $2.3  billion  on  an  average  of 
$62  billion  in  assets.  Schwarzman's  take: 
$940  million,  including  returns  on  his 
own  equity  investment.  This  year 
Schwarzman  could  pocket  $1  billion  in 
capital  gains  if  Blackstone  raises  $4  bil- 
lion by  taking  part  of  the  company 
public  as  planned. 

Our  definition  of  Wall  Streeter 
includes  hedge  and  equity  fund  princi- 
pals and  traders,  investment  bankers 
and  activist  investors.  Our  paycheck 
figures  exclude  earnings  from  selling 
part  of  their  business  but  include  divi- 
dends. For  example,  the  earnings  for  the 
three  principals  of  Fortress  Investment 
Group  on  our  list  exclude  their  share  of 
the  $888  million  paid  by  Japanese 
investors  for  15%  of  Fortress  in  Decem- 
ber. But  we  included  the  reported  $250 
million  dividend  the  top  five  partners 
received  last  year  in  advance  of  this 
year's  new  issue.  For  activists  like  Carl 
Icahn  we  included  results  from  his 
funds  but  omitted  personal  investments 
outside  of  them  so  that  his  earnings 
would  be  comparable. 

Life  has  been  good  for  those  who 
run  hedge  and  private  equity  funds. 
Borrowed  money  is  cheap— meaning 
that  buyouts  are  easy  to  pull  off — and 
the  stock  market  has  been  on  a  tear.  In 
2006  hedge  funds  increased  their  assets 
by  24%  to  $1.9  trillion,  while  private 
equity  funds  raised  a  record  $215  bil- 
lion for  $1.7  trillion  in  assets. 

Ever  since  the  days  of  Cornelius  Van- 
derbilt  Wall  Street  has  been  a  good  place 
to  build  net  worth.  There  are  16  billion- 
aires on  our  list  of  top  Wall  Street  earn- 
ers but  just  4  among  the  20  best-paid 
chief  executives.  F 


2006 
$1.5  bil 


James  Simons 

President, 
Renaissance 
Technologies 


Pantheon  of  Pay 

A  titan  of  industry  in  the  Roaring  Twenties.  Television's 
richest  diva.  Hollywood's  premier  power  player. 
Transform  their  old  paychecks  into  2006  dollars 
and  these  lords  of  loot  still  can't  hold  a  candle 
to  what  Wall  Street's  best-compensated 
money  mogul — James  Simons — 
earned  last  year. 


BY  JACK  GAGE 


2006 
$302  mil 
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2001 
$706  mil 

2006 
$804  mil 


Larry  Ellison 

ief  Executive,  Or; 


/ 


Howard  Stern 

Radio  personality 


Walter  Chrysler 

Chairman,  Maxwell  Motors 


2006 

I  $10  mil 


4UU3 

$32  mil 


2006 

A^S33  mil 


2006 

$225  mi! 


Pay  Dirt 

Who  gets  paid  more,  chief  executives 
at  public  or  private  companies? 

BY  ELIZABETH  MACDONALD 


Public  Company 


SALARY  &  BONUS 

$1.9mil 


TOTAL  1-YEAR 
COMPENSATION 

$4.6mil 


ft 


Aylwin  B  Lewis 

Sears  Holdings 


W 


IHEN  PAY  PACKAGES 
are  handed  out  to 
chief  executives  of 
public  companies, 
it's  usually  anything 
but  an  arms-length  negotiation.  The 
chief  exec  is  often  cozy  with  the  board 
members,  often  chief  executives  of 
other  companies,  who  are  setting  their 
pay,  and  he  or  she  in  turn  may  be  on 
the  boards  of  other  big  companies.  A 
certain  amount  of  back-scratching  is 
inevitable.  The  board  justifies  its  deci- 
sions with  help  from  pay-consulting 
firms  that  might  have  other  con- 
tracts with  the  company  and  want  to 
curry  favor. 

So  what  happens  with  compen- 
sation at  privately  held  companies, 
where  those  dynamics  are  presum- 
ably missing?  Do  these  execs  get 
paid  less? 

With  Sageworks,  a  stock  research 
firm  in  Research  Triangle  Park,  N.C., 
FORBES  took  a  look  at  pay  packages 
at  ten  private  companies  and  their 
counterparts  in  the  public  sector  by 
revenue  and  industry.  This  sample  is 
thin,  but  the  differences  are  reveal- 
ing. The  public  companies  paid  on 
average  more  than  twice  as  much  to 


Off 


PRIVATE  COMPANY 
PUBLIC  COMPANY 


CHIEF  EXECUTIVE 
OFFICER 


SALARY 
& 

BONUS 
(STHOU) 


TOTAL 
1-YEAR 
COMPENSATION 
(STHOU) 


Levi  Strauss  &  Co 
VF 

R  John  Anderson1 
Mackey  J  McDonald 

$1,494 
2,668 

$8,107 
16,080 

Peter  Kiewit  Sons' 
Jacobs  Engineering 

Bruce  E  Grewcock 
Craig  L  Martin 

3,850 
1,825 

3,882 
3,981 

CH2M  Hill  Companies 
URS 

Ralph  R  Peterson 
Martin  M.  Koffel 

3,566 
5,091 

VWR  International 
Thermo  Fisher 

John  M  Ballbach3 
Marijn  E  Dekkers 

2,848 
3,171 

3,396 
20,238 

JohnsonDiversey  Holdings 
Ecolab 

Edward  Lonergan1 
Douglas  M  Baker  Jr 

2,6332 
2,560 

2,722 
4,753 

Belk 
Dillard's 

Thomas  M  Belk  Jr 
William  Dillard  II 

1,349 
3,252 

2,482 
4,085 

SunGard  Data  Systems 
Fidelity  National  Info 

Cristobal  Conde3 
Lee  A  Kennedy 

2,438 
8,491 

Stater  Bros  Holdings 
Great  A&P  Tea 

Jack  H  Brown 
Eric  Claus 

1,551 
1,864 

1,602 
2,030 



Graybar  Electric 
Wesco  International 

R  A  Reynolds  Jr 
Roy  W  Haley 

m 

1,316 
2,780 

'New  CEO.  ^Annualized  salary  and/or  bonus.  3Chief  executives  also  have  stock  options,  according  to  the 
University  of  Chicago.  Sources:  Company  proxy  statements;  Hoover's;  Sageworks;  ProfitCents;  Forbes. 
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The  comfortable,  yet  refined,  Kia  Amanti. 

Sit  back  and  relax  in  the  8-way  power  adjustablet  lap  of  luxury.  Enjoy 
the  spacious  and  well-appointed  interior  with  available  Infinity®  audio 
system.  And  rest  assured,  with  the  safety  of  8-standard  airbags  and 
available  Electronic  Stability  Control  plus  the  power  of  a  264-hp  V6 
engine  and  Sportmatic®  transmission,  your  ride  will  feel  as  good  as  it 
looks.  For  more,  visit  kia.com.  Starting  at  $26,175* 


100,000  MILE 
WARRANTY' 


KIA  MOTORS 

The  Power  to  Surprise™ 


IWarranty  is  a  limited  powertr, 
Icharges.  Model  shown  with  o| 


taileror  go  In  kia  com  'Standard  on  driver's  seat  only.  ;MSRP  for  base  model  is  $?6,)7S.  including  $080  freight,  excluding  taxes.  Idle,  license,  notions  and  retailer 
tual  prices  set  by  retailei 


THE  PERFECT 
PATRON  SILVER 
ON  THE  ROCKS 

2  oz.  Patron  Silver 
Ice 

Lime  slice 

Method:  Pour  over  ice  in  rocks  glass. 
Garnish  with  a  lime  slice.  Enjoy. 
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52007  The  Patron  Spirits  Compai  . 


their  chief  execs,  with  average  total  com- 
pensation of  $7.2  million,  versus  $3.3 
million  at  similarly  situated  private  con- 
cerns. We  got  the  data  on  the  privately 
held  companies  from  documents  they  are 
compelled  to  disclose  because  of  publicly 
traded  debt  securities. 

One  example:  The  $6.2  million 
Steven  Malcolm  got  last  year  for  running 
the  publicly  traded  Williams  Cos.,  an  oil- 
terminal  company  with  $12  billion  in 
sales,  is  15  times  the  $421,000  Donald 
Anderson  got  to  run  the  private  oil- 
terminal  concern  TransMontaigne,  with 
$  1 1  billion  in  sales. 

What  gives?  The  stock  market.  The 
analysis,  by  Sageworks  Chief  Executive 
Brian  Hamilton,  shows  that  while  basic 
salary  and  bonus  levels  are  slightly  less  at 
private  concerns,  its  the  equity  part  of  the 
pay  package,  along  with  other  compensa- 
tion such  as  long-term  incentive  plans, 
that  causes  public  companies  to  handily 
beat  their  private  company  compatriots. 

"Private  company  executives  tend  to 
get  most  ot  their  pay  in  cash,  as  opposed 
to  public  company  executives,  who  get 
equity  stakes  in  their  companies  that  rise 
with  the  stock  market,"  says  William 
Coleman,  a  senior  vice  president  of 
Salary.com,  a  pay  research  company. 

In  one  way  the  public  company  exec- 
utives have  a  harder  job,  for  which  they 
deserve  more  bucks:  They  are  exposed  to 
more  scrutiny  and,  thanks  to  the 
Sarbanes-Oxley  Act,  greater  legal  liability. 
The  public  company  executives  have  to 
fight  off  more  regulators,  kibitzers  and 
activist  hedge  funds.  It's  hard  to  believe 
that  if  Boeing  were  a  private  company  it 
would  have  forced  out  its  chief  executive 
over  a  consensual  affair  with  an  employee 
who  did  not  report  to  him. 

To  be  sure,  many  private  execs  do  get 
a  form  of  equity,  but  they  typically  can 
only  cash  out  when  their  companies  go 
public  or  are  sold.  Public  company  exec- 
utives have  fewer  restrictions  in  cashing 
them  out,  says  executive  pay  expert 
Steven  Kaplan,  a  professor  at  the  Univer- 
sity of  Chicago. 

In  some  cases  privately  held  firms  pay 
big  dollars  to  lure  away  public  company 


executives.  David  Calhoun,  a  former  vice 
chairman  at  General  Electric  who  ran  a 
unit  that  generated  $47  billion  in  sales, 
got  an  estimated  $100  million  pay  pack- 
age to  become  the  chief  executive  of  a 
private-equity-funded  company  with  $4 
billion  in  sales,  the  VNU  Group  (renamed 
Nielsen  Co.).  The  funds,  including  the 
Blackstone  Group,  presumably  had  to 
throw  a  big  package  at  Calhoun  to  leave 
the  security  of  GE  and  to  make  up  for  any 
options  and  retirement  packages  he  may 
have  left  on  the  table  there. 

In  other  cases  private  equity  firms 
hand  out  rich  packages  to  current  man- 
agement to  keep  them  in  place  in  a  buy- 
out. When  Silver  Lake  Partners  and  other 
equity  firms  bought  SunGard  Data  Sys- 
tems in  2005,  they  gave  its  chief  execu- 
tive, Cristobal  Conde,  options  valued  at 
$50  million,  which  vest  only  if  Conde 
stays  with  the  company  and  meets  cer- 
tain performance  criteria,  according  to 
Kaplan.  His  cash  pay  is  only  $2.4  million. 

There  are  many  such  deals  in  which 
insiders  are  kept  on  as  a  firm  is  taken  pri- 
vate in  a  leveraged  buyout.  These  golden 
handshakes,  however,  do  not  establish  a 
market  value  on  executive  talent  because 
its  impossible  to  know  how  much  of  the 
pay  is  for  managerial  performance  and 
how  much  is  a  payoff  for  facilitating  the 
buyout  transaction. 

Sometimes  a  board  goes  outside  the 
firm  to  hire  a  boss,  and  presumably  those 
contracts  are  negotiated  at  arm's  length. 
Hewlett-Packard  lured  Carleton  Fiorina 
from  Lucent  Technologies  with  $66  mil- 
lion worth  of  restricted  stock  and  stock 
units,  plus  1.5  million  stock  options, 
according  to  the  Corporate  Library,  a 
corporate  governance  research  firm. 

Robert  Nardelli  got  lots  of  public 
condemnation  for  walking  out  of  Home 
Depot  with  $210  million,  notwithstanding 
that  the  company's  stock  fared  badly 
during  the  six  years  of  his  tenure.  But  he 
didn't  get  this  wad  by  hypnotizing  the  board. 
He  negotiated  a  nice  deal  before  agreeing  to 
quit  General  Electric  to  go  to  Home  Depot. 
In  his  exit  from  GE  he  had  to  leave  behind 
millions  of  dollars  in  deferred  compensation 
and  other  benefits.  F 
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SOME  PERFECTION  IS  DEBATABLE. 


I    SOME  IS  NOT. 

Made  by  hand  from  100%  blue  agave. 
The  world's  #1  ultra-premium  tequila. 
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Steven  P.  Jobs 


THE  HIGHEST-PAID  BOSS  OF  AMERICA'S  500  BIGGEST 
companies  last  year:  Apple's  Steven  P.  Jobs.  He  drew 
a  nominal  $1  salary  but  realized  $647  million 
from  vested  restricted  stock  last  year.  We  count 
compensation  when  it  turns  into  cash  or  marketable 
stock;  options  that  sink  beneath  the  waves  before  they  are  exer- 
cised are  not  counted. 

The  500  chief  executives  we  track  got  a  collective  38%  pay  raise 
last  year,  to  $7.5  billion.  That's  an  average  $15.2  million  apiece.  Ex- 
ercised stock  options  again  account  for  the  main  component  of  pay, 
48%.  The  average  gain  was  $7.3  million. 


Amid  a  public  outcry  over  executive  compensation  the  Secu- 
rities &  Exchange  Commission  cranked  out  tougher  new  rules  on 
pay  disclosures.  The  result  is  that  proxies  are  fatter  this  season,  yet 
they  don't  necessarily  paint  a  clearer  picture  for  shareholders.  To 
understand  Sprint  Nextel's  compensation,  you  have  to  read  60  pages 
of  complex  tables  and  long-winded  sentences. 

In  the  table  below  we  list  the  100  highest-paid  bosses  for  2006, 
counting  salary  and  cash  bonuses;  other  compensation,  such  as 
vested  stock  grants;  and  stock  gains,  the  value  realized  by  exercised 
stock  options.  For  paychecks  of  other  bosses  and  more  data  on  chief 
executive  pay,  go  to  forbes.com/ceos/.  F 


RANK 
AMONG 

500  CEOS   COMPANY  I  CHIEF  EXECUTIVE 


COMPENSATION 


SALARY  &  BONUS 
1-YEAR 

(Sthou)        %  change 


OTHER 

(Sthou) 


STOCK 
GAINS 

(Sthou) 


TOTAL 


Apple  |  Steven  P  Jobs  — 1 

Occidental  Petroleum  |  Ray  R  Irani  $4,100 

lAC/lnterActiveCorp  |  Barry  Diller  3,976 

Fidelity  National  Finl  |  William  P  Foley  II  22,000 

Yahoo  |  Terry  S  Semel  6003 

Dell  |  Michael  S  Dell  2,755 

Countrywide  Financial  |  Angelo  R  Mozilo  22,224 

Abercrombie  &  Fitch  |  Michael  S  Jeffries  4,080 

Bank  of  America  |  Kenneth  D  Lewis  8,000 

First  Data  |  Henry  C  Duques  1,900 

Robert  Half  Intl  |  Harold  M  Messmer  Jr  6,293 

•acle  |  Lawrence  J  Ellison  7,407 

i  Energy  |  Bob  R  Simpson  32,208 

Wells  Fargo  j  Richard  M  Kovacevich  9,495 

Cisco  Systems  j  John  T  Chambers  1,650 


0% 
-17 
57 
NA 
NM 
NA 
13 
0 
12 
NA 
18 
-1 
1 

19 
0 


$646,600 
47,360 
956 
3,445 
2 

1,001 
726 

2,094 
14,760 
134 

9,578 

1,839 
230 
544 
7 


$270,177 
290,205 
154,112 
1 73,600 
149,472 
119,025 
108,464- 
77,042 
96,176 
58,377 
63,173 
39,835 
62,006 
69,675 


$646,600 
321,637 
295, 1362 
179,557 
174,2022 
153.22824 
141.9752 
114.6382 
99,802 
98,210 
74,248 
72,419 
72,273 
72,045 


509,529 
512.270 

NA 
432,493 

NA 
295.725 
193,295 
155,001 

NA 
178.707 
235,718 
215,276 
188,306 
174,497 


STOCK 
OWNED 
VALUE 

(Smil) 

$500.2 
222.5 
209.0 
219.8 
57.0 
5,367.3 
43.3 
32.2 
145.0 
36.2 
67.2 
22,800.4 
398.2 
134.9 
90.6 


See  footnotes  on  page  1 16. 
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D&O 

LIABILITY 
WHAT'S 

YOUR 

UPSIDE? 


The  fear  of  liability  exposure  in  today's  regulatory  environment  can 
stifle  the  ability  of  directors  and  officers  to  make  the  decisions  needed 
to  grow  their  business.  Marsh  brings  to  bear  unmatched  diagnostic 
and  analytical  capabilities  to  structure  D&O  insurance  coverage 
tailored  to  your  company's  risk  profile.  The  upside?  Confidence  to 
execute  your  strategic  agenda,  and  the  ability  to  attract  and  retain 
the  best  leadership  talent.  To  learn  more,  visit.findtheupside.com 

FIND  THE  UPSIDE  MARSH 

|     ~\     MARSH  MERCER 
ifT   KROLL     GUY  CARPENTER 


COMPENSATION.  ,  STOCK 


RANK 
AMONG 
500  CEOS 

COMPANY  I  CHIEF  EXECUTIVE 

SALARY  &  BONUS 
1-YEAR 

(Sthou)        %  change 

OTHER 

($thou) 

STOCK 

TOTAL   

OWNED 
VALUE 

(Smil) 

GAINS 

($thou) 

1-YEAR 

(Sthou) 

5- YEAR 

(Sthou) 

16 

Dean  Foods  |  Gregg  L  Engles 

$3,420 

-6% 

^1  77ft 

$66,077 

$102,999 

tQd  A 

17 

Coach  |  Lew  Frankfort 

2,903 

40 

J,0  1  H 

^7 

3  /  ,  1  HO 

65,864 

265,204 

777  1 
ZZ  / .  I 

18 

IU  Amentraoe  rfoiamy  j  josepn  n  ivicjgiid 

7,153 

236 

JJ,UJJ 

62,237 

81,186 

0.  1 

U.  I 

19 

JrMorcjan  cnase  |  James  uirnon 

14,000 

49 

J,UO>t 

/in  ARC 
HU,LIOO 

57,170 

NA 

1R7 
I  OZ.0 

20 

wk  oerKiey  |  vvniiam  t\  oerKiey 

10,500 

24 

3ft  331 
30,33  1 

54,600 

97,283 

/03./ 

21 

Lenman  Bros  noioinys  |  rvicnaru  3  ruia  jr 

7,000 

-52 

1 1  71 3 
I  z,  /  I  3 

31  Q37 
3  1 ,33  / 

51,650 

311,882 

7t;3  Q 
/  33. y 

22 

ATCT  1  PrliA/nrrl  P  \A/hita/-ro  Ir 
Mlal  |  CUWdlU  L  VVrilldCIc  Jl 

8,883 

-4 

1  7ftQ 
1  ,Z03 

49,012 

111,627 

77  n 
/  Z.U 

23 

iciryGT  |  Rouen  j  uincn 

7,789 

-3 

1  H,iZD 

7fi  D7R 

48,092 

174,995 

1  70.  3 
I  ZU.3 

24 

Aiieyneny  iGcnnoioyies  |  l  ratricK  nassey 

3,800 

10 

^  flQft 
3,U30 

44,240 

58,409s 

33  Q 
33. y 

25 

D^~»tfr  +  ^r>   Drnnai^iac  1  PrllA/arri  1 — 1  1  mflo 

Dosion  rropei  ilea  |  cuwdiu  n  luiuc 

2,516 

48 

1  L 

3Q  773 
33,  /Z3 

42,251 

81,077 

o,m  k 
yu  i  .0 

26 

f  l_ i  ■  \-\ 1   1  /—v L-i ir-k  r*\  Finnonan 

LnUDu  |  juriri  u  riniicydn 

4,518 

29 

1  dsn 

1  J,40U 

7D  fiftft 
ZU,Ooo 

40,686 

57,656 

7";  n 

Z  3.U 

27 

^dtiuisK  |  cm  naran 

2,000 

-19 

7 

3K  QRQ 
30,303 

38,976 

75,481 

1  7Q  Q 

28 

Liynai  |  n  cuwaru  nanwdy 

4,602 

13 

1  q  7m 

I     /  J  1 

1 4,433 

38,788 

99,876 

y17  H 
4Z.U 

29 

D  n        C  +  n-xD-nc  r"  rtc  1  lamoc  P  f  ra\/r3,a 

Dear  jiedrn^  LOb  |  Jaiiicb  c  ^ayric 

17,321 

34 

7fl 

38,314 

155,265 

QCQ  Q 

yoj.y 

30 

1  Ini+Arf  To rkn 1  f\ niac  1  rionmo  P)3\/irl 

Liniitru  iGcnnviiuy itrb  |  vjcuiyt:  L/dviu 

5,592 

2 

3  QR7 

7S  3fl3 
Z0,3U3 

37,851 

240,303 

1 1  R  7 
I  1 0.  / 

31 

J™  nmract  1  Rrian  1  RAhor+c 
LOMlVdal  |  DMdll  L  nUUcl  li 

13,903 

38 

a  mo 

1Q  Q71 

I  3,3Z  I 

37,844 

105.651 

3  1  O.U 

32 

Altri^a  f«rAiin  1  1  rtiiic  C  C ^imillori 
rtilf  la  ul  uu|j  l  luud  v_  \_dl  1 1 1 1 1 trl  l 

6,250 

7 

77  Q77 

3  77R 
3,Z  /o 

37,455 

83,495 

■^3  1 
33.  I 

33 

\j u  1  u i Ti d 1 1  jdcrib  vjroup  I  Lioyu  v_  DidNisitrin 

27,844 

NA 

Q  7fl3 

37,046 

NA 

A 1  A  c; 
4  1 4.3 

34 

ft/1  urn  1 1  1  \tnf%^  1  P  QtaA  o\/  Pl'Moal 

ivicrriii  uyntn  |  c  3iaiiitry  \j  Ntrdi 

19,200 

30 

■371; 
51  j 

1  £  ££7 
I  0,00/ 

36,242 

87,445 

1  1  A  1 

I  1 4. 1 

35 

Marrin+t  Intl  1  1  Willarrl  Marrin-rt  Ir 
ividrrioxx  inn  |  j  vviiidru  ividiriuit  jr 

2,496 

5 

1  ,UD0 

37  77C 
3Z,Z  /O 

35,840 

76,5706 

7  3  1  Q  A 

1,1 1  o.U 

36 

v_oncjt_or  ninipb  |  Jdriicj  J  iviuivd 

4,884 

-41 

771 
ZZ  I 

35,528 

110,094 

1  Q3  A 

I  03.4 

37 

riccpUil  V-Cjpptrl  |  iMLMdlU  ^_  MUKciiUll 

1.2503 

NM 

1; 

7Q  777 
10, ILL 

35.4092 

73.2007 

QA  Z 
84.3 

38 

Lirniltrll  Dl  anus  |  Lcbllfcr  n  VVcXritri 

5,037 

106 

1  ,DJ/ 

70  n/11 
ZO,U4  I 

34,735 

55,951 

1  3C^  7 

l,z54./ 

39 

ywiiii  ^-ijrrim  |  r\n_ridru  ^  Noicuderi 

5,238 

23 

O  no 

y,  1  la 

io,4zy 

32,795 

50,347 

1A  A 
Z4.U 

40 

C^WcuZktK  Crianrac  1  Inhn  C  IV/l^r+in 

vj 1 1 1 d u  jticntcb  |  junii  v„  ividiLin 

2,448 

18 

A 

3A  C\CA 

3U,U34 

32.505 

87,835 

CQ  3 
DO. 3 

41 

uv  t:  1  Ir  (Jl  w  I  |  Ldliy  v_  Old33LvJ".K 

3,304 

-29 

y,33  I 

32,173 

76,282 

3fl  3 
ZU.3 

42 

IVIVjIVI  iVIIlcayt:  |  J  lfcrilcHLtr  LdlHll 

8,090 

50 

1   CI  1 

1,511 

31  03Q 

Z  I  ,y3o 

31.5392 

81,327 

13  7 

lz./ 

43 

ridllllJUi  ion  |  L/dVIU  J  Lfcradl 

1,300 

NA 

1  c: 

I  j,jDj 

1  3  C1  A 
I  3,01  4 

30,278 

85,309 

A  C  3 

4b. 3 

44 

lllf=alt>  Dicrtou  1  RnHeirr  A  Inor 
wwall  u»lz»!ltry  l  rvuutri  I  M  lytrl 

17,000 

84 

4,303 

7  QC3 

/,yoz 

29,927 

NA 

0  0 
0.0 

45 

Hill  UanM;  IGv.fl  |  1  NUuldb  J  IVIdlLllcWb 

5,622 

169 

t/l 

3A  77Q 

z4,zzy 

29,906 

36,428s 

310 
3l  .0 

46 

PvdIaa  1  Inhn  \A/  [?r\vA/o 

CAcion  i  jurnt  vv  r\uwc 

3,144 

9 

D,3Z4 

"jn  3  /t a 
20,349 

29,817 

75,910 

37.5 

47 

UUuAtn  1  Rr^horT  A  Pccncir 
vvyvTin  |  i\uucl  L  M  CiDiltri 

4,662 

9 

zu, /a/ 

^  1  cn 
4,1  by 

29,618 

52,502 

rr  1 

bb.3 

48 

Toytrnn  1  1  pi/wic  R  C amnholl 

ICAIIVII  |  UCVVla  D  V_d  1 1  IfJUCTI  1 

3,173 

-4 

16,246 

1  A  1  Oyl 
1  U,  1  84 

29,602 

81,184 

37  0 
il.  9 

49 

Toll  Rmtherc  1  Rohprt  1  Tnll 
lull  Druincia  |  ixUUtri  1  1  lull 

18,831 

-34 

405 

10,1  16 

29,352 

155,389 

563.5 

so 

ucncidi  uynaniKi  |  INILiiUldb  u  v.riduraja 

4,500 

5 

3,105 

31   C  1  O 

Zl.Dlo 

29,122 

96,552 

17^7 
1 24./ 

51 

ucnwunn  rinoncicii  |  iviicnaei  u  rraizer 

4,121 

-2 

8,500 

16,296 

28,918 

52,208 

27.2 

52 

riuiTiajiicj  |  iviiLridci  o  ivicv.aiusier 

2,452 

11 

424 

25,879 

28,756 

42,226 

29.6 

."'•,53 

Yiirn  Rrainrlt^  I  r^a\/iH  C  MnwaL 
■  MITI  Dianua  j  L/dVIU  \_  IMOVdK 

4,563 

8  7,447 

1 5,380 

27,390 

103,883 

37.1 

54 

C UC/rAromarl/  1  Thnmac  tiA  Rwan 
wvjiv.aiviii(irH  |  i  nuriidD  ivi  rxyan 

5,950 

27 

6,065 

14,640 

26,655 

77,087 

89.9 

55 

Danahcr  |  H  Lawrence  Culp  Jr 

4,625 

9 

425 

21,272 

26,322 

50,031 

9.3 

56 

Johnson  Controls  |  John  M  Barth 

4,303 

5 

8,316 

13,354 

25,972 

56,488 

25.4 

57 

News  Corp  |  K  Rupert  Murdoch 

25,684 

10 

225 

25.909 

86,420 

8,752.38 

58 

SLM  |  Thomas  J  Fitzpatrick 

2,250 

-32 

23,612 

25,862 

NA 

83.0 

59 

Honeywf !!  |  David  M  Cote 

4,910 

9 

20,851 

25,761 

60,231 

19.1 

60 

DaVita  |  Kent  J  Thiry 

2,659 

1 

990 

22,105 

25,754* 

81,448 

8.0 

See  footnotes  on  page    1 6. 
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COMPENSATION  ,  STOCK 


RANK 

SALARY  &  BONUS 

STOCK 

TOTAL 

OWNED 

AMONG 

1-YEAR 

OTHER 

GAINS 

1-YEAR 

5-YEAR 

VALUE 

500  CEOS 

COMPANY  I  CHIEF  EXECUTIVE 

(Sthou) 

%  change 

(Sthou) 

(Sthou) 

(Sthou) 

(Sthou) 

(Smil) 

61 

Forest  Labs  |  Howard  Solomon 

$'1,593 

-2% 

$29 

$24,041 

$25,663 

$156,850 

$236.5 

62 

Kohl's  |  R  Lawrence  Montgomery 

3,012 

84 

81 

22,464 

25,557 

86,908 

66.1 

63 

Commerce  Bancorp  |  Vernon  W  Hill  II 

2,500 

83 

164 

22,255 

24,918 

52,713 

145.5 

64 

CBS  |  Leslie  Moonves 

20,613 

13 

4,250 

24,863 

63,4297 

30.4 

65 

EOG  Resources  |  Mark  G  Papa 

2,080 

7 

13,854 

8,849 

24,783 

75,677 

54.1 

66 

Centex  |  Timothy  R  Eller 

11,534 

97 

12,448 

23,982 

48,034' 

20.7 

67 

Terex  |  Ronald  M  DeFeo 

3,228 

29 

8,043 

12,663 

23,934 

38,569 

63.1 

68 

Chesapeake  Energy  |  Aubrey  K  McClendon 

2,251 

14 

5,225 

15,804 

23,2792 

46,037 

914.1 

69 

Washington  Mutual  |  Kerry  K  Killinger 

5,074 

11 

2,393 

15,262 

22,729 

69,559 

75.8 

70 

Chevron  |  David  J  O'Reilly 

5,121 

1  8,030 

9,323 

22,474 

52,603 

16.1 

71 

CSX  |  Michael  J  Ward 

3,027 

9 

8,767 

10,507 

22,302 

50,063 

21.4 

72 

Legg  Mason  |  Raymond  A  Mason 

14,500 

91 

23 

7,577 

22,100 

77,955 

216.8 

73 

Marathon  Oil  |  Clarence  P  Cazalot  Jr 

4,375 

13 

12,351 

5,319 

22,045 

71,132 

33.2 

74 

Texas  Instruments  |  Richard  K  Templeton 

3,198 

12 

253 

18,594 

22,044 

47,341s 

14.9 

75 

Smith  International  |  Douglas  L  Rock 

3,300 

10 

3,994 

14,306 

21,600 

73,599 

32.6 

76 

St  Jude  Medical  |  Daniel  J  Starks 

1,984 

-2 

63 

19,003 

21,050 

31,467s 

239.4 

77 

Hartford  Finl  Service  |  Ramani  Ayer 

4,800 

13 

6,342 

9,894 

21,036 

57,769 

33.4 

78 

Intuit  |  Stephen  M  Bennett 

4,270 

14 

16,614 

20,884 

44,171 

17.3 

79 

Ford  Motor  |  Alan  R  Mulally 

20.5009 

NA 

334 

20,834 

NA 

80 

Hewlett-Packard  |  Mark  V  Hurd 

10,024 

NA 

8,943 

1,366 

20,333 

NA 

19.2 

81 

Thermo  Fisher  |  Marijn  E  Dekkers 

3,171 

36 

4,907 

12,159 

20,238 

31,492 

8.4 

82 

Lyondell  Chemical  |  Dan  F  Smith 

4,250 

86 

2,378 

13,512 

20,141 

48,922 

12.6 

83 

Sunoco  |  John  G  Drosdick 

2,981 

-20 

10,988 

6,053 

20,022 

110,614 

19.4 

84 

Regions  Financial  |  C  Dowd  Ritter 

3,781 

NA 

16,018 

155 

19,95410 

NA 

19.6 

85 

PNC  Financial  Services  |  James  E  Rohr 

3,800 

6 

12,310 

3,793 

19,903 

51,270 

41.2 

86 

McKesson  |  John  H  Hammergren 

5,310 

63 

5,261 

9,170 

19,741 

55,146 

8.6 

87 

Citigroup  j  Charles  Prince 

14,200 

9 

4,321 

1,148 

19,669 

68,920s 

83.2 

88 

Vulcan  Materials  |  Donald  M  James 

4,214 

12 

4,956 

10,463 

19,633 

37,107 

16.1 

89 

Archstone-Smith  |  R  Scot  Sellers 

2,500 

0 

8,392 

8,700 

19,592 

49,735 

16.6 

90 

American  Express  |  Kenneth  I  Chenault 

7,100 

0 

9,084 

3,355 

19,538 

86,034 

57.5 

91 

Coventry  Health  Care  |  Dale  B  Wolf 

2,527 

72 

3,652 

13,104 

19.2832 

NA 

15.1 

92 

Bank  of  New  York  |  Thomas  A  Renyi 

7,276 

82 

4,848 

6,807 

18,930 

62,757 

33.2 

93 

McGraw-Hill  Cos  |  Harold  W  McGraw  III 

3,180 

6 

3,829 

11,784 

18,794 

76,185 

106.1 

94 

State  Street  |  Ronald  E  Logue 

6,000 

38 

8,581 

3,999 

18,580 

32,3047 

5.4 

95 

Qualcomm  |  Paul  E  Jacobs 

2,658 

131 

141 

1 5,764 

18,562 

NA 

66.5 

96 

Tesoro  |  Bruce  A  Smith 

3,371 

-A 

5,997 

9,191 

18,558 

39,505 

101.1 

97 

Omnicare  |  Joel  F  Gemunder 

4,105 

176 

7,714 

6,662 

18.4812 

54,525 

85.5 

98 

Hertz  Global  Holdings  |  Mark  P  Frissora 

4,378* 

NA 

14,064 

18,442 

NA 

25.1 

99 

Staples  |  Ronald  L  Sargent 

2,593 

10 

1 5,697 

18,290 

65,639 

41.6 

100 

$ 

Polo  Raiph  Lauren  |  Ralph  Lauren 

16,000 

12 

229 

1,614 

17,843 

55,988 

4,063.6 

Rank  is  base.              compensation  for  latest  fiscal  year.  Market  value  of  chief  executive's  stock  is  based  on  Apr.  12  stock  price  and  includes  all  classes 
of  commorv  C            iiion  percent  change  is  based  on  combined  salary  and  bonus.  'At  his  request  chief  executive  received  $1  in  salary  and  no  bonus. 
Prior  year  date.              options  or  restricted  stock  in  lieu  of  portion  of  salary  and/or  bonus.  "New  chief  executive,  compensation  may  be  for  another 
executive  office.              total.  •Stock  gains  include  value  of  Host  Marriott's  exercised  options.  Three-year  total.  "Includes  shares  indirectly  held. 
An?Uaui                        nus   "Fi9ures  inc|ude  compensation  paid  by  both  Regions  and  AmSouth,  a  predecessor  to  Regions.  NA:  Not  available  or  not 
applicable.  NM:  (              fjful.  Sources:  Company  proxy  statements;  FT  Interactive  Data  via  FactSet  Research  Systems;  Salary.coms  CompAnalyst  Executive. 
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Agco  Corp. 


Third  World  Plan 

Agco  built  itself  into  a  tractor  titan  on  a  binge 
of  acquisitions.  Now  it  targets  the  developing 
world  |  By  Phyllis  Berman 


/ 


7 

'-4 


AS  MARTIN  RICHENHAGEN  FIG- 
ures  it,  the  math  is  concise  and 
compelling.  The  world  popula- 
tion of  6  billion  is  expected  to 
grow  to  9  billion  by  2050.  But  tillable  soil  will 
head  down  from  two-thirds  of  an  acre  per 
capita  to  less  than  half  an  acre,  forcing  farm- 
ers to  become  more  productive. 

And  waiting  to  serve  them  will  be 
Richenhagchs  publicly  held  Agco  Corp.  of 
Duluth,  Ga.  Fashioned  in  1990  from  the 
remnants  of  some  old  and  ailing  busi- 
nesses—tractors and  their  replacement 
parts,  combines  and  hay  tools,  Agco  has  built 
itself  into  the  worlds  third-largest  maker  of 
agricultural  equipment  (after  number  one 
John  Deere  and  Fiat's  CNH  Global). 

While  Agcos  sales  remained  flat  at 
$5.4  billion  in  2006,  earnings  dropped 
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$100  million  from  the  previous  year,  to  a  net 
loss  of  $65  million.  However,  the  company's 
stock  price  has  doubled  in  a  year  to  $43  re- 
cently Richenhagen  vows  that  revenues  will 
grow  by  a  third  in  five  years  to  $7  billion  in 
201 1.  Profit  margins  are  expected  to  improve 
as  much  as  1%  a  year  over  that  time. 

His  predecessor,  Robert  Ratliff,  a  for- 
mer executive  at  International  Harvester, 
bought  Agco  from  a  German  engine- 
maker  for  $100  million  in  1990.  Today  the 
company  has  a  market  value  of  $3.9  bil- 
lion. Ratliff  brought  Richenhagen  in  as 
president  and  chief  executive  in  2004.  And 
in  August  2006  he  handed  over  the  com- 
pany entirely,  not  only  stepping  down  as 
chairman  but  leaving  the  board  altogether 
and  selling  the  majority  of  his  shares. 

Ratliff  built  up  Agco  by  making  21 


acquisitions  over  16  years,  paying  a  total 
$2  billion  in  cash  and  stock  to  add  an 
extra  $5.2  billion  in  annual  revenue.  His 
protege,  the  German-born-and-bred 
Richenhagen,  54,  says  Agco's  next  round 
of  growth  won't  come  from  acquisitions. 
Instead  Agco  will  ride  the  agricultural 
boom  in  the  fastest-growing  and  least- 
developed  markets  in  the  world. 

In  Russia,  amid  privatization  of  land, 
landowners  will  need  to  replace  rusty, 
antiquated  tractors  and  combine  har- 
vesters. In  China,  which  has  20%  of  the 
world's  population  but  only  10%  of  its 
arable  soil,  farming  must  get  more  mech- 
anized and  thus  more  productive.  In 
Brazil  and  elsewhere  in  South  America, 
farms  are  consolidating  into  large  corpo- 
rate operations,  and  demand  for  modern 
equipment  will  continue  to  rise. 

Today  Agco  gets  more  than  75%  of  its  an- 
nual revenue  from  markets  outside  North 
America — compared  with  only  30%  for  its 
archrival,  Deere.  Agco  has  a  10%  share  of  the 
U.S.  market  for  farm  equipment,  which  will 
be  flat  this  year.  That's  because  in  spite  of  high 
commodity  prices,  farmers  are  being  penal- 
ized by  hikes  in  gas  and  fertilizer  prices 
(Continued  on  page  127) 
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E  A  GUEST  NOT  A 
PASSENGER.  WE  BELIEVE 
THE  WAY  YOU  FLY  IS 
JUST  AS  IMPORTANT 
AS  WHERE  YOU  FLY. 
IT'S  NOT  SIMPLY 
ABOUT  GETTING 
A  SEAT,  IT'S  ABOUT 
GETTING  SERVICE. 
NOT  JUST  FOOD 
BUT  A  MEAL.  NOT 
JUST  SOMETHING 
TO  WATCH  BUT 
SOMETHING  WORTH 
WATCHING.  IN  SHORT, 
IT'S  ABOUT  UPGRADING 
FLYING  FOR  EVERY 
PASSENGER  ON 
EVERY  PLANE.  NOW 
THERE'S  AN  IDE 
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BRITISH  AIRWAYS 


SPECIAL  ADVERTISING  SECTION 

The  Business  Travel  Guide  to 

PERSONALIZATION 


By  Michael  Roney 


ow  is  prime  time  for  personalizing  your  business 
travel.  That's  because  the  worldwide  travel  industry 
has  never  been  more  competitive  or  more  wired  to 


systems  that  allow  airlines  and  hotels  to  seamlessly  factor 
your  personal  travel  preferences  into  their  service  offerings. 
This  translates  to  unprecedented  choice  in  perks  designed  to 
save  you  time,  increase  your  productivity  and  reward  you  for 
your  loyalty.  Personalization  options  are  there  for  the  taking, 
but  to  claim  them  you've  got  to  get  in  the  game. 


The  Business  travel 
Buzz  in  London 

As  one  of  the  world's  top  business 
centers,  London  is  home  to  hundreds  of 
international  corporations  and  foreign 
banks,  and  is  the  recognized  financial 
center  of  Europe. 

•  Airport  Transportation:  The  Heathrow 
Express  offers  high-speed,  nonstop 
service  to  London's  Paddington  station  for 
£9  standard  fare  to  £12  first  class  (about 
$18  to  $24),  while  a  cab  to  central  London 
will  cost  somewhere  between  £35  and 
£50  (about  $70  and  $100).  A  sawy  £20 
(about  $40)  alternative  for  the  return  trip 
is  one  of  the  many  London  Minicabs  (call 
20-8208-2809).  Of  course,  there's  always 
the  Tube  for  a  mere  £4  (about  $8). 

•  Good  Eats:  For  exceptional  cuisine  and 
one  of  the  best  wine  lists  in  London,  try 
the  elegant  and  exceptional  Foliage  in 
the  Mandarin  Oriental  Hyde  Park  Hotel, 
66  Knightsbridge  (20-7235-2000). 
Order  the  five-course  tasting  menu  and 
then  sit  back  with  your  complimentary 
glass  of  champagne  as  you  contemplate 
the  treats  to  come. 

•  Kicking  Back:  If  you've  got  an  extra 
afternoon,  check  out  the  striking 
Tate  Modern  museum,  housed  in  a 
dramatically  refurbished  power  plant 
building  on  the  Thames'  South  Bank 
neighborhood,  opposite  St.  Paul's 
Cathedral  and  over  the  Millennium  Bridge. 
Then  drop  into  the  nearby  Anchor  Pub,  a 
dark,  quaint  little  place  full  of  nooks  and 
crannies  and  an  authentic  piece  of  old 
England  that  has  largely  disappeared. 
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As  a  frequent  business  traveler,,  you 
have  two  primary  tools  for  tapping  into 
these  new  levels  of  personalization. 
One  is  your  capability  to  spend  money 
for  the  additional  perks  offered  for  busi- 
ness class  service  or  executive-level 
accommodations.  The  other  is  making 
full  use  of  loyalty  programs  offered  by 
airlines  and  hotels,  such  as  British 
Airways'  Executive  Club,  Lufthansa's 
Miles  &  More  and  Hilton  HHonors® 

Building  your  personalization  strategy 
around  a  major  hotel  group  and  global 
airline  alliance  such  as  Star,  oneworld 
or  SkyTeam  allows  you  to  take  full 
advantage  of  available  loyalty  pro- 
grams and  services  while  making  sure 
you  get  rewarded  for  your  travels.  It 
also  allows  those  companies  to  better 
understand  your  personal  preferences 
and  deliver  services  that  better 
address  your  needs. 

However,  consider  each  loyalty  pro- 
gram carefully  before  committing. 
Evaluate  how  readily  it  will  be  able  to 
personalize  your  experience  in  terms  of 
earning,  redemption  and  recognition. 
Choose  a  program  that  puts  you  in  con- 
trol of  the  experience,  gives  you  the 
flexibility  to  vary  that  experience  based 
on  your  changing  needs  and  consistently 
delivers  what  you've  selected. 

Peter  Schinasi,  Director  of  Relationship 
Marketing  for  British  Airways,  calls  cus- 
tomer personalization  an  area  of 
"intense  focus"  at  his  airline.  "The  more 
the  customer  tells  us  about  himself  or 
herself,  the  more  equipped  we  are  to 
respond  in  a  personalized  way,  and  it's 
those  capabilities  that  we  are  really 
focused  on  behind  the  scenes,"  he  says. 

Personalize  Your  Reservations 

Sophisticated  systems  now  make 
routine  work  of  tracking  and  applying 


your  detailed  preferences  to  reserva- 
tions and  services,  with  enhanced 
options  at  higher  loyalty  levels.  Pre- 
departure  benefits  such  as  checking  in 
online  and  printing  your  own  boarding 
pass  allow  you  to  spend  more  time  in 
the  office  and  less  at  the  airport. 

As  a  Hilton  HHonors  member,  you 
have  the  ability  to  change  your  personal 
account  anytime  online.  You  can  make 
a  permanent  change  or  alter  your 
account  for  just  one  trip.  Adam  Burke, 
Senior  Vice  President  and  Managing 
Director  of  Hilton  HHonors,  notes  that 
five  years  ago  the  industry  had  a  ten- 
dency to  define  someone  as  either  a 
business  or  leisure  traveler.  "However, 
we've  found  that  we're  really  dealing 
with  individuals  whose  needs  change 
from  trip  to  trip. 

"On  one  particular  business  stay  you 
may  arrive  late  and  leave  first  thing  in 
the  morning.  For  that  you  just  want 
additional  HHonors  bonus  points,"  he 
explains.  "Another  time  you  may  be  on 
a  stay  with  your  family  and  want  to 
choose  complimentary  breakfast,  and 
you  can  do  that,  too." 

Control  Your  Time 
At  the  Airport 

Running  the  gauntlet  of  check-in  and! 
security  and  then  waiting  for  your  flight 
can  consume  a  huge  amount  of  time. 
Fortunately,  this  is  another  area  where 
automation  and  personalization  technolo- 
gies, lounge  amenities  and  other  perks 
are  'giving  the  business  traveler  more 
control  over  the  experience. 

A  nationwide  registered  traveler  pro- 
gram named  "Clear"  is  now  up  and  run- 
ning at  JFK's  Terminal  7,  as  well  as  in 
Orlando,  Indianapolis,  San  Jose  and 
Cincinnati.  Eligible  U.S.  citizens  who 
enroll  at  www.flyclear.com  for  $99.95 
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to  Double  Dip 
after  all. 


When  you  are  a  Hilton  HHonors  member,  traveling  for 
business  is  actually  a  pleasure.  As  your  HHonors  Points 
add  up,  you  can  choose  how  you  use  them.  Stay  at  more 
than  2,800  participating  Hilton  Family  hotels  to  earn 
points.  Or  you  can  Double  Dip  for  a  little  of  both: 
HHonors  Points  and  HHonors  Points,  HHonors  Points 
and  Fixed  Miles,  or  HHonors  Points  and  Variable  Miles. 
Visit  hiltonhhonors.com/myway,  select  your  preference 
in  your  membership  profile  and  pack  your  bags. 
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The  Business  fravil 
Buzz  in  Frankfurt 

Cosmopolitan  Frankfurt  is  the  business 
hub  of  the  continent,  as  reflected  in  its 
New  York-style  skyline.  However,  Frankfurt 
is  also  known  for  its  scores  of  museums, 
as  well  as  its  dry,  alcoholic  apple  cider, 
called  Apfelwein  (apple  wine),  which  you 
can  enjoy  in  any  number  of  atmospheric 
taverns  south  of  the  Main  River. 

•Airport  Transportation:  Situated  eight 
miles  south  of  the  city,  Europe's 
second-busiest  airport  has  two  terminals 
linked  by  a  free  elevated  tram.  The  best 
bet  is  to  cab  it  downtown  or  to  the  trade 
show  center  in  about  30  minutes  for 
about  €25  (about  $33).  Or,  for  only  €11 
(about  $15),  you  can  make  the  trip  in 
just  15  minutes  on  one  of  the  speedy 
regional  trains  departing  frequently  from 
the  station  below  Terminal  1 . 

•  Good  Eats:  You  can  share  some  schnitzel 
and  cider  with  the  locals  at  the  long 
wooden  tables  of  Apfelwein  Wagner, 
Schweizer  Strafie  71  (49-69-61-25-65). 
This  is  classic  German  ambience  at  its 
best.  For  more  of  a  modern  experience, 
enjoy  the  creative  cuisine  at  Micro  in 
Frankfurt's  Cocoon  Club,  Carl-Benz-StraBe 
21  (49-69-90-02-00),  which  turns  into  a 
nightclub  on  weekend  evenings. 

•  Kicking  Back:  Rebuilt  after  World  War  II, 
Frankfurt  offers  a  string  of  world-class 
museums  lined  up  along  the  Main. 

You  can  spend  an  afternoon  wandering  ■> 
between  the  best,  including  Stadel 
Institute  of  Art,  Museum  of  Applied  Arts 
and  Museum  of  Communications.  You  can 
also  check  out  Palmengarten  botanical 
gardens,  with  its  world-renowned 
collection  of  tropiGal  plants. 
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are  prescreened  for  security  and>pro- 
vided  with  a  biometric  card  that  lets 
them  pass  through  checkpoints  much 
more  quickly.  Soon  the  program  will  be 
expanded  to  Toronto,  Newark  Terminal 
B,  Albany  and  Terminals  1  and  4  at  JFK. 

At  many  airports  a  first  or  business 
class  guest  can  check  in  at  one  of  the 
numerous  priority  check-in  counters  in 
a  separate  area,  then  proceed  to  a 
special  security  lane,  resulting  in 
shorter  waiting  times  in  a  more  pleas- 
ant atmosphere.  British  Airways  offers 
automated  check-in  kiosks  in  its  U.K. 
airports  and  at  select  airports  in  North 
America,  including  JFK.  Customers 
can  also  check  in  at  www.ba.com,  pro- 
vide the  necessary  passport  details, 
select  their  seats  and  print  their 
boarding  pass  at  home  or  the  office  up 
to  24  hours  before  departure. 

"Lufthansa  is  always  working  to 
enhance  the  business  traveler's  experi- 
ence," states  Don  Bunkenburg,  the  air- 
line's North  American  Director  of 
Corporate  Sales  and  Regions.  "We 
understand  that  the  business  traveler's 
most  important  commodity  is  time,  so 
we  ensure  the  fastest  connections  pos- 
sible, including  guaranteed  30-minute 
connections  at  our  Munich  hub." 

And,  of  course,  there  are  the  lounges, 
which  allow  you  to  personalize  your 
time  further  with  exclusive  restaurant 
areas,  quiet  rooms  with  reclining 
chaiis,  private  day  rooms,  bathrooms 
with  showers,  as  well  as  full  office 
workstations  and  services.  Lufthansa 
has  continually  been  updating  its  busi- 
ness class  lounges  around  the  globe, 
recently  investing  more  than  €100 
million  to  provide  the  highest-quality 
service  to  its  passengers.  And  from 
November  2006  through  Spring  2008, 
British  Airways  is  rolling  out  a  complete 


overhaul  of  its  Club  World  business 
class  experience,  designed  around  the 
needs  of  travelers,  both  on  the  ground 
and  in  the  air. 

Customize  Your 
Experience  on  Board 

The  revolution  in  personalization  also 
extends  to  the  flight  itself.  For  example, 
in  British  Airways'  new  Club  World  busi- 
ness class  there's  a  more  spacious  and 
private  flat  bed,  as  well  as  the  conven- 
ience of  an  in-flight  kitchen  that's  always 
open  between  meals,  so  travelers  have 
the  flexibility  to  work,  relax,  eat  and  sleep 
whenever  they  choose. 

Another  innovation  in  British  Airways 
business  class  is  The  Sleeper  Service 
available  on  most  overnight  flights  from 
the  East  Coast  of  North  America  to 
London  Heathrow,  giving  travelers  the 
maximum  time  to  rest  during  the  flight 
This  includes  full  meal  service  available 
in  the  pre-flight  lounges,  so  once  you're 
on  board,  you  can  go  straight  to  sleep  in 
the  comfort  of  a  fully  flat  bed. 

The  cabin  crew  is  trained  to  be 
attentive,  yet  respectful  of  sleeping 
passengers.  Quieter  and  darker  cabin 
ambience,  with  reduced  trolley  move- 
ment and  announcements,  also  allows 
for  a  more  peaceful  journey. 

On  all  of  British  Airways'  transatlantic 
business  class  flights,  you  also  have  the 
advantage  of  a  privacy  screen,  over 
200  channels  of  on-demand  video  and 
a  between-meals  module  that  BA  calls 
Club'  Kitchen,  featuring  wraps,  sand- 
wiches, beverages,  healthy  hot  and 
cold  snacks  and  more. 

Truly,  these  highly  flexible  dining  and 
entertainment  options  empower  trav- 
elers. "What  we've  created  in  our 
business  class  is  really  an  end-to-end 
experience  for  the  traveler  to  customize," 
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BA's  Schinasi  notes.  "Whether  that's 
the  ability  to  work  or  sleep  in  flight,  or 
just  relax  and  watch  movies,  travelers 
are  more  in  control  of  their  journey. 
They  can  do  what  they  want  to  do  so 
they  arrive  refreshed  and  ready  for  the 
day  ahead." 
:f   And  if  all  of  this  isn't  quite  personal 
enough,  or  if  you  require  even  faster, 
seamless  transportation  to  a  location 
that  may  not  be  near  a  major  airport, 
en  Lufthansa  and  SWISS  offer  a  fleet  of 
private  jets,  which  can  be  booked  indi- 
vidually  at  short  notice  to  more  than 
1,000  destinations  in  Europe  and  the 
Russian  Federation.  This  service  offers 
[first  class  travel  on  regularly  scheduled 
i.-  (long-haul  flights  from  Lufthansa  or 
r  SWISS  North  American  gateways  to 
•  Frankfurt,   Munich   or  Zurich,  then 
tic  whisks  you  by  limousine  from  that 
r  plane  to  your  private  jet,  which  takes 
{■  lyou  the  rest  of  the  way. 

■ 


properties,  with  an  international  rollout 
that  will  be  ongoing  over  the  next  24  to 
36  months. 

In  the  Hilton  Family's  full-service 
brands,  such  as  Hilton®,  Doubletree®  and 
Embassy  Suites®,  Hilton  HHonors  mem- 
bers have  a  choice  of  either  1 ,000  bonus 
points  for  the  stay,  complimentary  high- 
speed Internet  access,  a  complimentary 
beverage  amenity  or  a  complimentary 
room  upgrade  when  available. 

Before  you  even  arrive,  the  hotel 
gets  a  pre-arrival  report  that  identifies 
not  just  basics  such  as  your  loyalty  tier 
status  and  room  data,  but  also  what 
specific  amenities  you've  selected  for 
that  stay.  "So,  we  already  know  how  to 
preset  the  room  if  you  requested  par- 
ticular amenities  and  services," 
explains  Hilton's  Burke.  "We're  also 
piloting  a  pre-purchase  program  that 
will  be  rolled  out  across  Hilton  hotels.  So 
when  you  check  in,  the  service  agent 


Personalize  Your 
yi  Stay  at  the  Hotel 

Once  you've  arrived  at  your  destina- 
tion, the  options  for  personalization 
continue.  For  the  Hilton  Family  of  Hotels, 
this  kind  of  personalized  service  is 
made  possible  by  a  system  called  OnQ, 
now  available  in  all  of  its  domestic 


can  simply  welcome  you  to  the  hotel, 
confirm  your  arrangements,  and  your 
pre-ordered  snacks,  beverages,  special 
bedding  or  towel  requests  will  already 
be  in  your  room  when  you  arrive." 

One  of  its  Hilton  Family  of  hotel 
brands,  Homewood  Suites  by  Hilton"5, 
recently  announced  an  industry-first 


capability  currently  available  to  Gold 
and  Diamond  VIP  members:  advanced, 
online  check-in  with  the  ability  to  make 
an  exact  room  selection  by  viewing  a 
hotel  layout  online.  And  at  Embassy 
Suites  and  select  Hilton  hotels,  you  can 
print  your  boarding  passes  for  30  major 
airlines  at  more  than  416  properties. 
The  company  plans  to  continue  rolling 
out  the  program  further. 

"It's  all  about  how  we  can  leverage 
technology  to  make  the  experience  more 
streamlined,  from  kiosk  check-in  to 
check-out,"  Burke  states. 

Personalization  Power 

This  truly  is  the  time  to  take  full 
advantage  of  the  unprecedented  levels 
of  personalization  enabled  by  technology 
and  loyalty  programs. 

"Business  travelers  above  all  else 
want  convenience  and  quality  for  a 
decent  price,"  states  Lufthansa's 
Bunkenburg.  "To  us  that  means  a  pre- 
mium service  both  on  board  and  on  the 
ground,  quick  and  easy  connections,  a 
global  network  with  multiple  ways  to 
get  from  A  to  B  and  a  user-friendly  Web 
site  to  navigate  their  options." 

"There  is  not  much  that's  really  new 
in  the  underlying  philosophy  of  cus- 
tomer relationship  management," 
Burke  adds.  "It's  just  that  we're  now  at 
the  point  where  the  technology  has 
finally  caught  up  to  what  at  our  core 
we've  always  known  how  to  do."  ■ 
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Punctual  departures  from  16  U.S.  gateways. 
Over  100  European  cities  within  easy  reach. 
A  network  that's  growing  to  meet  your  needs. 

AH  for  this  one  moment. 


Agco  Corp. 


(Continued from  page  118) 
compounded  by  cuts  in  government  subsi- 
dies. But  Agcos  share  of  the  market  outside 
the  U.S.  is  strong.  It  dominates  Brazil  with  a 
60%  market  share  and  has  50%  of  the  South 
American  market  overall.  Its  20%  market 
share  in  Europe  puts  it  on  a  par  with  com- 
petitors like  Deere  and  CNH  Global,  which 
owns  the  Case  and  New  Holland  brands. 

Says  Richenhagen,  "Our  growth  will 
come  from  reinvigorated  global  harvesting 
initiatives.  We  are  already  experiencing 
success  in  the  BRIC  countries  [Brazil,  Rus- 


sia, India  and  China],  and  we  will  build  on 
this  momentum  in  the  developing  nations." 

Agcos  roots  go  back  to  Allis-Chalmers, 
the  venerable  Wisconsin  tractormaker  that 
was  sold  in  1985  to  Klockner-Humboldt- 
Deutz,  a  German  engine  manufacturer.  The 
new  owners  began  installing  Klockner  en- 
gines in  Allis'  tractors  —and  made  a  mess  of 
the  operation.  In  1990  they  sold  the  U.S.  trac- 
tor and  replacement  parts  business  to  Robert 
Ratliff,  and  he  renamed  the  outfit  Agco.  Ratliff 
financed  the  price— $100  million  for  a  busi- 
ness with  $200  million  in  sales — largely  by 
selling  receivables  and  existing  inventory 

The  newly  formed  Agco  staged  an  initial 
public  offering  in  1992,  raising  $71  million 
and  valuing  the  firm  at  over  $100  million. 
Radiff  then  set  out  on  a  shopping  spree:  He 
bought  Massey  Ferguson  in  1994,  picking 
up  a  broad  line  of  farm  equipment.  Then  in 


1997  he  bought  Fendt,  a  German  maker  of 
sophisticated  tractors.  In  2002  Agco  picked 
up  the  Challenger  line  of  rubber-tracked 
farm  tractors  from  Caterpillar  and  with  it 
got  the  rights  to  sell  through  Caterpillars 
existing  dealer  network  And  in  2004  Ratliff 
bought  Valtra,  the  leading  tractor  manufac- 
turer in  the  Nordic  countries,  acquiring  for 
Agco  a  workhorse  tractor  that  operates  in  a 
variety  of  climates— from  frozen  tundra  to 
tropical  rain  forests. 

In  2000  Ratliff  first  handed  the  chief  ex- 
ecutive job  over  to  an  inside  successor  and 
retired.  Then  in  2001  tragedy 
struck  A  corporate  jet  carry- 
ing two  Agco  senior  execs 
crashed  in  Birmingham, 
England,  killing  everyone 
aboard.  Ratliff  came  out  of  re- 
tirement to  run  the  company 
and  guide  it  out  of  crisis. 

In  2002  Ratliff,  then  70, 
was  looking  for  another  suc- 
cessor, and  Richenhagen  was 
working  for  a  German  fam- 
ily-owned global  maker  of 
agricultural  equipment,  with 
a  real  mouthful  of  a  name: 
Claas  KGaA  mbH.  They  hap- 
pened to  meet  at  an  industry 
gathering  in  Munich.  Says 
Richenhagen:  "I  knew  imme- 
diately he  wasn't  a  German.  A 
German  would  have  walked 
to  the  other  side  of  the  room" 
because  they  were  rivals.  "Instead  Ratliff  came 
right  up  to  me  and  introduced  himself.  I 
knew  who  he  was  immediately.  All  his  ac- 
quisitions had  made  him  quite  a  well-known 
figure  in  the  business." 

The  two  hit  it  off  despite  their  divergent 
styles.  Ratliff  was  more  of  a  wheeler-dealer 
and  a  risk  taker.  Richenhagen  was  more 
conservative,  patient  and  philosophical;  in 
college  in  Bonn  he  had  studied  theology, 
philosophy  and  French  politics.  Ratliff 
courted  his  German  counterpart  with  sev- 
eral job  offers  over  two  years.  During  this 
time  Richenhagen  left  agriculture  and  went 
to  work  for  a  flooring  company  headquar- 
tered in  Zurich.  But  in  2004  Radiff  was 
finally  able  to  persuade  him  to  run  Agco. 
And  two  years  later  Richenhagen  assumed 
the  chairmanship — just  as  the  ag  business 
slid  into  trouble. 


In  the  U.S.  farm  income  had  dropped 
20%  by  the  end  of  last  year.  In  Brazil 
farmers  were  hurt  by  a  currency  devalua- 
tion and  a  drought.  Agcos  inventory  rose 
to  an  enormous  1 18-day  supply,  and  in  the 
third  quarter  net  income  fell  by  a  jarring 
80%.  Along  the  way  Agco's  overseas 
subsidiaries  had  sold  tractors  to  the  Iraqi 
government  and  Agco  found  itself  impli- 
cated in  the  scandal-ridden  oil-for-food 
program,  which  is  still  under  investigation. 

Richenhagen  responded  to  the  down- 
turn by  drastically  cutting  both  North  and 
South  American  production.  And  he 
focused  on  reducing  inventories,  in  part  by 
offering  discounts  to  dealers  to  help  them 
move  the  equipment.  The  company  is  also 
updating  plants  in  Germany,  Finland  and 
Kansas.  In  last  years  fourth  quarter  there 
was  an  unexpected  upturn  in  prices  for 
commodities  such  as  wheat,  soybeans  and 
corn  (thanks  to  the  ethanol  boom),  giving 
Agco  the  expectation  that  its  sales  will 
improve  down  the  line. 

Because  of  recovery  and  growth  in 
overseas  markets  Agco  was  able  to  increase 
its  earnings  per  share  37%  in  the  fourth  quar- 
ter of  last  year,  before  one-time  charges  for 
writeoffs.  (After  charges  it  had  a  $65  million 
loss  for  the  full  year.)  Now  Richenhagen  bets 
on  growth  in  the  BRIC,  plus  in  other  Latin 
American  and  Eastern  European  countries. 
He  says  acquisitions  are  highly  unlikely. 
Richenhagen  also  will  emphasize  just  4  main 
brands  of  a  total  21  brands  in  the  company, 
a  result  of  the  mishmash  of  acquisitions  his 
predecessor  had  put  together.  At  the  same 
time  Agco  will  import  smaller  tractors  from 
India  to  sell  to  small  U.S.  farms. 

Some  Wall  Street  analysts  doubt  Richen- 
hagens  rosy  forecast.  Of  14  analysts  who 
follow  the  stock,  2  regard  it  as  a  "buy"  and 
10  have  a  hold  on  it,  advising  neither  sell- 
ing nor  buying,  while  another  2  analysts 
have  told  investors  to  sell.  Currently  8  mil- 
lion shares,  or  9%  of  the  total  91  million 
shares  outstanding,  are  sold  short. 

Despite  the  negativity,  Richenhagen  is 
unflappable  on  the  matter.  "With  the  worlds 
growing  population  and  a  reduction  in 
arable  lands,  many  challenges  lie  ahead  for 
farmers  worldwide,"  he  explains.  "We  plan 
to  take  full  advantage  of  the  opportunities 
that  arise  as  farmers  need  better  equipment 
to  put  food  on  the  table."  F 
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Russian  Revolt 


UST  BEFORE  NOON  ON  A  RECENT  SATURDAY  2,000 
or  so  Russians  arrived  in  Moscow's  Pushkin  Square  for  a 
demonstration  against  the  Kremlin.  They  were  greeted  by  9,000 
riot  police,  who  divided  the  crowd  and  blocked  off  city  streets  to 
prevent  the  protesters  from  making  their  way  to  the  square.  As 
the  dissidents  moved  down  Tverskaya  street,  police  ran  at  them 
and  attacked  some.  "Fascists!"  shouted  one  man.  "Boys,  don't 
beat  me!"  a  woman  pleaded. 

The  troops  pushed  forward,  arresting  hundreds  of  others, 
hauling  them  away  in  police  vans.  Among  them:  Ilya  Yashin, 
head  of  the  liberal  Yabloko  youth  organization;  Maria  Gaidar, 
daughter  of  a  former  prime  minister  and  the  leader  of  the  Da 
organization;  and  Garry  Kasparov,  former  chess  champion 
turned  dissident,  who  yelled,  "This  regime  is  criminal!" 

Kasparov  and  his  pals  are  part  of  a  tiny  movement  that  is  try- 
ing, against  long  odds,  to  unseat  Russian  President  Vladimir  V. 
Putin.  The  grassroots  opposition,  known  as  Other  Russia,  is  an 
umbrella  group  for  a  handful  of  organizations  that  bring  together 
free-market  democrat  Kasparov,  the  former  prime  minister 
Mikhail  Kasyanov,  Russian  parliament  member  Vladimir 
Ryzhkov  and  radicals  like  Eduard  Limonov,  whose  National  Bol- 
shevik Party  fuses  Nazi  and  Soviet  imagery.  The  opposition  also 
includes  what  one  analyst  calls  the  "party  of  oligarchic  revenge," 
a  cadre  of  current  and  former  Russian  billionaires  who  made 
their  fortunes  in  the  Boris  Yeltsin  era  and  now  find  themselves 
exiled  or  jailed  by  Yeltsin's  handpicked  successor. 

The  most  visible  of  the  unhappy  oligarchs  is  the  blustering 
billionaire  Boris  Berezovsky.  He  was  once  Russia's  richest  man 
and  a  political  kingmaker,  helping  to  elect  Putin.  That  was  then. 
Today  the  two  men  despise  each  other. 

The  Kremlin  and  its  cronies  have  accused  Berezovsky  of 
murder,  fraud  and  money  laundering;  he  denies  any  wrong- 


BORIS  BEREZOVSKY 
IS  GIVING  RUSSIAN 
DEMOCRACY  A  BAD  NAME. 

By  Michael  Freedman 

doing.  Ordinary  Russians  hate  him.  Yet  from  the  relative  safety 
of  London,  Berezovsky  claims  he  has  spent  $100  million  and 
the  last  six  years  orchestrating  a  campaign  to  "destroy"  Putin's 
image,  insisting  the  president  will  find  some  way  to  remain  in 
power  after  2008,  in  violation  of  the  Russian  constitution.  Bere- 
zovsky has  funded  opposition  groups  in  Russia  and  Ukraine, 
delivered  speeches  at  august  think  tanks  and  sent  the  benefici- 
aries of  his  largess  to  speak  out  against  the  Kremlin  at  some  of 
the  highest  levels  of  the  U.S.  and  British  governments. 

Now  he  says  he  plans  to  spend  another  $1  billion — possibly 
his  whole  fortune — to  provoke  a  series  of  street  demonstrations 
throughout  Russia,  akin  to  Ukraine's  2004  Orange  Revolution, 
in  order  to  force  the  president  to  cede  power.  "My  main  goal,"  he 
told  FORBES  recendy,  "is  Russian  revolution" — a  salvo  repeated 
to  the  British  Guardian  newspaper  24  hours  before  the  Moscow 
protest.  "It  isn't  possible  to  change  this  regime  through  demo- 
cratic means,"  he  said.  "There  can  be  no  change  without  force, 
pressure." 

But  does  anyone  take  Berezovsky  seriously?  His  would-be 
allies  deny  any  connection  to  him.  Lilia  Shevtsova,  one  of 
Moscow's  most  respected  political  analysts,  echoes  the  conven- 
tional thinking  when  she  calls  his  words  "the  usual  bluff."  Yet 
instead  of  ignoring  him,  the  Kremlin  and  the  media  it  controls 
have  deftly  exploited  his  words  and  actions  to  discredit  the 
nation's  opposition;  Berezovsky  has  become  a  Russian  bogey- 
man. Russian  authorities  are  now  calling  for  investigations  into 
just  who  is  funding  anti-Putin  factions. 

The  61 -year-old  mogul  has  made  himself  an  easy  target  for 
the  Kremlin  spinmeisters.  Berezovsky  copped  his  fortune  just  as 
Russia  opened  to  the  world,  acquiring  stakes  in  the  media,  air- 
lines and  natural  resources  in  a  slew  of  murky  deals.  As  he 
boasted  that  he  and  a  handful  of  others  controlled  50%  of 
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GDP— only  a  slight  exaggeration  at  the  time— the  economy 
cratered.  In  the  1990s  a  small  cadre  of  oligarchs  sent  an  esti- 
mated $1  billion  a  month  into  safe  havens  in  Cyprus  and  the 
U.K.,  while  four  in  ten  Russians  lived  in  poverty. 

In  this  climate  Berezovsky  became  one  of  the  nations  most 
reviled  men.  At  the  same  time,  he  cultivated  an  image  as  a 
power  broker,  a  reputation  magnified  as  much  by  his  wealth  and 
braggadocio  as  by  a  soured  and  cynical  public  eager  to  believe 
that  some  shadowy  figure— with  a  Jewish  father,  no  less— pulled 
strings  in  the  background.  He  insinuated  himself  into  Yeltsin's 
inner  group  and  banded  with  other  oligarchs  to  bankroll  the  late 
presidents  1996  campaign.  After  his  media  outlets  aired  pro- 
Yeltsin  propaganda,  Berezovsky  was  appointed  deputy  secretary 
of  Russia's  Security  Council,  where  he  was  responsible  for  nego- 
tiating with  Chechen  separatists.  By  1997  his  holdings  were 
worth  $3  billion.  FORBES 
dubbed  him  "Godfather  \%' 
of  the  Kremlin." 

Berezovsky  also  paved 
the  path  for  Putin's  rise  to 
power.  They  first  met 

when  Putin  was  a  deputy  mayor  of  St.  Petersburg,  and  Berezovsky 
asked  his  help  building  a  Mercedes  plant  there.  He  was  impressed 
by  Putins  apparent  incorruptibility.  Berezovsky  took  Putin  skiing 
in  Switzerland  and  supported  Yeltsins  1998  decision  to  appoint 
Putin  as  head  of  the  FSB,  the  successor  organization  to  the  KGB, 
and  then,  a  year  later,  as  prime  minister. 

In  August  1999,  just  after  Putin's  appointment,  Chechen 
militants  invaded  the  Russian  republic  of  Dagestan.  A  month 
later  300  people  died  in  a  series  of  mysterious  apartment  bomb- 
ings. The  government  blamed  the  Chechens.  Putin,  a  candidate 
for  the  presidency,  responded  with  brutal  force,  while  Bere- 
zovsky ran  a  relentless  series  of  propaganda  campaigns  on  his 
TV  station  attacking  Putin's  opponents.  Putin  coasted  to  victory. 

But  the  partnership  quickly  unraveled.  Berezovsky  says  he 
believed  Putin  would  continue  Yeltsins  reforms.  But  while  the 
economy  improved  for  the  first  time  in  decades,  Putin  sidelined 
the  oligarchs,  warning  them  to  steer  clear  of  politics.  That's 
when  Berezovsky  spoke  out  against  the  war  in  Chechnya  and 
criticized  Putin  and  his  consolidation  of  power.  The  relationship 
between  the  two  men  came  to  a  head  that  summer,  when  the 
nuclear  cruise-missile  submarine  Kursk  sank  in  the  Barents  Sea. 
Berezovskys  ORT  television  channel  rebuked  Putin  for  his  fail- 
ure to  help  the  sailors,  all  of  whom  perished.  Putin  personally 
complained  about  the  coverage  and  demanded  that  Berezovsky 
sell  his  shares  in  ORT  for  $150  million.  In  one  of  their  final  dis- 
cussions, according  to  Berezovsky,  Putin  said,  '"Boris,  why  are 
you  doing  this?  You  asked  me  to  become  president.  I  become 
president.  Why  are  you  fighting  against  me?'  I  said,  'You  don't 
understand.  I  am  fighting  not  against  you  as  a  person.  I  fight 
against  your  policy.'" 

The  Kremlin  doubts  everything  but  Berezovskys  self- 
aggrandizement.  "He's  foi  ;  ol  statements  that  could  victimize 
him— and  add  to  the  qua!  »f  him  as  a  so-called  fighter  for 
freedom,"  says  Dmitry  Pe  itin's  spokesman. 


Not  long  after  the  Kursk  episode  Russian  authorities  opened 
a  case  against  Berezovsky,  and  the  oligarch  decamped  to  Lon- 
don. There  he  made  use  of  the  plaintiff- friendly  British  court 
system  to  file-  a  libel  lawsuit  against  FORBES  for  its  "Godfather" 
story,  which  he  says  falsely  accused  him  of  crimes.  The  suit  was 
later  withdrawn  after  FORBES  printed  a  clarification.  The  author 
of  the  story  was  Paul  Klebnikov,  a  FORBES  reporter  who  covered 
Russian  corruption  for  years.  (He  was  murdered  in  2004;  that 
case  remains  unsolved.) 

Berezovsky  also  reinvented  himself,  rather  improbably,  as 
a  democrat  and  began  a  campaign  against  the  Kremlin  that 
would  ensure  he  never  left  the  spotlight.  The  powerful  London 
p.r.  man  Lord  Timothy  Bell  found  platforms  for  Berezovsky 
to  speak  from  and  introduced  him  to  members  of  parliament, 
newspaper  editors,  businesspeople  and  academics.  Bere- 
zovsky also  launched  the  International 
Foundation  for  Civil  Liberties,  a  nonprofit 
dedicated  to  human  rights,  which  donated 
money  to  places  like  the  Andrei  Sakharov 


The  anti-Putin  opposition:  Garry  Kasparov  and  Eduard  Limonov. 

Museum  &  Civic  Center.  He  sent  representatives  from  the 
Committee  of  Soldiers'  Mothers  of  Russia,  an  advocacy  group, 
to  Washington  D.C.,  where  they  praised  Berezovsky  and 
protested  Putin's  policies  to  an  audience  of  U.S.  senators  and 
representatives. 

But  his  attempted  comeback  in  Russian  politics  ended  disas- 
trously. After  helping  to  found  Liberal  Russia,  an  anti- Putin 
party,  Berezovsky  had  an  ideological  falling-out  with  one  of  his 
two  cofounders.  Following  a  split  in  the  party,  both  men  were 
assassinated  between  2002  and  2003. 

At  the  same  time,  Berezovsky  and  his  minions  tried  to  dig 
up  dirt  on  the  president.  His  foundation  bankrolled  another 
exile,  Alexander  Litvinenko,  a  onetime  FSB  man  who  fancied 
himself  a  dogged  investigator.  Among  his  discoveries  was  what 
he  claimed  was  evidence  that  the  apartment  bombings  that 
helped  put  Putin  in  power  were  an  FSB  plot.  He  gathered  the 
information  in  an  incendiary  if  unpersuasive  book  called  Blow- 
ing Up  Russia,  and  when  it  was  published  in  2002  Lord  Bell 
organized  a  press  conference. 
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The  Kremlin  punched  back.  In  2003  it  accused  Berezovsky 
of  fraud  and  sought  extradition.  He  denied  the  charges  and 
successfully  applied  for  asylum  in  the  U.K.  Although  he  was 
denied  at  first,  a  sensational  story  emerged  about  a  Russian 
agent  purportedly  sent  to  London  to  stab  him  with  a  poison- 
filled  pen  while  he  attended  asylum  hearings.  Authorities  never 
got  to  the  bottom  of  that  one.  But  Berezovsky's  lawyers  argued 
he  had  a  well-grounded  fear  of  persecution  in  Russia. 

The  most  galling  affront  to  the  Kremlin  was  Berezovskys  role 
in  the  Ukrainian  elections.  At  the  end  of 2004  Putins  preferred  can- 
didate, Viktor  Yanukovych,  won  an  apparendy  rigged  election,  and 
Berezovskys  foundation  and  others  swept  in  to  make  grants  to 
Ukrainian  election-monitoring  groups.  The  billionaire  personally  gave 
another  $40  million  to  supporters  of  his  own  preferred  candidate, 
Viktor  Yushchenko,  to  pay  for  tents, 
sandwiches  and  the  kinds  of  organiza- 
tional details  that  made  the  Orange 
Revolution  (and  a  second  election)  pos- 
sible. So  boasts  a  Berezovsky  aide. 


A  pro-Putin  rally:  "Berezovsky,  give  us  money,"  say  discarded  signs 


More  bluster?  Berezovsky  won't  share  his  check  receipts. 
Nevertheless,  the  prospect  of  outsiders  meddling  in  elections 
rattled  Putin.  At  the  end  of  2005  the  president  proffered  a  bill  to 
increase  state  control  over  nongovernmental  organizations. 
Western  officials  claimed  it  was  yet  another  Kremlin  attempt  to 
stifle  dissent.  But  Putin  argued  that  the  law  was  designed  to 
prevent  foreign  groups  from  funding  the  political  process. 
Berezovsky's ;      dation  dismanded  its  Moscow  operation. 

Still  wing  in  the  dirt.  Litvinenko,  Berezovsky 

claims,  suppj  with  a  pile  of  evidence  documenting  crimi- 

nal activity  rhest  levels  of  the  Russian  government. 

Berezovsky  vwhere  with  this  supposed  documenta- 

tion, but  Litvuu:  least  deliver  something:  a  fantastic  p.r. 

opportunity  for  I  He  did  that  by  getting  murdered  last 

fall  with  a  dose  <  210. 

Berezovsky's  pai  ted  the  press  coverage:  Lord  Bell 

provided  publicity  p  behalf  of  the  Litvinenko  family, 

and  die  head  of  B<  ndation,  Alexander  Goldfarb, 


Y? 


became  its  spokesman.  Without  providing  evidence,  Goldfarb 
and  his  boss  openly  accused  Putin  and  his  cronies  of  the  murder. 
"Today,"  Berezovsky  said,  shortly  after  Litvinenko's  death,  "it  is 
really  bad  manners  to  support  Putin  in  the  West  because  every- 
one recognizes  he's  criminal."  Putin's  people,  in  turn,  have 
attempted  to  finger  Berezovsky  as  the  culprit — without  any  proof. 

Putin  is  enormously  popular  in  Russia,  with  an  approval 
rating  of  70%,  thanks  largely  to  high  energy  prices  that  have 
kept  the  Russian  economy  humming  and  incomes  rising.  If  he 
steps  down,  as  he  insists  he  will,  he  is  powerful  enough  to  anoint 
his  successor.  He  has  initiated  what  appears  to  be  a  horse  race 
between  two  first  deputy  prime  ministers:  Sergei  Ivanov,  a 
former  defense  minister,  and  Dmitry  Medvedev,  chairman  of 
Russia's  largest  asset,  the  state-owned  gas-  and-oil  giant 

Gazprom. 

ME  XA i/C  To  smooth  the  suc- 

cession, Kremlin-con- 
trolled newspapers  and 
broadcasters  are  trying 
to  cripple  grassroots 
opposition  in  part  by 
demonizing  Berezovsky  At  a  recent  gathering  of  6,000  or  so 
protesters  in  St.  Petersburg  one  man  appeared  carrying  a  sign 
that  read  "Berezovsky,  we're  with  you."  Kasparov,  who  organized 
the  event,  says  the  guy  was  there  just  long  enough  for  his  image 
to  be  captured  by  the  cameras.  Sure  enough,  broadcasts  and 
newspapers  played  up  the  mysterious  man  with  the  sign. 

Journalists  have  even  claimed  that  Berezovsky  may  be  in 
cahoots  with  Uncle  Sam.  Just  days  after  the  Moscow  demonstra- 
tion the  press  noted  that  Berezovsky's  comments,  the  protests  and 
a  U.S.  State  Department  report  critical  of  Russia  all  came  within 
weeks  of  one  another.  This  was  "not  coincidental,"  reported  state- 
owned  Channel  One.  "How  did  it  happen  that  Boris  Berezovsky 
appeared  before  journalists  in  London  right  before  the  events  in 
Moscow  and  told  of  the  revolution  he  was  preparing  in  Russia?" 
mused  a  piece  in  the  newspaper  Nezavisimaya  Gazeta,  which  also 
alleges  a  U.S.  connection. 

Berezovsky's  outbursts  have  led  some  dissidents  to  wonder 
which  side  he's  really  on.  Wouldn't  a  real  revolutionary  keep 
quiet  about  his  plans?  A  bizarre  theory  circulating  among 
Kremlinologists  is  that  Berezovsky  and  Putin  have  a  pact  to 
slog  it  out  in  public  so  that  the  president  can  use  the  resulting 
instability  as  a  pretext  for  remaining  in  power. 

"I  can't  really  decide  whether  this  person  is  an  idiot  or  just  a 
provocateur,"  writes  Yabloko's  Ilya  Yashin  on  his  popular  blog. 
"Doesn't  he  understand  that  he  gives  ideal  trump  cards  to  the 
Kremlin  propagandists?  More  likely  he  understands  and  does  it 
on  purpose." 

"You  may  trust  me,  you  may  not,"  Berezovsky  says.  "I  just 
report  to  you:  It's  a  serious  fight.  I  am  seriously  preparing  to 
change  the  existing  political  system  in  Russia."  Is  he?  Who's 
telling  the  truth?  As  Winston  Churchill  said,  Russia  is  a  riddle 
wrapped  in  a  mystery  inside  an  enigma.  F 

Additional  reporting  by  Nikolay  Borisov. 
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Pitney  Bowes  mailstream  solutions  manage  the  flow  of  confidential  medical  records, 
making  customers  feel  more  secure  -  even  the  smallest. 

His  medical  history  is  just  beginning.  But  should  this  information  ever  fall  into  the  wrong  hands,  it's  more  than  a  clerical 
mix-up,  it's  a  legal  nightmare.  Using  our  file-based  processing  solutions,  healthcare  service  providers  can  deliver 
government-mandated  patient  communications  with  rigorous  accuracy.  So  everyone  breathes  easier.  This  is  just  one  of 
the  ways  Pitney  Bowes  is  merging  the  boundaries  of  mail  and  data  into  mailstream  solutions  that  are  helping  many  Fortune 
500® companies  stay  compliant,  competitive  and  profitable.  What's  next?  Visit  pb.com/whatsnext  and  see  foryourself. 

Pitney  Bowes 

Engineering  the  flow  of  communication 


Work  Ethic 


New  Britannia 


An  immigration  experiment  with  young  Poles  and  Czechs  has  kept  the 
U.K/s  economy  in  gear  |  By  Stephane  Fitch 


Pole  position:  Marcin  Zakrzewski,  27,  keeps  production  humming  at  Formax  UK,  a  fiberglass  fabric  maker. 


THREE  YEARS  AGO  25-YEAR-OLD 
Dominika  Wosik  stepped  off  a 
flight  from  her  native  Poland  to 
London's  Heathrow  Airport  and 
marched  through  the  terminal  to 
immigration.  She  handed  over  her  passport 
and  looked  the  agent  straight  in  the  eye;  she 
intended  to  find  a  job  and  had  no  definite 
plans  to  leave  at  all. 

Find  a  job?  In  most  countries,  Wosik 
would  have  been  placed  on  a  plane  straight 
back  to  Warsaw.  Not  in  todays  Britain.  The 
customs  man  simply  nodded,  stamped 
passport  and  waved  her  through.  A 
sik  was  happily  toiling  as  a  wait- 
1  hues  the  wage  she  could 
make*  Lsh  back  home. 

The  UK!  as  itation  extends  to  Poland, 
the  Czech  Republic  and  six  other  eastern  Eu- 
ropean countru  she  European 
Union  as  junior  members.  When  those  coun- 


tries got  "accession"  status  in  the  EU  in  2004, 
France,  Germany  and  most  of  Old  Europe 
banned  their  workers  from  coming  in  until 
the  countries  gained  full-member  status.  But 
the  U.K.,  Ireland  and  Sweden  said,  "C'mon!" 
Some  500,000  workers  from  the  former 
Soviet  bloc  have  registered  with  Britain's 
Home  Office  since  2004.  Up  to  another  half- 
million  have  come  in  intending  to  start  a  busi- 
ness or  be  self-employed.  They're  not  required 
to  register. 

Some  return  home,  but  still,  for  an  island 
nation  of  60  million  people,  this  is  a  lot  of 
new  blood.  Over  the  same  period  the  U.S. 
(pop.  300  million)  has  allowed  just  560,000 
workers  legal  entry  into  its  labor  market. 
Imagine  the  U.S.  had  instead  handed  out  9 
times  that  many  green  cards,  and  you've  got 
a  clue  as  to  what's  up  in  Britain.  (Ireland,  with 
a  population  of  4  million,  has  allowed 
200,000  workers  into  its  labor  pool.) 


The  benefits  have  far  outweighed  the 
problems.  Of  the  eastern  Europeans  who  have 
poured  into  Britain,  98%  are  working,  80% 
are  younger  than  35  and  all  are  barred  from 
receiving  the  dole  until  they've  worked  at  least 
a  year.  So  public  spending  to  support  the  in- 
flux has  been  negligible.  And  the  newcom- 
ers have  helped  sustain  a  boom.  International 
Monetary  Fund  economist  Dora  Iakova  has 
modeled  what  she  terms  the  "immigration 
shock"  and  is  convinced  it  boosted  real  eco- 
nomic growth  in  Britain  by  at  least  0.2  of  a 
percentage  point  per  year  after  2004,  help- 
ing the  country  overcome  an  uptick  in  inter- 
est rates.  Although  a  good  lot  of  the  natives 
grumble,  the  IMF  cites  evidence  that  the  east- 
ern invasion  is  not  responsible  for  a  rise  in  i 
domestic  unemployment. 

Assuming  the  newcomers  improve  I 
their  English  and  grow  more  productive, 
Iakova  figures  they  will  boost  growth  even  q 
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more  over  the  coming  decade.  And  the 
downward  pressure  on  British  wages  is  just 
temporary,  she  says.  Meantime,  its  brought 
some  relief  on  consumer  prices  in  an 
expensive  locale. 

It's  not  just  plumbers  and  maids  for 
Londoners.  Near  the  English  Midlands  town 
of  Leicester,  Oliver  Wessely's  company  is 
heavily  reliant  on  the  Poles  who  have  poured 
into  the  area  in  search  of  manufacturing  jobs. 
Wessely  runs  Formax  UK,  which  makes  ex- 
pensive stitch-bonded  fiberglass  and  car- 
bon fabrics  for  use  in  industry. 

When  Wessely  started  the  busi- 
ness with  one  stitch-bonding 
machine  in  the  shell  of  an  old  towel- 
ing factory  in  1999,  he  found  pretty 
good  demand  for  "multiaxial  rein- 
forcements"—they're  strong,  stiff 
lightweight  cloths  used  in  boat  hulls 
and  construction  materials.  But  he 
struggled  to  find  enough  workers  to 
operate  his  machine  for  three  full 
shifts  through  the  week.  "A  commit- 
ted English  worker  is  a  gem.  But  we 
just  weren't  getting  good,  committed 
English  labor,"  says  Wessely.  By  2003 
he'd  added  a  machine,  along  with  four 
more  workers,  but  his  factory  was  still 
dark  on  weekends. 

Then  came  the  Poles.  "The  differ- 
ence in  the  mentality  between  the  av- 
erage guy  from  town  and  these  guys 
whod  come  all  the  way  from  Poland  was 
huge,"  says  Wessely.  "They  just  get  on 
with  it.  Never  a  complaint.  They're  all 
very  technical.  It  was  a  huge  relief?'  He 
has  purchased  three  more  stitch-bond- 
ing machines  since  2004,  hired  more 
Poles,  a  Hungarian  and  two  eastern  Ger- 
mans and  moved  to  a  24/7  schedule.  Now 
40%  of  his  workforce  is  from  the  old  Soviet 
bloc,  and  sales  have  been  rising  40%  a  year 
to  $15  million. 

The  additional  labor  has  allowed  him  to 
start  manufacturing  some  lower-margin, 
higher-volume  orders — the  kind  that  give 
him  access  to  the  biggest  customers.  And  the 
wages  Wessely  pays  are  a  good  three  times 
what  the  Poles  on  his  factory  floor  make  back 
home.  "These  guys  thank  you  for  letting  them 
come  to  work,"  says  Wessely.  "They  call  you 
'boss'  and  smile  when  you  walk  by.  It's  great." 

"The  U.K.  government  showed  tremen- 
dous foresight,"  says  Peter  Sk     nan,  who 


runs  an  employment  research  institute 
financed  by  outsourcing  giant  Adecco  Group 
and  has  studied  the  immigration  wave  to 
Britain.  The  country  was  nursing  a  startling 
deficit  of  skills.  A  third  of  U.K.  adults  lack 
basic  high-school  aptitude,  half  lack  any 
proficiency  in  numbers  and  a  seventh  are 
functionally  illiterate,  according  a  recent  gov- 
ernment-commissioned report  by  Lord 
(Sandy)  Leitch.  Eastern  Europe,  meanwhile, 
has  a  tradition  of  heavy  subsidies  to  educa- 


Came  knocking:  Dominika  Wosik,  28,  is  in  film  production. 

don,  a  wealth  of  grads  from  technical  schools 
and  colleges  and  a  paucity  of  jobs.  Says 
Siderman,  "The  U.K.  attitude  was  'Let's  get 
them  before  anybody  else  does — let's  get  the 
cream  of  the  crop.'" 

The  results  extend  beyond  England  and 
manufacturing.  Raspberries  dot  the  lush  hill- 
sides around  Blairgowrie,  Scotiand,  where 
Ewen  Mclntyre  says  his  100-acre  farm  is  thriv- 
ing thanks  to  new  Europeans.  The  boyish  48- 
year-old's  family  has  been  cultivating  berries 
for  generations,  and  he  is  passing  his  busi- 
ness to  his  own  son.  But  take  away  the  Czechs, 
he  say's,  pointing  out  his  kitchen  window,  "and 
we  wouldn't  have  any  of  this." 


That  is  because  Scodand  has  all  but  ex- 
ited the  traditional  low-end  business  that 
Mclntyre  calls  raspberry  "pulp" — small  Clova 
berries  that  could  be  sloppily  picked  by  the 
bucketful,  frozen,  then  sold  to  jam  produc- 
ers or  clothing  dyers.  That  business  relied  on 
busloads  of  Scottish  schoolchildren,  who  were 
paid  just  enough  to  buy  school  uniforms.  The 
raspberry  pulp  business  began  failing  in  Scot- 
land when  imports  kicked  in — suddenly 
Scots  were  competing  with  the  rest  of  the 
world;  the  price  of  raspberry  pulp  hit 
$1,000  per  ton  in  1980  and  hasn't 
budged  much  since. 

So  farmers  like  Mclntyre  switched 
to  the  fresh  fruit  aisle,  where  the  Glen 
Ample  raspberry  rules.  They're  worth 
$10,000  a  ton.  But  harvesting  them 
isn't  for  kids.  The  fruit  in  each  plot  has 
to  be  picked  in  a  48-hour  window, 
ripe  enough  but  not  too  ripe.  It  has  to 
be  separated  from  the  bush  carefully, 
so  it  is  still  whole,  and  placed  deli- 
cately in  a  clear  plastic  tray  that  wdl 
make  it  look  appealing  at  the  grocery 
store.  Pickers  have  to  tie  their  hair 
back,  wash  their  hands  continually, 
remove  all  earrings  and  piercings.  Its 
painstaking  work. 

The  harvest  work  is  six  days  a 
week,  nine  hours  a  day.  The  Polish  and 
Czech  pickers  that  Mclntyre  hires 
aren't  just  saving  for  grade-school 
uniforms— most  are  on  break  from 
university  studies,  and  the  $100-a-day 
wage  they  make  on  average  is  six  times 
the  minimum  wage  back  home.  They 
live  on  the  farms  for  free,  so  the  money 
they  make  in  a  month  can  nearly  cover 
their  expenses  for  the  year. 
"Every  year  I  think  I'm  going  to 
retire,  but  the  business  keeps  getting 
better'  says  William  Mclntyre,  who  farms  15 
acres  up  the  road  from  his  cousin. 

In  London,  much  has  changed  for 
Dominika  Wosik.  The  $2,400  a  month  she 
was  pulling  down  in  Soho  was  fine,  but  she 
had  her  college  degree  and  she'd  grown  up 
dreaming  of  being  a  filmmaker.  Her  easy 
command  of  English,  relendess  husde  and 
good  looks  got  her  noticed  by  a  patron,  a 
manager  in  the  London  office  of  commer- 
cial film  producer  Radical  Media.  He  hired 
Wosik  as  a  production  assistant.  She's  mov- 
ing up  in  the  company.  F 
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Of  course,  records  are 
meant  to  be  broken 
—  every  day  the 
population  grows 
and  more  people  use 
energy.  It's  also  true  that  because 
electricity  use  tends  to  track  real 
gross  domestic  product,  such  record- 
breaking  indicates  a  strong  economy. 
But  according  to  the  North  Ameri- 
can Electric  Reliability  Corporation's 
(NERC)  recent  assessment,  the  mar- 
gins between  peak  electric  demand 
and  total  installed  generation  capac- 
ity are  narrowing  in  most  regions  of 
the  U.S.  Over  the  next  three  years, 
these  margins  will  likely  drop  below 
minimum  regional  target  levels  in 
New  England,  the  mid-Atlantic,  the 
Midwest,  Texas  and  the  Rocky 
Mountains.  After  2010,  you  could 
add  the  entire  West,  as  well  as  the 
Southwest,  to  the  list. 

This  comes  as  the  nation  looks 
for  ways  to  address  climate  change. 
In  2004  and  2005,  the  power  sector 
accounted  for  63%  of  all  carbon 
dioxide  and  other  greenhouse  gases 
reduced,  avoided  or  sequestered 


under  voluntary  programs.  While  the 
industry  would  support  a  national 
climate  change  policy  that,  among 
other  things,  is  technology-driven, 
economy-wide  and  minimizes  nega- 
tive economic  impacts,  it  is  also 
promoting  policies  and  initiatives  for 
new,  cleaner  technologies,  including 
energy  efficiency  and  carbon  capture 
and  storage. 

Right  now,  to  meet  the  growing 
demand,  widen  those  capacity  mar- 
gins, strengthen  the  system  and  boost 
clean  technologies,  shareholder- 
owned  electric  utilities  are  making 
massive  investments  in  America's 
electric  future.  The  capital  expendi- 
tures for  power  plants,  expanded 
transmission  and  distribution  facili- 
ties, and  environmental  controls  are 
breathtaking. 

NOT  JUST  MONEY, 
AN  INVESTMENT 

Generation.  In  2006,  shareholder- 
owned  utilities  put  more  than  5,500 
megawatts  (mW)  of  generation 
capacity  online  and  announced 
plans  for  an  additional  34,000  mW. 


The  Energy  Information  Adminis- 
tration (EIA)  forecasts  a  need  for 
more  than  50,000  mW  by  2014  and 
also  projects  that  by  2030,  the  coun- 
try will  need  258,000  mW  of  new 
capacity  at  a  projected  cost  of  $412 
billion  (2005  dollars). 

This  new  capacity  will  include 
clean  coal  technologies  to  take 
advantage  of  the  most  abundant 
energy  resource  in  a  cleaner,  more 
efficient  way.  It  will  also  employ 


Edison  Electric 
institute 


THOMAS  R.  KUHN 

PRESIDENT 

EDISON  ELECTRIC  INSTITUTE 

By  2030,  the  country's  population  will  have  grown  23%,  GDP  will  have  risen  by  almost  75%  and  both 
will  result  in  the  country  using  40%  more  electricity  than  it  does  today,  according  to  projections  from 
the  federal  government.  This  growth  will  require  258  gigawatts  of  new  generating  capacity  —  or  the 
equivalent  of  more  than  800  medium-sized  power  plants  —  as  well  as  the  infrastructure  to  deliver  it. 

The  nation's  shareholder-owned  electric  companies  have  already  begun  the  investment  for  the  21st  century. 
We  brought  5.5  gW  online  in  2006  and  announced  plans  for  34  more.  Capital  expenditures  for  transmission 
are  growing  at  levels  not  seen  in  30  years,  annual  spending  on  distribution  systems  and  advanced  meters  is 
rising  steadily  and  environmentally  related  capital  expenditures  have  doubled  from  2005  to  2006. 

Electric  companies  are  also  expanding  energy  efficiency,  demand  response  and  "smart"  technologies. 
Through  greater  energy  efficiency,  utilities  and  their  customers  can  help  address  the  mutual  goals  of 
greater  reliability,  power  quality,  environmental  protection  and  cost  control.  Developing  state  regulatory 
policies  that  make  energy  efficiency  a  sustainable  business  for  utilities  is  a  crucial  part  of  the  solution. 

We  also  are  addressing  global  climate  change  and  impressing  upon  policy  makers  that  to  be  effective, 
any  long-term  strategy  for  reducing  the  nation's  greenhouse  gas  emissions  must  be  technology-driven, 
be  economy-wide  and  minimize  cost  increases. 
For  more  information  on  the  nation's  electric  future,  please  visit  www.eei.org 
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advanced  nuclear  units  that  are 
smaller  but  have  greater  capac- 
ity, and  new  wind  power  and 
other  renewable  power  sources. 

Transmission.  Expanding  and 
modernizing  the  country's 
200,000  miles  of  high-voltage 
transmission  has  ramped  up  in 
recent  years.  Reliable  electric 
service  and  efficient  regional 
electricity  markets  depend  on 
strong  transmission  systems.  In 
2005,  shareholder-owned  utili- 
ties invested  $5.8  billion  in 
transmission,  18%  more  than 
the  year  before.  From  2006  to 
2009  those  companies  plan 
investments  of  $31.5  billion, 
and  NERC  projects  that  we  will 
need  12,500  miles  of  new  cross- 
country transmission  by  2014. 

Some  of  the  technologies  sup- 
porting this  expansion  range  from 
new  types  of  high-capacity  and 
superconducting  lines  to  lightning- 
quick  electronic  switching  controls 
and  equipment  that  helps  integrate 
new  renewable  power  sources  into 
the  grid. 


2006  CAPITAL  EXPENDITURES 
FOR  SHAREHOLDER-OWNED 
ELECTRIC  UTILITIES 

$59.9  BILLION  (25%  OVER  2005) 


Generation 


Transmission 


Environment 


Distribution 


Source:  Edison  Electric  Institute 

Delivery.  The  distribution  sys- 
tems that  deliver  power  from  the 
transmission  lines  to  your  business, 
neighborhood  and  home  need 
updating  and  expansion  too.  That 
will  do  three  things:  give  customers 
increased  control  over  their  usage; 
allow  the  utility  to  offer  them 
more  services;  and  strengthen  the 
reliability  of  the  entire  system. 
Between  2000  and  2005,  share- 


holder-owned electric  utilities 
increased  their  annual  invest 
ments  in  this  area  by  11%  to 
$14.6  billion.  For  the  next  10 
years,  it  will  be  $13  billion  to 
$14  billion  annually,  and  this 
includes  building  an  advanced 
meter  infrastructure  (AMI) 
system  that  provides  two-way 
communication  between  the 
customer's  meter  and  the 
utility. 

Emissions.    According  to 
Securities  and  Exchange  Com 
mission  filings,  shareholder- 
owned   utilities   spent  $3.2 
billion  in  2005  on  environ 
mentally  related  capital  expen 
ditures  and  expect  to  spend  double 
that  in  2006.  The  Environmental 
Protection  Agency  estimates  that  the 
electric  power  industry  will  need  to 
spend  close  to  $50  billion  between 
now  and  2025  to  comply  with  just 
two  new  federal  regulations  —  the 
Clean  Air  Interstate  and  the  Clean 
Air  Mercury  rules.  Possible  regula 
tions  to  control  greenhouse  gas 
emissions  will  add  to  that  total. 
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PRESIDENT 

RENEWABLE  ENERGY  ASSOCIATION  OF  SPAIN  (APPA) 

£\  ince  the  1970s,  a  great  deal  has  happened  in  Spain  in  the  way  of  its  political,  economic,  commer- 
^cial  and  cultural  landscape.  By  establishing  an  effective  democracy,  becoming  a  leading  member  of 
V^the  European  Union  and  building  a  flourishing  economy,  Spain  has  become  an  international  focal 
point  for  business  and  technology,  and  a  force  to  be  reckoned  with. 

Spain  is  a  technologically  and  industrially  advanced  country  committed  to  innovation,  research  and  devel- 
opment, both  through  its  government  and  through  its  private  sector.  The  country  is  determined  to  deepen 
and  intensify  its  productive  specialization  in  industries  that  depend  on  technology  and  innovation. 

t 

espana, 
technology 
for  life. 

One  of  the  areas  of  world-renowned  success  for  Spain  today  is  the  renewable  energy  industry.  Fueled 
by  a  rich  history  and  tradition  of  using  windmills  and  local  technological  developments,  and  boasting 
beautiful  and  constant  sunny  weather,  Spain  has  become  a  world  leader  and  a  powerhouse  in  renewable 
energy.  In  fact,  Ernst  &  Young's  Renewable  Energy  Attractiveness  Index  has  rated  Spain  the  most  attrac- 
tive country  in  the  world  for  wind  power  for  two  consecutive  years. 

Carbon,  capture  technology  will  be  installed 
at  Northeastern  Station  in  Oologah.  Oklahoma 


The  Innovation  Continues. 

American  Electric  Power  has  been  recognized  for  innovation  in  the  electric  utility  industry  for  a  century. 
And  AEP  continues  to  put  its  spirit  of  innovation  to  work  as  it  steps  forward  with  plans  to  install  carbon 
capture  technology  on  two  of  its  coal-fueled  power  plants.  These  landmark  projects  will  be  the  first 
commercial  use  of  carbon  capture  technologies  to  significantly  reduce  carbon  dioxide  emissions  from 
existing  plants.  As  one  of  the  largest  electric  utilities  in  the  U.S.,  AEP  is  committed  to  harnessing  break- 
through technologies  that  allow  coal  to  be  used  in  a  more  environmentally  responsible  way  to  ensure 
energy  for  future  generations. 
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For  more  information  visit  AEP.com 
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ENERGY  EFFICIENCY 
IS  THE  FIRST  FRONT 

Investing  in  energy  infrastruc- 
ture is  necessary,  but  unless  the 
country  dramatically  improves 
its  ability  to  use  existing  energy 
resources  more  efficiently,  it 
won't  be  enough.  Energy  effi- 
ciency is  one  resource  that  a 
utility  can  put  to  use  immedi- 
ately. It  does  not  have  to  be 
sited,  it  creates  no  greenhouse 
gas  emissions,  it  increases  cus- 
tomer control  of  usage  and  it 
can  lower  the  electric  bill.  Effi- 
ciency programs  tend  to  be 
much  less  expensive  than  building  a 
power  plant,  and  energy  saved  helps 
defer  investment  in  other  resources. 

The  crucial  part  of  this  effort  is  to 
change  the  regulatory  approach  to 
efficiency,  treating  efficiency  as  you 
would  traditional  supply-side  alter- 
natives, like  new  power  plants  or 
transmission  lines.  How  do  we  actu- 
ally make  energy  efficiency  a  sus- 
tainable business? 

Since  1989,  utility  efficiency  initia- 
tives have  helped  consumers  save 


nearly  797  million  mWh  —  enough 
to  power  70  million  homes  for  a 
year.  But,  if  you're  trying  to  reduce 
the  use  of  your  product,  how  do  you 
raise  revenues  that  in  turn  can  be 
invested  in  the  new,  cleaner  technolo- 
gies required  to  meet  the  country's 
economic  and  environmental  goals? 

Over  the  years,  utilities  and  reg- 
ulators have  developed  tools  that 
can  both  create  incentives  and 
remove  disincentives  to  the  energy 
efficiency  business.  There  are  several 


approaches,  and  each  utility 
and  each  state's  regulatory 
commission  can  work  together 
to  develop  a  plan  for  their  par- 
ticular territory. 

Energy  efficiency  can  expand 
on  several  fronts.  First,  elec- 
tric utilities  are  supporting 
advanced  technologies  such 
as  plug-in  hybrid  electric  vehi- 
cles (PHEVs),  which  can  dra- 
matically reduce  gasoline  con- 
sumption and  cut  air  emissions 
significantly.  Plus,  owners  tend 
to  charge  PHEV  batteries  at 
night,  during  less  expensive  off- 
peak  generation  times,  keeping 
energy  costs  low  for  customers. 
Because  up  to  40%  of  generation 
capacity  is  idle  at  night,  the  utility 
could  maximize  the  system's  effi- 
ciency. According  to  the  Department 
of  Energy,  current  capacity  could 
support  more  than  180  million 
PHEVs. 

Appliances  now  use  two-thirds  of 
the  electricity  in  the  average  Ameri- 
can household  and  are  projected  to 
take  up  three-quarters  of  that  load 
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MICHAEL  G.  MORRIS 

CHAIRMAN,  PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
AMERICAN  ELECTRIC  POWER 

For  more  than  100  years, American  Electric  Power  (AEP)  has  maintained  innovative  leadership  in  the 
electric  utility  industry.  That  history  continues  today,  with  AEP's  plans  to  install  carbon  capture  tech-, 
nology  on  two  of  its  coal-burning  plants  —  the  first  commercial  use  of  carbon  capture  technologies 
to  significantly  reduce  carbon  dioxide  emissions  from  existing  plants. 

The  company  has  also  committed  to  building  the  first  large-scale  integrated  gasification  combinec 
cycle  (IGCC)  clean-coal  plants  in  the  U.S.  And  AEP  is  building  a  600  megawatt  power  plant  in  southwes 
Arkansas  using  an  advanced  coal  combustion  technology  called  "ultra-supercritical,"  the  first  use  of  tha 
technology  in  the  U.S. 

AEP  is  one  of  the  largest  electric  utilities  in  the  U.S.,  with  more  than  5  million  customers  in  1 1  states 
it  ranks  among  the  nation's  largest  generators  of  electricity  and  owns  the  nation's  largest  electricity  trans 
mission  system.  Utility  units  operate  as  AEP  Ohio,  AEP  Texas,  Appalachian  Power  (in  Virginia  and  Wes 
Virginia),  AEP  Appalachian  Power  (in  Tennessee),  Indiana  Michigan  Power,  Kentucky  Power,  Public  Service 
Company  of  Oklahoma  and  Southwestern  Electric  Power  Company  (in  Arkansas,  Louisiana  and  eas 
ess).  AEP's  headquarters  are  in  Columbus,  Ohio. 

For  more  information,  visit  www.AEP.com 


U.S.  ECONOMIC  GROWTH  IS  LINKED  TO  ELECTRICITY  GROWTH 
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1 985  represents  the  base  year.  Graph  depicts  increases  or  decreases  from  the  base  year. 
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by  2030.  On  the  demand  side,  the 
industry  supports  greater  efficiency 
standards  for  appliances,  from 
refrigerators  to  computers.  On  the 
supply  side,  it  supports  higher  effi- 
ciency standards  for  new  equipment 
like  distribution  transformers  — 
with  41  million  of  them  on  the  grid, 
even  a  small  efficiency  improvement 
creates  significant  energy  savings. 

Building  efficient  homes,  stores 
and  offices  offers  an  opportunity  to 
build  in  efficiency  savings  from  the 
beginning.  Electric  utilities  are 
working  to  increase  efficiency  stan- 
dards for  buildings  and  new  homes 
via  heating  and  cooling  systems  and 
construction  practices. 

The  expansion  of  AMI  is  crucial. 
Communicating  how  prices  vary 
during  the  day  gives  customers  the 
information  to  control  their  energy 
use  and  keep  their  bills  low.  With 
demand-response  programs  the  util- 
ity and  customer  mutually  adjust  the 
customer's  energy  usage,  allowing  the 
company  to  "dispatch"  efficiently  at 
peak  times  as  it  might  otherwise  dis- 
patch to  another  power  plant. 


Source:  U.S.  Department  of  Energy,  Energy  Information 
©  2007  Edison  Electric  Institute.  All  rights  reserved. 

Supporting  tax  policies  that  encour- 
age efficiency  is  an  important  part  of 
an  energy  resource's  success.  These 
policies  include: 

•  Tax  incentives  for  PHEVs  and 
building  and  appliance  efficiency 

•  Reducing  the  depreciable  lives  for 
smart  meters  and  new  distribution 
technologies  so  we  can  spur  the 
installation  of  AMI  and  continue 
modernizing  the  system  as  technol- 
ogy advances 

•  Making  the  dividend  tax  reduction 
permanent,  which  strengthens  the 
companies  investing  in  the  nation's 
electric  system 

The  capital  expenditures  are  enor- 


Administration  (EIA). 

mous,  but  expanding  and  strengthen- 
ing the  power  infrastructure,  installing 
clean  technologies,  addressing  climate 
change  and  promoting  energy  efficiency 
are  all  necessary  to  meet  the  needs 
of  America's  electric  future. 
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CHAIRMAN,  PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
SOUTHERN  COMPANY 
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ore  and  more  people  move  to  the  South  each  day.  In  fact,  the  U.S.  Census  Bureau  estimates  that 
by  the  year  2030,  40%  of  Americans  will  live  in  the  region  that  stretches  from  Texas  to  Virginia.  | 
And  many  of  these  new  neighbors  will  look  to  Southern  Company  to  serve  their  energy  needs. 
At  Southern  Company,  we're  poised  to  meet  rising  electricity  demand  by  pursuing  a  balanced  approach 
to  energy,  including  nuclear  power  —  a  clean,  safe  and  economical  form  of  generating  electricity.  And 
we're  developing  new  technologies  that  will  allow  us  to  use  coal,  our  nation's  most  abundant  energy 
resource,  in  a  cleaner,  more  efficient  manner.  Natural  gas,  the  fuel  of  choice  for  electric  generation  in 
recent  years,  remains  an  important  option  for  us,  as  does  renewable  energy. 

In  fact,  we're  assessing  biomass  and  wind  as  possibilities,  and  we  continue  to  promote  energy  efficiency 
by  working  with  our  customers  to  reduce  energy  use  in  their  homes  and  businesses. 

Energy  needs  are  growing,  and  Southern  Company  is  implementing  effective  solutions  to  keep  up  with 
that  growth. The  nation's  economy,  quality  of  life  and  ability  to  compete  in  the  world's  markets  will  depenc 
on  a  reliable  and  affordable  energy  supply  —  and  one  that  can  meet  the  requirements  of  ever-increasinc 
environmental  standards. 
For  more  information,  please  visit  www.southerncompany.com. 


From  the  Hudson  Valley  to  the  Silicon  Valley  —  and  everywhere  in  between  —  as  the  American  economy 
|i  grows,  so  does  our  need  for  safe,  reliable  electricity.  A  need  which  will  grow  40%  by  2030* 

This  is  why  America's  shareholder-owned  electric  companies  are  investing  billions  of  dollars  in  next 
I  generation  power  plants,  environmental  improvements,  and  enhanced  electric  delivery  systems.  We  are  building 
to  keep  America's  electric  future  shining  brightly.  For  more  information,  visit  www.eei.org. 


'  America's  Shareholder-Owned  Electric  Companies  ' 

L       REAL  ASSETS.   REAL  SERVICE.   REALGROWTH.  J 
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*US  Department  of  Energy,  Energy  Information  Administration,  Annual  Energy  Outlook,  February  2007. 
©2007.  By  the  Edison  Electric  Institute.  All  rights  reserved. 


Street  Scandal 


Fall  Guys 

In  the  still  simmering  scandal  over  illegal 
market  timing  at  mutual  funds,  complicity  and 
accommodation  reigned  at  the  highest  levels  of 
Wall  Street.  So  why  were  only  low-level  brokers 
punished?  By  Neil  Weinberg  and  Matthew  Rand 


Mark  Hurant 

"We  got  approvals  for  everything,  but 
we  can't  get  our  names  back." 

PHOTOGRAPHS  BY  RAINF.R  BEHRENS  FOR  FORBES 
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JAMES  E.  CAYNE  HAS  SPENT  A  DECADE 
tripling  revenue  at  Bear  Stearns,  the 
fifth-largest  brokerage  firm  on  Wall 
Street,  with  an  army  of  1 3,500  employ- 
ees, $52  billion  in  client  assets  under 
management  and  $2  billion  in  profits.  But  his 
firm  also  was  the  "hub  that  connected  the 
many  spokes"  of  an  illegal  trading  ring,  the 
Securities  &  Exchange  Commission  has 
charged.  Bear  Stearns  paid  $250  million  last 
year  to  settle  the  SEC  case. 

In  other  industries  a  boss  might  get  fired 
for  tacit  knowledge — or  malign  neglect — of 
a  multimillion-dollar  fraud  humming  away 
inside  his  company.  Peter  Dolan  got  booted 
from  Bristol-Myers  Squibb  in  September, 
amid  a  criminal  probe  of  his  dealings  with 
another  drug  firm.  Software  maker  McAfee 
and  several  other  firms  have  axed  senior 
management  for  backdating  stock  options 
and  covering  it  up.  Chief  Executive  Klaus 
Kleinfeld  is  taking  the  fall  at  Siemens  in  the 
wake  of  corruption  lower  down. 

But  Cayne  earned  $38  million  in  total 
compensation  in  2006,  even  as  his  firm  paid 
out  the  quarter-billion  in  fines.  On  Wall  Street 
only  the  minions  pay  with  their  careers,  and 
at  Bear  Stearns  one  such  underling  was  Mark 
Hurant.  He  was  fired  when  prosecutors  came 
howling  after  market  timers  in  late  2003,  with 
Bear  Stearns  throwing  him  out  of  the  sleigh 
for  flouting  firm  rules. 

After  Bear  branded  Hurant  a  wrongdoer, 
state  regulators  restricted  his  activities  and  15 
firms  on  Wall  Street  rejected  him  for  jobs. 
He  remains  unemployed.  "You  guys  are  ra- 
dioactive," one  headhunter  told  him.  Hurant, 
59,  has  had  to  crack  open  his  retirement  ac- 
count to  pay  his  bills.  His  marriage  is  suffer- 
ing. He  is  on  medication  for  anxiety  and  de- 
pression. "This  has  been  devastating,"  he  says. 

Yet  Hurant  never  was  personally  charged 
with  any  securities  violations.  His  actions 
were  well-known  by  Bear  Steams'  compli- 
ance overseers,  accounting  department,  a 
trading-desk  boss  and  a  private-client  boss — 
and  no  one  above  him  took  any  hit.  "We  got 
approvals  for  everything  we  did,  but  we  can't 
get  our  names  back,"  Hurant  says. 

"They  destroyed  our  lives,"  says 
Matthew  Mills,  a  Hurant  protege  who  also 
lost  his  job  when  Bear  Stearns  moved  to 
mollify  regulators.  Mills,  33  and  married 
with  two  children,  has  been  unable  to  get 
rehired  on  Wall  Street.  Forced  to  sell  his 


V 


First  Republic  Bank 

It's  a  privilege  to  serve  you® 


"After  comparing  several  firms,  I  selected 
First  Republic  to  handle  my  family's  trust 
and  mortgage  needs.  I'm  very  impressed 
with  their  responsiveness  and  service." 
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Street  Scandal 


home,  he  has  turned  to  roofing  jobs  to 
support  his  family.  "My  wife  had  a  stress 
disorder.  Headhunters  won't  talk  to  me. 
And  I  know  people  convicted  of  crimes 
who  are  working  on  Wall  Street." 

Hurant  is  now  seeking  $30  million  in 
a  complaint  he  has  filed  with  the  National 
Association  of  Securities  Dealers.  It 
alleges  Bear  fired  him  to  "burnish  its  cor- 
porate image  and  placate  regulators— all 
at  the  expense  of  Hurant,  his  career  and 
his  family."  His  colleague  Mills  demands 
$10  million. 

Their  cases  come  amid  a  rare  litany  of 
multimillion-dollar  victories  for  five  low-level 


employees  fired  at  three  brokerage  firms  im- 
plicated in  the  market-timing  scandal.  The 
largest  was  $14  million  awarded  by  the  New 
York  Stock  Exchange  to  three  Merrill  Lynch 
brokers  in  2005.  Separately,  two  axed  brokers 
for  Citigroup  just  settled  their  complaints  this 
spring.  As  in  Hurant's  plea,  the  crux  of  the 
cases  is  that  their  employers  wrongly  labeled 
them  rogue  employees. 

"Wall  Street  was  in  on  it.  Mutual  funds 
were  in  on  it.  So  it  smacks  of  gross  unfair- 
ness that  people  below  a  certain  level  get 
scapegoated  and  the  masterminds  walk 
away,"  says  Jacob  Zamansky,  attorney  for 
Mark  Hurant,  Michael  Silver  and  three 


other  brokers  at  two  other  firms  implicated 
in  the  investigations. 

At  Bear  Stearns  traders  built  up 
a  thriving  volume  in  fund- 
market  timing,  a  legal  if  eth- 
ically borderline  practice  that 
entails  jumping  in  and  out 
quickly  to  profit  off  short-term  price  moves 
and  the  funds'  stale  once-a-day  pricing.  Mark 
Hurant  was  personally  recruited  by  Jimmy 
Cayne  a  decade  ago  (and  he  still  recalls, 
fondly,  the  Cuban  cigars  Cayne  wielded  to 
woo  him).  Hurant,  who  generated  $3  mil- 
lion a  year  in  fees,  signed  up  ten  hedge  funds 
as  clients,  with  the  approval  of  compliance 
and  accounting.  In  2000  Cayne  promoted 
him  to  managing  director/principal. 

But  on  Sept.  3, 2003  Eliot  Spitzer,  then 
attorney  general  for  New  York  State, 
unveiled  an  investigation  into  market  tim- 
ing at  hedge  fund  Canary  Capital  Partners 
and  several  mutual  funds.  The  SEC  and 
regulators  in  Massachusetts  quickly  joined 
the  pursuit,  and  the  U.S.  Department  of 
Justice  piled  on  later  with  criminal  charges 
against  several  people  at  brokerages,  hedge 
funds  and  mutual  funds. 

SEC  investigators  charged  that  Bear 
Stearns  and  other  firms  had  committed  fraud 
by  intentionally  breaking  market-timing 
trades  into  smaller  chunks  to  hide  the 
activity  from  the  mutual  funds  they  traded. 
None  of  the  firms  contacted  would  comment. 

Hurant  says  compliance  executive 
Steven  Urcia  first  assured  him  there  was 
"nothing  to  worry  about."  Days  later  Hu- 
rant and  Mills  were  called  into  a  meeting 
with  Bear's  outside  attorneys.  "The  land- 
scape has  changed,"  one  stated.  The  brokers 
were  put  on  leave,  and  a  few  weeks  later  they 
were  fired  for  "market-timing-related  con- 
duct." Guards  walked  them  to  their  desks 
to  let  them  gather  up  family  photos,  then 
confiscated  their  ID  cards  and  escorted  them 
out  of  the  building. 

Higher-ups  got  off  scot-free.  Vincent 
Dicks  and  Steven  Dantus,  the  private-client 
heads  who  oversaw  the  timing  desk,  were  in- 
vestigated by  the  SEC  and  the  NYSE  but  weren't 
charged;  they  remain  in  senior  posts.  Yet 
Hurant  and  Mills  say  Dicks  personally 
negotiated  with  mutual  funds  to  maximize 
their  capacity  to  take  timing  trades.  When 
(Continued  on  page  160) 
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THE  PLAYERS 


When  the  strongest  field  of  the  year  gathers  for 

,  they  will  be 

a  vital  part  of  celebrating  all  that  is  new  — 
and  there  is  much  to  celebrate,  beginning 
with  the  numerous  changes  that  have 
been  made  in  the  past  year. 


2006  winner  Stephen  Ames 


THE  PLAYERS  Championship 
TPC  Sawgrass 
Ponte  Vedra  Beach,  Fla. 
May  7-13,  2007 

GOLF  CHANNEL: 

Thursday-Friday,  1  p.m. -7  p.m. 
(re-airs  9  p.m.- 12  a.m.) 
NBC: 

Saturday-Sunday,  2  p.m. -7  p.m. 
(All  live  coverage  will  he  aired  in 
high  definition.) 

"Live  at  17"  on  www.PGATOUR.com 


JsAl   J  *    •  :  i  


the  lessons  golf  teaches  us. 


Hope,  disappointment,  elation,  deflation, 
embarrassment,  pride,  rain,  sunshine  ... 

All  of  this  is  life. 
All  of  this  is  golf. 

And  what  you  learn  from  golf,  you  can  often  apply  to  life. 
Here  are  a  few  things  we've  taken  from  the  game: 

The  surest  way  to  make  another  bad  shot  is  to  think  about  your  last  bad  shot. 
So  don't  play  the  last  hole,  play  the  one  in  front  of  you. 

Anger  doesn't  accomplish  anything. 

Golf  is  a  game  of  patience  and  self-control. 

Laugh  it  off. 

Golf  makes  fools  of  us  all. 

If  you  cheat,  people  know. 

They  may  not  say  anything,  but  they  remember. 

Golf  is  about  doing  the  right  thing,  especially  when  no  one  is  looking. 

We  believe  the  golf  course  is  a  great  training  ground 
for  developing  character  and  self-esteem, 

which  is  why  so  many  of  our  people  are  active  fans  and  patrons  of  the  game. 
Our  people  are  proud  to  support  The  First  Tee. 

The  First  Tee  teaches  youngsters  who  might  never  have  the  opportunity  to  play  golf, 
how  to  play  the  game  as  it  should  be  played. 

Teaching  valuable  lessons  of  courtesy,  integrity,  friendship,  confidence 

and  perseverance,  The  First  Tee  has  impacted  the  lives  of  1.5  million  youngsters. 

The  lessons  of  golf  are  indeed  the  lessons  of  life. 


We  are  a  Proud  Partner  of  THE  PLAYERS. 


*connectedthinking 


PricewaTekhouseQdpers  @ 


'  2007  PricewaterhouseCoopers  LLP.  All  right; 
partnership)  or,  as  the  context  requires,  the  Prii 
independent  legal  entity,  "connectedthinking  is 
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"Usually,  I  annually  tell  people  that  two  or  three  key  things  have 
changed  at  THE  FLAYERS,"  said  Brian  Goin,  the  longtime  execu- 
tive director  of  the  tournament.  "This  year  I  just  say,  'Whaf  has 
stayed  the  same?' This  signifies  a  new  era  for  THE  PLAYERS  and 
the  PGA  TOUR." 

For  starters,  THE  PLAYERS  has  a  new  date,  moving  from  its  tradi- 
tional late-March  place  on  the  PGA  TOUR  schedule  to  the  second 
week  of  May  (May  7-13  this  year),  providing  ample  spacing  between 
golf's  significant  events.  This  change  is  noteworthy  for  any  number  of 
other  reasons,  not  the  least  being  that  the  weather  should  be  much  gen- 
tler and  there  will  be  additional  daylight.  With  any  luck,  things  should 
also  be  drier,  which  brings  us  to  the  next  big  change:  the  course. 

Immediately  following  last  year's  PLAYERS,  the  TOUR  began  a 
substantial  overhaul  of  THE  PLAYERS  Stadium  Course  at  TPC 
Sawgrass. While  much  of  the  slopes  on  the  mounding  have  been  soft- 
ened, most  of  the  changes  will  not  be  immediately  apparent.  The 
composition  of  every  fairway  is  dramatically  different,  beginning 
with  the  removal  of  24,000  tons  of  soil  to  allow  for  extensive 
improvements  in  irrigation.  To  get  some  feel  for  just  how  much  earth 
moving  that  required,  imagine  a  seven-mile-long  line  of  dump 
trucks,  each  filled  to  capacity,  and  you  get  the  picture.  All  that  soil  was 
replaced  by  a  mixture  that  includes  considerably  more  sand,  and  that 
will  substantially  improve  the  drainage.  While  all  this  was  going  on, 
the  drainage  systems  of  the  greens  were  improved  with  the  place- 
ment of  a  sub-air  system.  The  end  result  of  all  this  is  a  course  that  will 
play  firm  and  fast,  just  as  architect  Pete  Dye  (with  assists  from  then- 
PGA  TOUR  Commissioner  Deane  R.  Beman  and  Dye's  wife,  Alice) 
had  in  mind  when  the  course  hosted  its  first  PLAYERS  in  1982. 
Errant  drives  will  now  bounce  into  the  rough  or,  worse  yet,  into  haz- 
ards or  the  trees. 

Another  substantial  change  that  spectators  and  TV  viewers  of  GOLF 
CHANNEL  and  NBC  will  notice  is  a  new  clubhouse.  The  last  cars 
were  barely  out  of  the  parking  lot  following  last  year's  championship 
when  workers  began  leveling  the  old  clubhouse.  In  its  place  is  a 
77,000-square-foot  state-of-the-art  clubhouse  built  in  a  Mediterranean 
Revival  style  more  closely  associated  with  traditional  Florida  archi- 
tecture. Players  and  fans  will  be  in  awe  of  the  new  structure,  which 
doubles  the  size  of  the  previous  edifice,  contains  a  widespread  look  at  the 
history  and  traditions  of  the  tournament  and  the  TOUR  and  offers 
grand  views  of  the  golf  course  from  just  about  every  angle. 

The  three  Proud  Partners  of  THE  PLAYERS  — 
PricewaterhouseCoopers,  UBS  and  JELD-WEN  —  are  to  be  thanked 
for  their  support,  which  allowed  these  many  exciting  changes  to 
be  made. 

Television  viewers  will  get  a  closer  look  at  the  tournament  and  course 
via  enhanced  coverage  that  includes  limited  commercials  (approximately 
four  minutes  per  hour,  exclusive  to  the  Proud  Partners),  high-definition 
offerings  and  later  airtu  the  weekend  by  NBC.  In  total,  there  will 

be  22  hours  of  live  cove  _  not  including  prime-time  re-airing  of  the 
first  two  rounds  on  GOl  \NNEL. 

This  year's  PLAYERS  \  k  the  33rd  anniversary  of  the  champi- 

onship's 1974  debut  —  ade;  that  coincided  witn  5  k-man's  arrival  as  the 
TOUR's  second  commissu  .  ceeding  the  sain1  d  Joseph  C.  Dey, 


who  came  to  the  TOUR  after  a  long  reign  as  the  executive  secretary  of 
the  United  States  Golf  Association.  Beman  was  determined  to  elevate  the 
status  of  what  was  then  known  as  the  Tournament  Players  Championship, 
in  no  small  part  because  it  was  the  only  significant  championship  owned 
and  operated  by  the  PGA  TOUR.  (The  Masters  Tournament  is  the 
province  of  the  Augusta  National  Golf  Club;  the  U.S.  Open,  a  national 
championship,  is  conducted  by  the  USGA;  the  British  Open  is  run  by  the 
Royal  &  Ancient  Golf  Club  of  St.  Andrews;  and  the  PGA  Championship 
is  the  championship  of  the  PGA  of  America,  from  which  the  TOUR 
formally  split  in  1968.) 

As  luck  would  have  it, Jack  Nicklaus  won  the  inaugural  PLAYERS 
at  the  Atlanta  Country  Club.  It  didn't  hurt  that  Nicklaus  won  three 
of  the  first  five  championships,  either. 

In  its  fourth  year,  the  tournament  moved  to  the  Sawgrass  Country 
Club,  just  across  the  street  from  the  TOUR's  new  headquarters  and 
hard  by  the  Atlantic  Ocean,  the  effects  of  which  were  most  clearly  seen 
in  1979  when  Lanny  Wadkins  beat  Tom  Watson  by  five  strokes  in  near 
gale-force  conditions.  Wadkins  won  a  U.S.  Amateur,  a  PGA 
Championship  and  20  other  TOUR  events,  but  those  who  watched 
him  survive  Sawgrass  that  year  consider  it  easily  his  finest  performance. 

Two  years  after  it  opened  in  1980,  THE  PLAYERS  Stadium 
Course  at  TPC  Sawgrass  hosted  its  first  PLAYERS  —  although  not 
without  a  certain  amount  of  controversy.  The  course  was  carved 
through  a  swamp  so  dismal  and  unpromising  that  Dye  later  insisted 
Beman  never  showed  him  the  entire  property,  only  the  stretch  that  is 


A  view  of  THE  PLAYERS  Stadium  Course's  18th  hole  from 
the  tee  box. 


Meticulous  preparation  is  the  cornerstone  of  success. 


UBS  is  a  Proud  Partner  of  THE  PLAYERS  Championship,  a  4-day  showcase  of  golf  played  at  the  highest  possible 
level.  To  succeed  here,  it  takes  hard  work,  attention  to  detail,  and  commitment.  The  very  same  values  we've 
applied  for  over  100  years  to  Wealth  Management,  Global  Asset  Management  and  Investment  Banking. 
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now  the  location  of  the  16th,  17th  and  18th  holes.  At  the  end  of  their 
tour,  Dye  agreed  to  take  on  the  project  and,  in  typical  Dye  fashion, 
memorably  sketched  those  holes  on  a  scrap  of  paper. 

Dye's  drawing  may  have  been  rudimentary,  but  the  course  proved, 
in  time,  to  be  both  brilliant  and  diabolical.  As  a  young  man,  Dye  had 
steeped  himself  in  the  classic  Scottish  courses  but  had  come  to 
believe  that  improvements  in  equipment  and  course  maintenance 
required  a  rethinking  of  modern  course  architecture.  At  THE 
PLAYERS  Stadium  Course  atTPC  Sawgrass,  he  put  all  his  theories 
to  the  test.  He  peppered  the  course  with  deep  pot  bunkers  and 
unkempt  waste  areas.  The  greens  were  small  and  undulating  and 
protected  by  forbidding  rough.  The  1st  and  10th  holes  were  of  equal 


difficulty,  so  as  riot  to  give  players  beginning  their  rounds  on  either  tee 
any  advantage.  The  par-3s  were  carefully  balanced  in  terms  of  length. 

That  said,  what  immediately  attracted  the  most  attention  was  the 
short  par-3  17th  with  its  smallish  island  green.  Even  at  that  time, 
island  greens  were  nothing  new.  In  fact,  the  nearby  PonteVedra  Inn 
had  featured  one  for  decades.  But  it  was  a  first  for  a  TOUR  event.  No 
less  a  player  than  five-time  British  Open  champion  Peter  Thomson 
dismissed  it  as  being  "a  design  devoid  of  strategy."  But  Dye  and 
Beman's  rationale  was  stunningly  simple:  They  wanted  a  hole  that 
would  not  allow  a  player  to  play  conservatively,  protecting  a  lead 
down  the  final  stretch  of  holes  on  Sunday.  Besides,  as  Beman  —  the 
winner  of  two  U.S.  Amateurs,  a  British  Amateur  and  four  TOUR 
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Canon  products.  For  performance  you  can  always  count  on.  while  it  may  not  seem 
obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 
TOUR  players  can't  perform  without  the  best  clubs  and  business  people  can't  perform  without  the  best  technology. 
Which  explains  why  the  PGA  TOUR  depends  on  Canon  office  products  to  get  information  to  those  who  need  it. 
They  know  they  can  count  on  Canon's  high-performance  solutions  to  enable  people  to  work  the  way  they  need  to. 
All  of  which  is  why  Canon  is  the  category  leader  in  both  black-and-white  and  color 

office  solutions  *  At  Canon,  we  understand  that  you  have  to  do  better  than  par  for  fVM 
the  course.  1-800-OK-CANON  www.usa.canon.com  ^^CMIVll 
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Renovarion  to  the  18th  hole  of  TPC  Sawgrass's  THE  PLAYERS 
Stadium  Course. 


events,  pointed  out  — "The  best  players  in  the  world  ought  to  be  able 
to  hit  that  green  with  a  short  iron." 

The  field  in  the  1982  PLAYERS  reacted  to  the  course  with 
howls  of  disapproval,  not  the  least  coining  from  Nicklaus,  who 
summed  up  his  feelings  by  saying,  "I've  never  been  very  good  at 
stopping  5-irons  on  the  hood  of  a  car."  That  was  a  comparatively 
benign  comment,  all  things  considered.  Through  it  all.  Dye  had  a 
field  day,  regaling  the  press  with  his  quips  and,  more  importantly, 
his  insights.  It  is  fair  to  say  that  his  reputation  as  a  true  design  genius 
was  cemented  during  that  championship. 

Nevertheless,  the  championship  was  won  by  Jerry  Pate,  then  one  of 
the  games  brightest  stars  and  most  compelling  personalities.  He 
capped  his  victory  by  putting  out  on  the  18th  green,  then  shoving  Dye 
and  Beman  into  the  lake  bordering  the  green  and  diving  in  himself. 
While  the  three  splashed  about  (Beman  apparently  guessed  what  was 
coming  and  had  handed  off  his  wallet  and  watch),  Frank  Chirkmian, 
the  executive  producer  and  director  of  CBS  Sports  coverage,  cut  away 
to  shots  of  an  alligator  that  were  worthy  of  the  old  Wild  Kingdom 
series.  All  in  all,  it  was  great  fun  and  made  the  highlight  packages 
on  the  local  news  and  led  sports  pages  across  the  country.  Beman  may 
have  been  soaked,  but  he  couldn't  have  been  happier. 

In  the  years  that  followed,  there  have  been  endless  numbers  of 
highlights,  but  a  few  that  spring  to  mind  are: 

•  Greg  Norman's  24-under-par  264  winning  score  in  1994,  a 
performance  that  saw  him  go  bogey-free  until  the  back  nine 
on  Sunday.  It  showed  what  a  dominant  player  could  do  when 
the  TPC  Sawgrass  was  softened  by  rains  and  largely  defenseless 
due  to  a  lack  of  wind. 

•  On  the  other  hand,  when  Jackst  native  David  Duval  won 
five  years  later,  the  course  played  ha:  1  md  fast,  and  his  winning 
score  was  just  three  under  par. 

•  When  Tiger  Woods  won  in  2001,  de  one  of  the  greatest 
putts  in  championship  history  on  :.        Lntlessly  demanding 


PGA  TOUR  Commissioner  Tim  Finchem  and  Brian  Goin, 
Executive  Director  of  the  tournament,  at  the  seventh  annual 
PLAYERS  Championship  Giving  Back  Luncheon. 

17th  green  —  a  sharply  breaking,  downhill  60-footer  for  birdie 
that  defied  belief. 
•  And  while  people  have  come  to  expect  such  dramatics  from 
Woods,  in  2002  New  Zealand's  Craig  Perks  won  his  only  TOUR 
event  to  date  by  chipping  in  for  an  eagle  on  the  par-5  1 6th.  mak- 
ing a  28-foot  birdie  putt  on  the  17th,  and  chipping  in  again,  this 
time  for  par,  on  the  72nd  hole. 
It  is  said  that  a  great  golf  course  produces  great  champions.  If  that 
is  true,  THE  PLAYERS  Stadium  Course  at  TPC  Sawgrass  has  lived 
up  to  its  billing.  In  the  years  since  it  hosted  its  first  PLAYERS,  15  of 
the  winners  have  won  major  championships,  including  Woods,  World 
Golf  Hall  of  Fame  members  Norman  and  Nick  Price,  and  multiple 
PLAYERS   winners   Fred   Couples,  Davis   Love   III   and  Steve 
Elkmgton.  Last  year's  champion,  Stephen  Ames,  hasn't  won  a  major  as 
ot  this  writing,  but  it  wouldn't  surprise  anyone  if  he  added  at  least  one 
to  his  resume  by  the  time  he's  through. 

After  all,  winningTHE  PLAYERS  Championship  is  just  the  kind  of 
boost  it  sometimes  takes  to  lift  a  player's  career  into  that  rarified  air.  ■ 
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(Continued  from  page  150) 
funds  cracked  down,  the  SEC  found,  Bear 
Stearns  disguised  trades,  breaking  them  up 
to  get  them  past  the  reluctant  firms  on  its 
"endangered"  and  "closed-for-timing"  lists. 
Bear  and  other  Wall  Street  firms  were  also 
found  guilty  of  an  even  more  egregious  ripoff 
known  as  "late  trading,"  or  letting  favored 
clients  put  in  winning  mutual  fund  orders 
after  the  day's  price  was  set.  It  was  equal  to 
betting  on  a  horse  race  already  run. 

Bear  Stearns  Chief  Executive  Cayne 


faced  no  scrutiny  at  all,  despite  evidence  sug- 
gesting he  was  alerted  to  market-timing  com- 
plaints as  early  as  May  2001.  That  is  when 
Mills  says  he  saw  a  letter  from  fund  firm  AIM 
Investments  to  Cayne  declaring  it  would 
begin  blocking  Bears  timing  trades. 


I 


f  market  timing  is  a  crime — a  much- 
debated  proposition — it  was  one 
perpetrated  openly  for  years.  Broker- 
age firms,  for  example,  arranged  for 
clients  to  do  this  kind  of  rapid-fire 


trading  in  "wrap"  accounts  so  that  they  paid 
only  a  flat  annual  percentage  fee,  not  a  fee 
per  trade.  One  hedge  fund,  Millennium 
Partners,  used  a  brokerage  firm  called  D.C. 
Capital  to  make  20,000  market-timing  trades 
worth  $10  billion  in  18  months,  clearing 
more  than  $50  million  in  profits.  Millennium 
arranged  to  jump  into  foreign  mutual  funds 
whenever  the  U.S.  market  closed  up  0.5%  or 
better;  a  $10  million  bet  on  a  foreign  fund, 
which  then  rose  0.5%  the  next  day  to  match 
the  U.S.  rise,  would  turn  a  $50,000  quickie 
profit. 

The  mutual  fund  operators  had  mixed 
feelings  about  the  business.  On  one  hand  they 
loved  the  management  fees  they  earned  on 
the  millions  of  dollars  that  timers  invested. 
On  the  other,  the  in-and-out  trading  forced 
portfolio  managers  to  buy  and  sell  their  own 
holdings,  hurting  long-term  investors  in  the 
fund  by  pushing  up  costs.  Many  funds  vowed 
to  limit  timers  to  a  few  trades  a  year. 

Those  standards  started  to  slip,  however, 
as  the  market  eroded.  Some  fund  firms 
began  letting  in  timers  who  agreed  to  invest, 
alongside  the  hot  money,  a  certain  amount 
of  funds  that  would  stick  around  for  a  while. 
Others  appointed  "timing  police"  to  keep  out 
timers — even  as  sales  colleagues  advised 
them  how  to  stay  under  the  radar  by  split- 
ting up  orders  or  by  creating  multiple 
accounts  to  evade  timing  limits. 

"Mutual  fund  companies  that  publicly 
decry  market-timing  activity  are  neverthe- 
less making  deals  with  timers"  and  "bypass- 
ing market-timing  police,"  Massachusetts 
regulators  determined  in  investigating 
market  tuning  at  Prudential. 

Sometimes  fund  firms'  internal  timer 
tussles  leaked  out.  "We  need  to  keep  our 
funds  clean,"  an  employee  warned  in  an 
e-mail  to  lanus  International  Chief  Richard 
Garland.  To  which  Garland  replied:  "I  have 
no  interest  in  building  a  business  around 
market  timers,  but  at  the  same  time  I  do 
not  want  to  turn  away  $10  to  $20  million!" 
Janus  paid  $100  million  to  settle  SEC  fraud 
charges. 

AllianceBernstein  (formerly  Alliance 
Capital),  another  fund  vendor,  listed  funds 
open  to  market  timing  and  plied  timers  with 
goodies.  "We  now  have  a  concierge  service 
to  offer  your  larger  clients  for  dinners,  shows 
and  sporting  events,"  an  Alliance  salesman 
said  in  a  note  to  Citigroup  timer  brokers.  "PS. 
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San  Francisco  has  long  been  recognized  as 
America's  great  center  of  free-thinking  idealism  and 
frontier  adaptability.  And  the  city's  attorneys  are 
doing  their  part  to  help  build  a  better  tomorrow. 

The  San  Francisco  area  enjoys  the  benefits  of 
a  legal  profession  that  is  prepared  for  a  wide  array 
of  challenges.  Excellent  law  schools  at  Stanford 
University,  the  University  of  California-Berkeley  and 
other  nearby  institutions  produce  lawyers  who  are 
well  trained  to  practice  their  profession  in  a  number 
of  specialty  areas. 

Throughout  the  Bay  Area,  judges,  prosecutors 
and  defenders  seek  to  honor  the  highest  ideals  of 
the  justice  system,  while  experts  in  tax,  technology 
and  intellectual  property,  energy,  real  estate,  and 
many  other  areas  provide  invaluable  services  to 
individuals,  businesses  and  organizations. 

On  the  following  pages,  you  will  read  about 
some  of  the  rising  stars  and  established  leaders  of 
San  Francisco's  legal  community. 

Featured  Firms 

Pierson  Coats  &  Palash         Pillsbury  Winthrop  Shaw  Pittm 

415-495-4499  www.pillsburylaw.com 


©2007  EMI  Network  Inc.  •  800-999-1950  •  www.eminetwork.com  •  EMI  Network  Proprietary  Special  Section 


SAN  FRANCISCO  LEGAL 


I 


Empowering  Families  Is  Mission 
of  Pierson  Coats  &  Palash 


The  rigid  and  regulated  confines  of  family  law  courts  are  not 
the  best  environments  for  divorcing  families  to  create  their  future. 
Abandoning  control  of  decisions  about  children  and  financial 
issues  to  judges  may  not  make  sense  when  other  options  are 
available.  The  attorneys  of  Pierson  Coats  &  Palash  are  commit- 
ted to  empowering  their  clients  to  become  thoroughly  engaged 
in  the  decisions  on  the  financial  aspects  and  child  custody 
issues  of  their  divorces. 

"It's  your  divorce.  It's  your  family,  not  ours.  When  you  become 
an  active  partner  in  the  process,  you  have  a  better  chance  of  achiev- 
ing the  outcomes  you  believe  are  best,"  says  Pamela  E.  Pierson, 
who  has  been  named  in  The  Best  Lawyers  in  America  every  year 
since  1987.  Pierson  and  her  partners,  Susan  Stephens  Coats  and 
Andrea  Palash,  were  all  recognized  as  Northern  California  "Super 
Lawyers"  in  2005  and  2006,  and  each  is  also  a  former  chair  of  the 
Family  Law  Section  of  the  State  Bar  of  California. 


When  you  become  an  active  partner  in  the  process, 
you  have  a  better  chance  of  achieving  the  out- 
comes you  believe  are  best. 

Innovators  With  National 
and  Statewide  Impact 

Advocating  positive  approaches  for  the  sake  of  families  is 
a  trademark  of  Pierson  Coats  &  Palash.  Named  one  of  the  "Top 
50  Female  Northern  California  Super  Lawyers"  by  San  Francisco 
magazine  in  2006,  Palash  is  recognized  for  her  practice  empha- 
sis in  contested  custody  litigation.  Coats  focuses  a  significant 
portion  of  her  practice  on  premarital  and  marital  agreements. 
Coats  and  Pierson  have  been  involved  with  Kids  Turn,  a  nationally 
acclaimed  educational  program  for  children  and  parents 
going  through  divorce.  Pierson  also  collaborated  with 
a  group  of  civic  leaders  to  establish  the  Rally  Project,  a 
safe,  supervised  visitation  alternative  now  being  copied 
in  communities  throughout  the  U.S. 

Each  of  the  attorneys  has  a  history  of  leadership 
at  the  highest  levels:  Pierson  is  past  president  and 
Palash  is  the  current  treasurer  of  the  Northern  California 
chapter  of  the  American  Academy  of  Matrimonial 
Lawyers,  Coats  is  a  former  board  member  of  the  Family 
Law  Section  of  the  American  Bar  Association.  All  are 
certified  family  law  specialists,  published  authors  and 
lecturers. 

Pierson  Coats  &  Palash  is  devoted  exclusively  to 
every  aspect  of  family  law  with  experience  in  the  areas 
of  complex  and  high-asset  cases,  child  custody,  prenup- 
tial  agreements,  mediation,  negotiations,  settlements, 
collaborative  law  and  litigation.  For  more  information, 
contact  the  law  offices  at  415-495-4499. 


From  left:  Pamela  E.  Pierson,  Susan  S.  Coats  and  Andrea  Palash 

Photo  by:  David  Gilman 

All  three  attorneys  have  extensive  experience  in  complex 
and  high-asset  divorces.  While  Pierson  and  Palash  are  skilled  in 
courtroom  litigation  if  necessary  for  resolution  of  a  case,  the  firm 
also  offers  families  the  options  of  mediation  and  collaborative 
divorce.  "Through  the  years,  we've  had  a  front  row  seat  in  hun- 
dreds of  divorces,  and  we  recognize  the  advantages  these  op- 
tions offer.  They  produce  a  uniquely  tailored,  final  settlement  for 
a  great  many  of  our  clients,"  explains  Pierson.  "Each  provides  an 
opportunity  to  avoid  the  adversarial  roles  in  traditional  divorces. 
To  achieve  a  mediated  solution,  spouses  work  with  a  neutral 
attorney  trained  to  assist  couples  in  reaching  agreements.  In  a 
collaborative  divorce,  spouses  work  in  a  structured  setting  with  a 
team  of  collaborative  practice-trained  attorneys  and  often  other 
professionals  such  as  mental  health  and  financial  experts." 


PALASH 


Attorneys  at  Law 
685  Market  Street,  Suite  370 
San  Francisco,  CA  94105 
415-495-4499 
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Mutlidisciplinary  Financial  Counsel 
for  the  Global  Economy 

Pillsbury  Winthrop  Shaw  Pittman  LLP 


Rodney  R.  Peck,  a  Pillsbury 
partner  since  1978,  heads 
one  of  the  leading  financial 
services  teams  in  the  U.S. 


In  the  U.S.  and  glob- 
ally, the  financial  services 
industry  is  undergoing  a 
quantum  shift.  U.S.,  Asian 
and  European  bank  mergers 
have  dramatically  reduced 
the  number  of  banks,  leading 
to  competition  in  new  geo- 
graphic and  product  markets. 
Cross-industry  combinations 
of  banks,  securities  firms  and 
insurance  businesses  have 
transformed  the  competitive 
landscape.  And  the  delivery 
of  financial  services  via  the 
Internet  has  resulted  in  new 
business  and  legal  chal- 
lenges. Now,  more  than  ever, 
financial  institutions  benefit 
from  the  experience  of  legal  advisors  who  can  provide  a  multi- 
disciplinary  approach  to  a  wide  range  of  legal  challenges. 

Pillsbury  has  one  of  the  leading  financial  services  practices 
in  the  U.S.,  advising  dozens  of  domestic  firms  and  more  than  50 
leading  international  financial  services  organizations  from  more 
than  15  countries  worldwide. 

Diversified  Experience 

"It  is  important  that  a  financial  services  firm  select  a  legal 
partner  that  understands  how  overlapping  national,  state  and 
international  regulation  can  affect  its  business,"  says  Rodney 
R.  Peck,  a  San  Francisco  and  New  York-based  partner  who 
practices  in  the  corporate,  securities,  M&A,  financial  and  bank- 
ing law  areas.  Pillsbury  attorneys  provide  advice  to  financial 
holding  companies,  banks,  thrifts,  insurance  and  reinsurance 
firms,  broker-dealers,  investment  advisors,  private  equity  funds, 
trust  companies  and  industry  trade  groups.  The  firm's  broad 
financial  sector  experience  has  led  to  it  serving  as  lead  counsel 
on  financial  services  M&A  transactions  involving  many  billions  of 
dollars  in  value. 

Litigation  and  Regulatory  Challenges 

"Today's  financial  services  companies  are  subject  to  exten- 
sive litigation  and  regulatory  investigations  and  proceedings," 
says  Peck.  "Major  diversified  financial  services  companies 
are  well  advised  to  team  up  with  a  law  firm  whose  counsel  is 
informed  by  deep  knowledge  of  the  sector." 


Pillsbury  lawyers  have  represented  banks  and  financial 
institutions  in  government  investigations  and  complex  capital 
markets  litigation. 

A  recent  example  is  the  precedent-setting  decision  obtained 
by  the  firm's  New  York  partner,  David  Lindley,  in  the  Second 
Circuit  Court  of  Appeals  case  of  Aon  v.  Societe  Generale.  The 
case  holds  that  credit  default  swaps  should  be  strictly  con- 
strued by  the  contract's  terms  without  reference  to  a  party's 
overall  hedging  strategy.  This  important  case  reinforces  traders' 
reliance  on  the  widely-used  contract  documents  of  the 
International  Swaps  and  Derivatives  Association  (ISDA). 

Pillsbury's  Team 

The  firm  has  not  only  served  on  the  cutting  edge  of  law 
for  nearly  140  years,  it  has  attracted  some  of  the  most  experi- 
enced lawyers  in  the  field.  Peck,  a  partner  since  1 978,  heads  the 
financial  services  team.  He  has  advised  on  billions  of  dollars  of 
high-profile  M&A  transactions  for  such  companies  as  Bank  of 
America,  Pacific  Telesis  and  Chevron. 

In  2006,  Ernest  Patrikis,  one  of  the  nation's  leading  financial 
services  regulatory  lawyers,  joined  Pillsbury  to  lead  the  firm's 
regulatory  practice.  Patrikis  spent  30  years  with  the  Federal 
Reserve  Bank  of  New  York  and  managed  one  of  the  largest 
corporate  law  divisions  in  the  world  at  AIG. 

Both  attorneys  have  been  ranked  as  top  practitioners  in 
Financial  Services  and  in  Banking  and  Finance  by  the  prestigious 
Chambers  USA  Guide. 

Pillsbury's  financial  services  team  includes  several  dozen 
additional  financial  services  attorneys  advising  clients  from  New 
York,  Washington,  D.C.,  San  Francisco  and  Los  Angeles. 

Sharpen  the  Competitive  Edge 

The  Pillsbury  financial  services  team  provides  sophisticated 
advice  to  help  clients  effectively  compete  in  an  increasingly 
complex  legal  and  regulatory  environment. 


For  more  information,  visit 
www.pillsburylaw.com. 


San  Francisco 
50  Fremont  Street 
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1450  Broadway 
212-858-1247 
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Take  it  up  a  notch 

Join  the  go-to  place 
for  management 

On  BNET  you'll  find  free  case 
studies  and  management 
resources  written  by  experts  on 
topics  ranging  from  best 
practices  and  leadership  to 
human  resources  management 
and  interviewing.  BNET.com  provides  managers 
with  tools,  tips  and  techniques  to  better  navigate 
the  world  of  work. 

You  want  to  know  how  to  evaluate  your 
employees,  or  what  a  WIKI  is? 

We've  got  the  guide. 

You'd  like  to  be  better  at  selling  your  ideas 
to  the  executive  team. 

We'll  show  you  how. 

You  need  to  figure  out  what  your  CEO  means 
when  he  says.... 

We'll  explain  it. 
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Street  Scandal 


Fred  O'Me 

■ired,  he  won  S3.8  mil 
pay  but  still  faces  frai 


I 


No  dollar  limits  for  timing  funds." 

Prudential  is  a  prime  example  of  how 
brokerages  and  funds  often  colluded.  "The 
market  stunk,  and  mutual  funds  needed  the 
inflows,"  says  Michael  Silver,  35,  a  Pruden- 
tial broker  in  New  York  who  was  forced  to 
resign  after  the  scandal  broke.  The  trading 
was  good  for  Pru,  too.  Boston  branch  chief 
Michael  Vanin  repeatedly  quipped  "Thank 
God  for  market  timing,"  Massachusetts 
regulators  say. 

Silver  says  Prudential  and  outside  mutual 
funds  wanted  the  market-timing  trades  so 
badly  they  referred  all  seven  of  his  timing 
clients  to  him.  One  mutual  fund  company, 
USAllianz  Investor  Services,  gave  Silver  a  tro- 
phy for  his  "tremendous  efforts"  in  drum- 
ming up  assets.  Some  mutual  funds  asked 
the  firm  to  divvy  up  the  timing  trades  into 
smaller  volumes,  says  Frederick  O'Meally, 
a  Pru  broker  in  Manhattan  who  also  got 
fired  in  the  fallout.  Smaller  trades  would 
elude  detection  by  timing  cops. 

O'Meally  joined  Prudential  in  1994  and 
started  market  timing  for  a  hedge  fund  client 
in  1998.  Two  years  later  he  was  the  top  pro- 
ducer among  Pru's  4,000  brokers,  bringing 
in  $6.4  million  in  gross  commissions,  $3.8 
million  of  which  the  firm  pocketed.  He  did 
so  much  business  that  Pru  developed  spe- 
cial software  to  handle  it. 

Wachovia  came  in  as  majority  partner  in 
a  new  joint  venture  in  July  2003  and  gave 
O'Meally  a  bonus  to  stay.  But  Prudential  sud- 
denly banned  market-timing  days  after  the 
Spitzer  assault  was  announced  in  the  fall.  In 
a  late-September  meeting  its  lawyers  told 
O'Meally  his  business  practices  were  "incon- 
sistent with  management  philosophy"  and 
that  he  must  leave.  Ten  others  were  also  fired 
that  day. 

Soon  after  the  newspapers  reported  the 
story.  Reporters  descended  on  O'Meally's 
neighborhood  to  knock  on  doors  and  ask 
questions  about  him,  and  a  scribe  for  the  New 
York  Times  called  his  home  and  talked  to  his 
kids;  he  had  to  hire  a  security  guard  to  shoo 
away  photographers  from  his  property. 

Prudential  received  more  than  25,000 
complaints  from  mutual  funds  about  mar- 
ket timing  before  it  finally  was  forced  to  stop, 
Massachusetts  regulators  said.  All  told,  the 
company  reaped  $5^  million  from  illegal  mu- 
tual fund  trades,  t  NYSE  found  But  Pru- 
dential agreed  t      ty  $600  million— 12 


times  as  much  as  its  ill-gotten  gains — to  set- 
tle a  slew  of  charges;  it  was  the  only  brokerage 
in  the  entire  market-timing  scandal  to  admit 
criminal  wrongdoing. 

While  Prudential's  firings  stopped  at 
the  branch  manager  level,  the  market- 
timing  business  was  well-known  higher  up. 
At  Pru's  Boston  office  the  illegal  activity 
was  supported  by  an  administration  man- 


SEC'i 
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ager,  a  regional  compliance  officer,  a  divi- 
sional risk  officer  and  a  divisional  compli- 
ance officer,  state  investigators  found.  The 
SEC's  investigation  continues,  says  David 
Bergers,  director  of  the  Boston  office. 

At  O'Meally's  branch  office  in  Manhat- 
tan his  market-timing  trades  were  reviewed 
by  Prudential  compliance  and  legal  officers 
four  times,  and  in  December  2002  the  NASD 


audited  that  branch.  Each  time  O'Meally 
emerged  without  a  flaw,  he  says.  His 
activity  was  also  cleared  by  Prudentials 
Investment  Management  Business  Review 
Committee;  Michael  Rice,  president  of  the 
private  client  group;  and  James  Price,  the 
company  president. 

Rice  and  Price  were  investigated  by  reg- 
ulators and  accused  of  approving  illegal  ac- 
tivity yet  neither  was  charged  Price,  who  left 
Pru  in  2002,  is  now  eastern  divisional  man- 
ager at  UBS.  Rice  left  the  industry  in  2004. 

After  O'Meally's  ouster  the  SEC  subpoe- 
naed him  and,  when  he  agreed  to  testify,  a 
Prudential  lawyer  likened  the  move  to  stick- 
ing "a  dagger  in  Pru's  back."  The  firm  refused 
to  cover  O'Meally's  legal  costs.  He  ended  up 
filing  an  NASD  complaint  against  his  former 
employer  and  in  September  won  $3.8  mil- 
lion for  benefits  he  claimed  were  owed  him. 

He  already  has  spent  $1.2  million  of  it, 
however,  on  legal  fees.  Last  August  the  SEC 
filed  civil  fraud  charges  against  O'Meally, 
Silver  and  two  others  for  using  multiple 
accounts  for  mutual  fund  trading. 

Silver  says  the  main  reason  to  break 
trades  into  different  accounts  wasn't  to  de- 
ceive, as  the  SEC  alleges,  but  merely  to  avoid 
being  "disruptive"  to  fund  managers.  He  put 
it  otherwise  in  a  May  2001  e-mail  to  a  hedge 
fund  client,  Peconic  Capital:  "Your  last 
trades  were  for  almost  $500,000  each.  Let's 
use  two  funds  per  account  for  $250,000  each 
to  hide  better!" 

Silver,  who  has  filed  a  $10  million 
NASD  complaint  against  Prudential  Equity 
Group,  is  training  be  an  executive  coach. 
O'Meally  has  been  unable  to  find  work. 
Branded  "too  hot  to  handle"  by  one 
recruiter,  he  has  started  a  small  hedge  fund, 
putting  in  $1  million  of  his  NASD  award. 

A similar  rise-and-fall  tale  is 
told  by  two  former  Citi- 
group brokers,  Brian  Malat 
and  William  Muldoon,  who 
won  accolades  for  their  brisk 
business  in  market-timing  trades  before 
being  sacrificed  to  the  Spitzer  spotlight.  In 
early  2001  they  got  approval  from  their 
branch  manager  in  midtown  Manhattan  to 
set  up  a  mechanism  for  switching  timer 
clients  among  mutual  funds  faster  than  Citi 
could  record  the  moves.  This  allowed  them 
to  book  more  trades. 
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VIRGINIA 
BEST  STATE 
FOR  BUSES 

II  RANKING  BY  FORBES.CO 


Business  costs.  Workfo 
Regulatory  climate.  Econo 
climate.  Quality  of  life.  Growth 
prospects.  These  were  the  criteria 
by  which  Forbes.com  judged 
Virginia  to  be  the  best  state  in 
the  nation  for  business.  While  it's 
a  major  distinction  for  Virginia, 
what  it  really  represents  is  a  huge 
opportunity  for  decision-makers 
looking  for  a  site  where  their 
business  will  flourish. 
s|jfr  a  prime  location;  contact  the 
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Street  Scandal 


The  Malat-and-Muldoon  duo  was  so  hot 
that  two  other  firms  implicated  in  the  timing 
scandal — Bear  Stearns  and  Prudential — tried 
to  recruit  them.  They  generated  $3.6  million 
in  gross  commissions  for  Citi  in  the  first  nine 
months  of  2003,  mostly  from  market  timing. 
Malat  got  a  personal  e-mail  from  then  bro- 
kerage boss  Sallie  Krawcheck  in  early  2003, 
praising  his  "terrific  achievement"  of  record- 
high  production.  He  won  a  promotion  a  short 
time  later,  and  Regional  Director  Toni  Elliott 
saluted  him  as  a  "role  model  for  all  others  who 
are  seeking  to  develop  their  business."  And  in 
August  2003  Elliott  again  congratulated  Malat 
for  his  "considerable  triumph." 

Attorney  General  Spitzer's  sleuths 
subpoenaed  Citigroup  a  month  later.  On 
Oct.  22  Elliott  fired  Malat  and  Muldoon 
without  explanation.  The  next  day  Citi  said 
it  had  fired  the  brokers  "for  inappropriate 
behavior  related  to  market  timing." 

But  regulators  never  filed  charges  against 
Citigroup  or  its  fired  traders.  Their  branch 
boss,  Robert  Matthews,  has  been  promoted 
to  director  of  global  wealth  advisory  serv- 
ices, although  he  had  approved  their  ex- 
panded operation  and  at  one  point  had  told 
Malat  in  a  handwritten  note,  "I  know  you 
are  under  fire  but  you're  getting  the  job 
done!"  Toni  Elliott  remains  an  executive  vice 
president  at  Citi. 

Malat  and  Muldoon,  meanwhile,  tried  to 
sign  on  at  another  firm  but  were  banned. 
"You  guys  shouldn't  be  here,"  a  UBS  official 
tartly  told  them  when  they  showed  up  for 
an  interview.  This  spring  they  settled  their 
NASD  complaint  against  Citigroup  for  an 
undisclosed  sum.  Unable  to  work  on  Wall 
Street,  the  duo  plans  to  open  a  cafe.  F 


Double  Standard 

Financial  cops  say  they're  still  on  the  beat,  but  it  sure  looks  like  they  cut  deals  with  Wall  Street's  dons:  fire  some 

functionaries,  pay  fines — with  shareholders'  money — and  go  back  to  business  as  usual.  Prudential  admitted  to  criminal  acts,  yet 

nobody  above  branch  manager  was  fired.  Bear  Stearns  fired  brokers  and  assistants,  despite  evidence  top  execs  called  the  shots. 

COMPANY       WHAT  H  DID  IN  MUTUAL  FUND  TRADING  SCANDAL 

HOW  TOP  DOG  WAS  TREATED 

HOW  UNDERLING  WAS  TREATED 

Prudential     Admitted  criming  wrongdoing,  paid  $600  million. 

Equity 

Group 

Company  President  James  Price, 
accused  of  approving  fraud  but  never 
charged,  is  senior  executive  at  UBS. 

Broker  Frederick  O'Meally  fired  as 
rogue  employee,  wins  $3.8  million 
in  arbitration,  faces  SEC  fraud  suit. 

Bear  Stearns  Paid  $250  million  to  !       barges  of 
institutionalized  fraud. 

Chief  James  Cayne  not  charged; 
is  paid  $38  million  in  2006. 

Broker  Mark  Hurant  fired  as  rogue 
employee,  seeks  $30  million. 

Millennium    Hedge  fund  paid  $1 48  mil     to  settle  fraud 
Partners       charges;  set  up  compliance     ii  nittee. 

Owner  Israel  Englander  fined 
$30  million,  earned  $200  million 
at  Millennium  last  year. 

Trader  Steven  Markovitz  charged 
with  civil,  criminal  fraud;  pleads 
guilty. 

Sources:  Securities  &  Exchange  Commission,  Wei           fate  Attorney  General;  Massachusetts  Securities  Division. 
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Still  haven't 
rolled  over  your 
old  401  (k)? 


With  the  SmartChoice  Rollover  IRA,  doing  the  right  thing  with  your  401  (k) 
savings  is  easy.  A  SmartChoice  Rollover  makes  it  easy  to  choose  a  fund,^ 
and  it's  easy  to  open. 

Easy  to  choose  a  mutual  fund — Our  Retirement  Funds  make  it  simple  to 
choose  a  fund  for  your  rollover  that  fits  your  needs.  Just  choose  the 
Retirement  Fund  that's  closest  to  the  year  you  plan  to  retire. 

Easy  to  open — Just  call  our  Rollover  Specialists.  They'll  take  you  through  the 
entire  rollover  process  step  by  step  and  open  your  account  right  over  the 
phone.  They'll  even  handle  most  of  the  paperwork  for  you.  Or  you  can 
open  an  account  online. 

Low  expenses — Our  Retirement  Funds  have  no  loads  or  commissions, 

and  with  low  expenses,  your  investment  goes  even  further.  Call  our  Rollover 

Specialists  or  visit  our  Web  site  today. 


Just  choose  the  fund 
closest  to  your 
retirement  date: 
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2010  Fund 
2015  Fund 
2020  Fund 
2025  Fund 
2030  Fund 
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2040  Fund 
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,  it  s  easy. 


T.RoweRice 


INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different 
areas  of  the  market.  There  are  many  considerations  when  planning  for  retirement.  Your  retirement 
needs,  expenses,  sources  of  income,  and  available  assets  are  some  important  factors  for  you  to  consider 
in  addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also  be  sure  to  weigh  your 
objectives,  time  horizon,  and  risk  tolerance. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARSC075269 
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CUPID  AND 
COLLEGES 


EE  COFFIN  HAS  A  TOUGH  JOB.  HE  IS  THE  DEAN  OF 
admissions  and  enrollment  management  at  Tufts  Uni- 
versity. He  has  15,300  applicants  for  1,275  spots.  The 
enrollment-management  problem  isn't  just  who  to 
choose,  but  how  many.  The  early-decision  applicants 
are  easy — the  ones  admitted  have  to  come.  That  takes  care  of  just 
over  400  slots. 

The  hard  part  is  filling  the  remaining  860.  Last  year  Tufts 
accepted  3,700,  expecting  a  23%  yield.  While  Tufts  accepts 
roughly  26%  of  the  applicants  from  its  nonearly  pool,  only  23%  of 
those  students  accept  Tufts.  In  short,  while  it  is  hard  to  get  into 
Tufts,  it  is  even  harder  for  Tufts  to  get  those  admitted  to  enroll. 

The  problem  is  that  students  have  no  good  way  to  signal  that 
they  really  want  to  go  to  Tufts.  They  can  visit  classes  or  read  the 
course  catalog,  but  other  than  committing  themselves  via  early 
decision,  they  can't  prove  to  Tufts  that  they  really  want  to  attend. 
Therefore  Tufts  and  just  about  every  other  college  have  to  play  a 
guessing  game. 

Colleges  aren't  the  only  ones  facing  this  challenge.  Women  find 
themselves  bombarded  on  online  dating  services.  Who  is  serious 
and  who  is  just  trolling?  Universities  looking  to  hire  faculty  find 
themselves  overwhelmed  with  applicants.  Which  ones  should 
they  interview?  It  doesn't  help  to  interview  people  who  ultimately 
won't  accept  an  offer.  Thus  schools  try  to  guess  who  is  good 
enough  to  hire  but  not  so  good  as  to  get  a  better  offer  and  go 
elsewhere. 

When  talk  is  cheap,  everyone  claims  to  be  interested.  A  solu- 
tion to  this  mess  would  be  for  an  applicant  to  send  a  credible  sig- 
nal, something  that  would  make  sense  only  if  the  school  or  the 
partner  really  was  a  top  choice.  This  theory  of  signaling  led  to  a 
Nobel  for  Michael  Spence.  For  example,  the  value  of  an  M.B.A. 
education  is  not  just  what  you  learn  but  the  statement  that  you 
were  willing  to  invest  two  years  in  school.  That 
says  the  person  is  committed  to  a  career  in 
management. 


I  Forbes 


In  the  case  of  online  dating,  professors  Muriel  Niederle  and 
Dan  Ariely  advised  Cupid.com  to  give  each  guy  two  electronic 
roses  a  month.  Hence  when  a  woman  gets  an  e-rose,  it  means 
that  the  guy  is  really  interested. 

With  the  help  of  Harvard's  Alvin  Roth,  the  economics  profes- 
sion tried  something  similar  this  year.  Candidates  for  assistant 
professorships  were  given  e-buttons  they  could  send  to  two 
schools  to  indicate  serious  interest.  In  trying  to  decide  which  of 
the  myriad  applicants  to  interview,  the  schools  could  give  priority 
to  those  who  had  signaled  their  interest  with  an  e-button. 

Why  not  do  the  same  thing  for  college  applicants?  The  College 
Board  or  another  nonprofit  would  give  students  the  chance  to  pick 
two  schools.  The  schools  would  be  notified  as  to  who  had  picked 
them.  Another  school  wouldn't  know  which  others  the  applicants 
had  picked,  only  that  it  hadn't  been  picked.  (Students  could  also 
elect  to  opt  out,  so  that  all  the  schools  would  know  that  the  student 
hadn't  given  out  any  roses.) 

As  with  academic  positions,  most  applicants  wouldn't  use  their 
roses  with  Harvard  or  Yale.  Those  schools  are  confident  that  they 

will  get  the  majority  of  their  admits. 
Instead,  students  who  truly  prefer 
Tufts  over  Amherst  or  Columbia, 
either  as  a  first  choice  or  as  a  backup, 
would  have  a  way  to  show  it. 

Today  students  have  few 
opportunities  to  send  such  signals. 
National  Merit  Semifinalists  and 
Commendation  awardees  get 
something  like  roses  because  the 
testing  firm  gives  them  the  chance 
to  rank  their  top  two  schools. 
Everyone  else  can  signal  with  an 
early-decision  application.  This  is  a 
very  strong  signal,  as  it  requires  the  student  to  accept  if  admitted 
(subject  only  to  adequate  financial  aid).  Then  there  is  early  action. 
Students  are  not  committed  to  accepting,  but  in  most  cases  they 
can  apply  to  only  one  school. 

Now,  with  schools  from  Harvard  and  Princeton  to  the  Uni- 
versity of  Delaware  eliminating  early  decisions,  tewer  students 
know  their  answer  in  December,  and  the  remainder  apply  not 
to  5  or  6,  as  their  parents  did,  but  to  10  or  12.  Enrollment  manage- 
ment becomes  even  harder  as  student  decisions  become  less 
predictable. 

Waiting  lists  are  ballooning  because  schools  know  that  in  the 
summer  many  of  their  admits  will  melt  away.  (The  "melt"  is  the 
time  that  higher-ranked  schools  finally  clear  their  waiting  lists, 
and  students  who  have  put  down  a  deposit  elsewhere  finally  learn 
whether  they  got  into  Brown,  for  instance.)  The  whole  process 
could  use  some  help. 

Roses.  Everyone  gets  only  two,  and  they  can't  buy  more.  The 
e- roses  will  smell  sweet  indeed  to  Lee  and  his  colleagues.  F 

Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School  and  Yale 
School  of  Management.  Ayres'  newest  book,  Superaunchers,  will  be  coming 
out  in  August.  Visit  their  home  page  at  www.forbes.com/whynot. 
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■■■he  year  2007  will  go  down  in 
Greece's  history  as  the  date 
when  the  country  ended  its 
geographic  isolation  at  the 
m    southeastern  tip  of  Europe. 
With  Bulgaria  and  Romania  firmly  in 
the  club,  there  is  now  an  overland 
route  all  the  way  from  the  Channel 
Tunnel  to  the  Greek  border  that 
never  leaves  EU  soil. 

Sharing  a  border  with  another 
European  member  may  bring  huge 
advantages  to  Greece,  especially 
when  considering  the  potential 
for  cross-border  activities  in  the 
emerging  markets  of  the  Balkans 
and  the  Black  Sea. 

With  a  real  GDP  increase  of  3.9%, 
Greece  today  is  among  the 
fastest-growing  economies  in  the 
Eurozone  and  is  a  pivotal  part  of  the 
Balkan  region,  which  has  55  million 
potential  consumers.  The  prospects 
for  attracting  foreign  direct  invest- 


ment (FDI)  look  brighter  than  ever. 

Yet,  while  the  success  of  the  2004 
Athens  Olympics  has  helped  to  cre- 
ate an  image  of  Greece  as  a  country 
capable  of  organizing  large  and 
complex  projects,  its  hope  of  attract- 
ing immediate  investments  in  the 
aftermath  of  the  games  proved  to  be 
unfounded.  FDI  actually  declined 
sharply  in  2005  over  that  of  the  pre- 
vious year.  The  Greek  government 
hopes  that  a  new  investment  law, 
expected  to  take  effect  in  2007,  will 
reverse  this  negative  trend  by 
attracting  Greenfield  investment 
worth  about  $3.3  billion  in  the  next 
five  years. 

As  the  EU  structural  funds  start  to 
be  diverted  to  the  new  member 
states,  the  center-right  administra- 
tion of  Costas  Karamanlis  is  stepping 
up  reforms  in  an  attempt  to  attract 
more  investment.  "The  Greek  state 
has  an  extraordinary  sense  of  cen- 


tralization, as  it  used  to  exercise 
total  control  over  the  country's  eco- 
nomic activities  until  very  recently," 
says  Loukas  Tsoukalis,  president  of 
ELIAMEP,  a  Greek  foreign  policy 
think  tank.  "Now  they  have  to  learn 
about  competition  and  evaluation." 

Twenty  years  of  socialist  rule 
may  have  brought  some  bad 
habits  to  public  companies,  but 
according  to  Economy  and  Finance 
Minister  George  Alogoskoufis,  2007 
will  be  a  year  of  continued 
economic  reforms.  These  will  include 
legislation  to  restructure 
public-sector  enterprises  and  utilities, 
as  well  as  to  promote  joint  projects 
between  public  and  private-sector 
companies. 

"Decentralization  is  a  process  that 
needs  to  be  implemented  gradually 
but  continuously,"  says  Apostolos 
Andreoulakos,  minister  of  internal 
affairs  and  decentralization.  "It  is 


difficult  to  take  radical  steps  toward 
downsizing  the  public  sector.  We  are 
aware  of  that,  but  we're  not  interested 
in  having  the  state  become  obsolete 
machinery  either." 

Reforming  the  education  system  is 
another  priority  of  the  current  adminis- 
tration, which  recognizes  the  fundamen- 
tal role  of  the  sector  in  improving  the 
skills  of  the  Greek  labor  force.  However, 
recent  attempts  to  introduce  private, 
nonprofit  universities  in  Greece  have  cre- 
ated a  strong  political  debate  that  has 
hindered  the  process  so  far. 

"This  is  the  only  country  in  Europe  in 
which  the  state  holds  a  monopoly  on 
higher  education  that  is  entirely  free, 
including  the  provision  of  books,"  says 
Marietta  Giannakou,  minister  of  national 
education  and  religious  affairs. 

Greek  families  traditionally  attach  great 
importance  to  the  instruction  of  their  chil- 
dren, and  according  to  the  Hellenic  Center 
for  Investment,  more  Greek  students  per 
capita  are  attending  postsecondary  institu- 
tions abroad  than  is  the  case  for  any  other 
country  in  the  world.  This  may  be  regard- 
ed as  a  peculiar  statistic  for  a  country  once 


renowned  for  the  School  of  Athens  where, 
2,400  years  ago,  the  greatest  philosophers 
and  mathematicians  of  classical  antiquity 
taught  young  men  how  to  think. 

"Our  proposal  is  to  implement  a  balanced 
legislative  framework  in  compliance  with  the 
Bologna  Declaration,"  says  Giannakou, 
referring  to  the  process  of  making  European 
universities  more  competitive  and  attractive 
by  widening  the  curriculum  choices  and 
smoothing  the  recognition  procedure 
among  universities  in  different  countries. 

The  introduction  of  independent  univer- 
sities would  require  a  change  in  the  consti- 
tution, but  the  education  ministry  has 
been  putting  reforms  into  place  that  affect 
all  levels  of  the  system. 

"We  have  introduced  16  new  laws  in 
Parliament  to  improve  the  education  sec- 
tor, including  the  lifelong  learning  sys- 
tem," says  Giannakou,  proud  of  a  meas- 
ure that  gives  new  opportunities  to  Greek 
nationals  regardless  of  their  age. 

"We  have  revamped  technical  higher 
education,  which  was  wrongly  dismissed  as 
vocational  training  by  the  previous  adminis- 
tration, and  invested  more  than  $80  million 
to  upgrade  school  IT  systems  and  $220 


million  in  teachers'  training,"  she  says. 

The  ministry  has  also  introduced 
English  as  a  mandatory  first  foreign  lan- 
guage in  primary  education,  plus  a  sec- 
ond one  to  be  chosen  from  French, 
German,  Italian  or  Spanish  as  a  further 
measure  to  integrate  the  skills  of  its 
labor  force  into  the  EU. 

Greece  will  receive  $4.3  billion  in  edu- 
cational funds  from  the  EU  for  the  peri- 
od from  2007  to  2013.  Giannakou 
believes  that,  ultimately,  the  reform  of 
the  education  system  is  an  area  of  Greek 
politics  where  common  sense  should  pre- 
vail over  party  policies.  "We  have  been 
opening  the  frontiers  of  knowledge  dur- 
ing our  administration,  and  this  is  what 
Greek  people  want  to  see  in  the  long 
run,"  she  adds.  ❖  Marco  Venditti 
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Polishing  up  paradise 


Although  Athens  remains  a  classic 
Mediterranean  destination  along- 
side Rome  and  Jerusalem,  for 
years  the  city  served  as  merely  a  transit 
point  en  route  to  the  Aegean  islands  of 
Rhodes,  Corfu,  Mykonos  or  Crete.  But  as 
the  government  expands  the  country's 
[tourism  industry  and  focuses  on  its 
(unique  historical  heritage,  tourists  world- 
wide are  starting  to  take  a  closer  look  at 
jthe  Greek  capital. 

Athens  went  through  a  major  face-lift 
before  the  2004  Summer  Olympics,  and 
now  boasts  a  new  airport,  state-of-the- 
rt  suburban  trains  and  a  ring  of  high- 
ays  that  has  solved  the  city's  biggest 
[problem  —  the  appalling  traffic  conges- 
tion and  accompanying  pollution. 

Many  gray  buildings  have  been  paint- 
ed in  livelier  colors  and  even  the 
Parthenon,  when  seen  against  a  blue  sky, 
seems  freshened  up.  New  trees  give  the 
city  and  surrounding  urban  sprawl  a  wel- 
come splash  of  green. 
To  put  Athens  in  direct  competition 
ith  more  seasoned  destinations  such  as 
Madrid  or  Barcelona  for  culturally  excit- 
ing experiences  is  a  bold  exercise,  but 
he  government  seems  committed  to 
promoting  the  city's  priceless  assets  in  its 
search  for  larger  numbers  of  foreign  visi- 
tors. The  pedestrian  walkways  around 
classical  monuments,  for  example,  have 
added  a  lot  to  their  appeal,  while  longer 


shopping  hours  are  giving  tourists  a  bet- 
ter chance  to  take  back  souvenirs. 

The  new  tramway  connecting  the  city 
center  to  the  Saronic  Gulf  beaches  on 
the  Aegean  Sea  also  provides  a  quick 
escape  from  urban  life,  especially  during 
the  hot  summer  months. 

Efforts  to  refashion  Athens  into  a  city 
break  destination  are  creating  a  market 
for  small  boutique  hotels  with  an 
emphasis  on  design  and  a  sophisticated 
local  flavor.  The  newly  refurbished  St. 
George  Lycabettus  Hotel,  situated  in 
Kolonaki,  one  of  Athen's  most  exclusive 
commercial  areas,  clearly  represents  this 
trend  as  it  combines  modernity  with 
comfort. 

The  St.  George  Lycabettus  has  been 
owned  by  the  same  family  since  its 
establishment  and  is  a  landmark  in  Greek 
hospitality,  offering  154  rooms  with 
breathtaking  views  of  the  Acropolis. 

Boutique  hotels  are  appearing 
throughout  the  country  as  Greek  hote- 
liers strive  to  attract  an  upmarket  clien- 
tele and  stay  ahead  of  competition  in  the 
Eurozone. 

One  hotel  that's  in  a  league  of  its  own 
is  the  Saint  John  Hotel  Resort,  situated 
on  the  island  of  Mykonos.  The  hotel  was 
awarded  five  stars  by  the  American 
Academy  of  Hospitality  Science  for  excel- 
lent service.  "The  first  thing  that  springs 
to  mind  when  I  think  of  the  Saint  John  is 


its  location  and  view,"  says  Kriton  lliadis, 
the  hotel's  former  marketing  manager. 
"It  is  not  far  from  the  island's  capital, 
and  yet  the  hotel  feels  completely 
detached  from  urban  life."  The  majority 
of  Saint  John's  148  rooms  and  villas 
enjoy  a  panoramic  view  of  the  uninhabit- 
ed island  of  Delos,  the  birthplace  of 
Apollo,  according  to  Greek  mythology, 
and  part  of  the  dazzling  Cyclades  archi- 
pelago, the  most  popular  destination  in 
Greece. 

"The  origins  of  the  Saint  John  Hotel, 
which  is  part  of  the  Preferred  Hotel 
Group,  go  back  to  the  time  when  the 
grandfather  of  the  family-run  business 
opened  a  fish  restaurant  that  became  a 
famous  tavern,"  says  lliadis.  "Although 
the  group  has  moved  a  long  way  since 
then,  the  family  is  still  very  involved  in 
the  day-to-day  activities  of  the  hotel,  and 
that  allows  it  to  be  very  flexible  in  terms 
of  accommodating  the  wishes  of  individ- 
ual customers." 

The  Saint  John  combines  traditional 
style  with  first-class  facilities,  but  if  Greek 
hoteliers  can  diversify  further  and  offer 
ecotourism,  bird-watching  or  hill  walk- 
ing, there's  plenty  of  room  for  expansion 
in  the  national  tourism  industry. 


The  newly  refurbished  St.  George  Lycabettus  Hotel 

The  variety  of  flora  in  Greece  is  unri- 
valed in  Europe,  especially  the  wild  flow- 
ers that  grow  in  the  mountains  of  the 
Peloponnese,  and  it  is  still  possible  to 
spot  eagles  and  giant  black  vultures  in 
the  northeastern  part  of  the  country. 

Visitors  can  combine  the  enjoyment 
of  nature  with  the  hospitality  of  the 
villages  in  the  interior,  where  Greek 
cultural  heritage  can  be  found  in  its 
purest  form.  Such  experiences  remind 
one  that  the  notion  of  paradise  began 
here,  and  that  Arcadia,  the  imaginary 
idyllic  paradise,  has  always  been  in 
Greece.  ❖  Marco  Venditti 
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Tourism  goes  upmarket 


i  "  or  the  past  two  years,  tourists  visiting 
I**-  Greece  have  outnumbered  the  coun- 
;'    try's  population  of  12  million.  But 
according  to  the  Greek  Ministry  of 
Tourism,  2007  will  bring  even  better 
results  than  last  year,  when  the  number 
of  visitors  topped  1 5  million  for  the  first 
time  in  the  country's  history. 

With  the  campaign  slogan,  "Greece: 
Explore  Your  Senses,"  the  government 


markets  in  China,  India  and  the  U.S.,  and 
we're  advertising  our  product  to  attract 
more  upmarket  tourists  while,  of  course, 
still  appealing  to  younger  types." 

According  to  the  World  Travel  and 
Tourism  Council,  which  advises  the  pri- 
vate sector  on  sustainable  tourism  devel- 
opment, Greece  has  exploited  only  15% 
of  its  real  potential,  leaving  a  lot  of  room 
for  improvement.  "The  successful  organi- 


Airlines  is  launching  daily  flights  nonstop 
between  New  York-Newark  and  the 
Greek  capital. 

Continental  will  also  provide  links  from 
more  than  230  other  cities  throughout 
North,  Central  and  South  America. 
Athens  is  already  the  sixth-most-visited 
capital  in  Europe,  and  its  air  traffic  to 
New  York  increased  by  300%  in  2006. 

The  Greek  government  is  also  commit- 
ted to  raising  the  standards  of  the  coun- 
try's tourism  facilities  by  introducing  state- 
of-the-art  accommodations,  complete 


has  injected  $53.2  million  into  a  new 
tourism  promotion  package  that  will  put 
Greece  on  CNN  International  screens 
more  than  4,800  times  this  year  and  will 
publish  advertisements  in  The  New  York 
Times  and  other  global  publications. 

"The  tourism  industry  remains  the 
Greek  economy's  lifeblood,"  said  Fani 
Palli-Petralia,  Greece's  minister  of  tourism, 
in  a  recent  interview.  At  nearly  19%,  the 
industry  is  the  biggest  single  contributor 
to  the  gross  national  product,  providing 
more  than  700,000  jobs  a  year  and 
affecting  the  socioeconomic  situation  of 
Greece  more  than  any  other  sector. 

Nevertheless,  the  traditional  sun,  sea 
and  sand  approach  to  mass  tourism  has 
been  showing  signs  of  fatigue  after  sus- 
taining the  Greek  industry  for  decades. 
Competition  from  emerging  markets  in 
the  region  and  from  faraway  places  such 
as  Asia  and  Australia  has  been  under- 
mining Greece's  advantages,  and  the 
present  administration  is  now  eager  to 
reposition  the  country  on  the  interna- 
tional tourism  market. 

"For  the  first  time  in  over  a  decade  we 
have  a  government  that  is  taking  the 
sector  very  seriously."  says  Dimitrios 
Lampadarios,  president  of  the  Greek 
National  Tourism  Organization,  which 
has  promoted  the  industry  since  the 
1960s  "Greece  is  in  the  midst  of  a 
transformation.  We're  targeting  new 


zation  of  the  last  Olympic  Games 
changed  the  perception  of  Greece 
abroad.  Tourists  are  coming  here  now 
expecting  to  find  a  confident  and  mod- 
ern nation  able  to  provide  the  highest 
standards  of  service.  We  have  to  live  up 
to  those  expectations,"  says  Palli-Petralia, 
whose  ministry  has  implemented  a  ten- 
year  plan  to  transform  the  industry  into  a 
world-class  model,  with  the  goal  of  hav- 
ing tourism  contribute  more  than  25% 
to  the  gross  domestic  product. 

While  Europeans  still  make  up  the  largest 
share  of  visitors  to  Greece,  Americans  are 
rediscovering  this  classic  destination.  In 
2006,  Greek  cruise  ship  operators  recorded 
a  30%  rise  in  U.S.  visitors,  attracted  by 
local  government  efforts  to  promote  a 
more  sophisticated  form  of  tourism. 

Americans  favor  history,  art  and  local 
cuisine  above  anything  else  when  they 
travel  to  Europe,  and  Greece  certainly 
has  plenty  of  that  to  offer.  "We  are  now 
featured  among  the  top  ten  foreign  des- 
tinations for  U.S.  tourists  because  we 
have  proved  that  Greece  is  a  safe  coun- 
try that  offers  excellent  culture  and  can 
provide  good  infrastructure  and  high- 
quality  services,"  says  the  minister. 

American  tourists  can  take  advantage 
of  new  air  routes  that  have  been  opened 
between  the  two  countries.  U.S.  Airways 
begins  direct  flights  from  Philadelphia  to 
Athens  this  spring,  and  Continental 


with  golf  courses  and  other  sports  facili- 
ties. "There  is  much  we  must  do  in 
Greece  to  help  develop  the  tourism  sector, 
especially  when  it  comes  to  facilitating 
foreign  investment,"  noted  Palli-Petralia 
when  she  addressed  the  Global  Travel  and 
Tourism  Summit  in  Washington,  D.C. 

Acting  on  her  promises,  in  November 
2006  the  Greek  government  approved 
what  is  slated  to  be  the  largest  and  most 
expensive  integrated  resort  in  Europe  on 
the  island  of  Crete.  The  complex  will 
start  with  an  initial  investment  of  $1.5 
billion  and  will  include  at  least  7,000 
beds,  a  desalination  plant,  rainwater 
collection  units  and  two  wastewater- 
treatment  and  recycling  centers. 

The  hope  is  that  a  new  upmarket  form 
of  tourism  will  finally  change  the  perception 
of  Greece  as  simply  a  summer  destination, 
since  the  mild  climate  can  be  enjoyed  year- 
round.  "We  want  to  turn  Greece  into  a 
four-season  destination,"  says  Lampadarios. 
"We  have  great  potential  for  city-break 
destinations  and  golf  tourism." 

According  to  statistics  from  the 
U.S. -based  sports  marketing  group 
IMG,  there  are  about  1 1  million  interna- 
tional golfers  willing  to  try  out  a  champi- 
onship-standard course  anywhere  in  the 
world,  especially  in  countries  such  as 
Greece,  where  they  can  find  spectacular 
scenery  and  a  welcoming  climate.  ❖ 
Marco  Venditti 


Come  to  explore  the  harmonious  colors  of  the  sun, 
ie  sea  and  the  sky,  the  beauty  of  nature,  the  inspiring 
culture  of  the  past  and  the  present,  the  joy  of  life. 

Explore  all  your  senses  in  Greece. 


G  reece 

exploreyoursenses 
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special  advertising  section 


A  good  investment  -  you  bet 


PAP  has  never  been  content  to 
j  rest  on  its  laurels.  To  maintain  its 
dominant  position  as  the  leading 
lottery  and  gaming  company  in  Greece 
and  continue  its  attraction  for  interna- 
tional institutional  investors,  it  has  initiat- 
ed a  major  rejuvenation  of  its  flagship 
betting  games  over  the  past  year. 

Pame  Stihima  (Let's  Bet),  which  origi- 
nally enabled  players  to  place  fixed-odds 
bets  only  on  soccer  contests,  now  lets  its 
customers  bet  on  the  outcome  of  the 
Hollywood  Oscars,  the  Eurovision  Song 
Contest  and  a  variety  of  other  events. 
These  refinements  have  begun  to  broaden 
the  appeal  of  the  games  beyond  the 
predominantly  male  sporting  fraternity  to 
a  wider  public,  particularly  to  women. 

As  an  additional  inducement,  the  pay- 
out to  winners  has  been  increased  to 
66%  of  the  total  bets  placed  and  bettors 
can  now  predict  the  outcome  of  Greek 
soccer  and  basketball  games.  Greek 
games  were  initially  excluded  as  a  pre- 
caution against  match  fixing  and  have 
been  introduced  now  only  in  a  group 
that  also  includes  foreign  matches. 

Other  innovations  to  maintain  the  pop- 
ularity of  the  games  include  the  introduc- 
tion of  fixed-odds  betting  on  games 
while  they  are  in  progress  and  "over-and- 
under"  betting,  in  which  players  predict 
not  the  result  but  whether  it  will  be  more 
or  less  than  a  specific  figure. 

OPAP's  top  numerical  game,  Kino, 
which  has  also  been  enhanced,  is  a  fast- 
moving  fixed-odds  contest  in  which  play- 
ers select  up  to  12  numbers  from  a  total 
of  80  and  win  if  those  numbers  are  still 
showing  when  the  house  reduces  the  80 
to  20. 

"With  Kino,  70%  of  the  stake  is 
returned  to  the  players  as  winnings," 
says  Nikos  Polymenakos,  OPAP's  investor 
relations  consultant.  "If  all  12  of  a  play- 
er's number  selections  are  included  in  the 
final  20,  the  player  will  receive  a  million 
times  the  amount  of  his  bet." 

The  two  games  are  responsible  for 
almost  90%  of  the  company's  sales,  and 
the  refinement  of  both  games  has  had 
the  desired  effect  of  boosting  their  pop- 
ularity and  further  enhancing  OPAP's 
financial  results 

Turnover  increased  by  25.39%  last 
year  to  $6.2  billion,  and  net  profit  rose 
by  1 1 .23%  to  $678  million.  With  a  mar- 
ket capitalization  of  $12.6  billion,  OPAP, 


once  entirely  state-owned,  has  grown  to 
become  one  of  the  bluest  of  blue  chips 
on  the  Athens  Stock  Exchange. 


Athens  Stock  Exchange 

The  next  milestone  in  its  future  strate- 
gy will  be  a  major  upgrade  of  its  techno- 
logical platform  and  infrastructure  that 
will  open  up  new  opportunities  for  the 
company's  advancement. 

As  it  approaches  its  50th  anniversary 
next  year,  OPAP  is  riding  an  international 
wave  of  enthusiasm  for  the  lottery  and 
gaming  business.  This  is  reflected  in  the 
distribution  of  its  shares. 

Over  the  past  seven  years,  state  owner- 
ship has  been  reduced  by  four  highly 
sought-after  IPOs,  to  34%,  with  55%  of 
the  remainder  being  snapped  up  by  inter- 
national institutional  investors.  However, 
the  government  continues  to  exercise  a 
degree  of  responsibility  and  control  by 
maintaining  a  majority  stake  among  the 
company's  board  of  directors. 

"The  Greek  gaming  industry  is  a  grow- 
ing market,"  says  Polymenakos.  "It 
includes  horse  racing,  state  lotteries, 
casinos  and  scratch  tickets,  and  since 


1998  it  has  recorded  annual  growth  of 
18%.  OPAP  is  the  market  leader  with  a 
52%  share." 

The  company  name  is  a  Greek 
acronym  for  its  more  formal  title  of  the 
Greek  Organization  of  Football 

Prognostics.  It  was  established  in 
1958  to  sell  coupons  listing  13 
soccer  fixtures  to  members  of  the 
public  who  could  participate  in  a 
pool  bet  by  predicting  the  match 
results,  with  the  profits  (after  the 
payout  of  the  winnings)  being 
used  to  subsidize  sporting  events. 

OPAP  operates  its  business 
through  a  countrywide  network 
of  more  than  5,000  agencies  — 
the  largest  online  retail  network 
in  Greece  —  serving  an  estimated 
3  million  customers. 

Seven  years  ago  the  company 
acquired  a  unique  business 
advantage  when  it  paid  the 
Greek  government  $429.3  million 
for  a  20-year  period  of  exclusive 
rights  to  operate  nine  lottery  and 
sports  betting  games. 

Basile  Neiadas,  OPAP's  chief 
executive,  points  out  that  the 
company's  monopoly  enables  it 
to  play  a  social  role  by  providing 
a  legal  way  for  Greeks  to  enjoy 
betting.  Players  receive  reliable 
service  and  get  their  winnings  on 
time  and  in  cash,  with  a  tax-com- 
pliant certificate  that  ensures  the 
fiscal  authorities  won't  demand 
additional  taxes  —  great  advan- 
tages not  offered  by  unofficial  gambling 
outlets. 

Created  half  a  century  ago  to  subsidize 
sporting  and  cultural  events,  OPAP  con- 
tinues to  uphold  its  corporate  responsi- 
bility by  supporting  and  sponsoring  a 
wide  range  of  sporting  and  cultural 
events,  which  included  the  2004  Olympic 
Games.  The  organization  invested  $40 
million  in  such  social  initiatives  in  2006. 
❖  Michael  Knipe 


Insight  Publications  worked  with  the  Carbon 
Neutral  Company  and  its  science  partner,  the 
Edinburgh  Center  of  Carbon  Management  to 
calculate  this  report's  carbon  footprint  and 
implement  carbon  offset  projects  to  reduce  the 
edition's  emissions  to  net  zero.  Global  warming 
emissions  have  been  measured,  reductions  rec- 
ommended, and  the  remaining  emissions  offset 
through  renewable  energy  and/or  sustainable 
forestry  projects. 
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■j   Banking  on  business 

While  the  notion  of  foreigners 
benefiting  from  national  assets 
may  still  be  controversial 
among  some  in  the  Greek  business  com- 
munity, Greek  companies  continue  to 
thrive  abroad,  especially  in  the  Balkan 
the  I  market. 

According  to  the  Finance  Ministry, 
!  Greek  investments  in  the  region  are  esti- 
k    mated  at  around  $13  billion,  and  cities 
such  as  Thessalonica  have  already 
i  become  financial  and  commercial  centers 
for  the  entire  Balkan  Peninsula. 

Under  the  center-right  administration 
of  Costas  Karamanlis,  regional  ties  have 
become  a  top  priority  after  years  of  fric- 
I  tion.  Recent  deals  such  as  the  acquisition 

of  a  controlling  stake  in  Turkey's  high- 
i  profile  Finansbank  by  the  National  Bank 
of  Greece,  and  the  completion  of  a 
Greek-Turkish  cross-border  pipeline  car- 
i*  rying  Azerbaijani  natural  gas  to  Western 
\  Europe,  would  have  been  inconceivable 
a  few  years  ago. 

"Greek  bankers  are  looking  for  new 
honeymoons  in  southeast  Europe,"  says 
Gikas  Hardouvelis,  chief  economist  of 
Eurobank.  He  is  confident  that  the 
:  Greek  business  community  can  easily 
anticipate  the  Balkan  countries'  needs 
by  recalling  the  process  of  economic 
integration  that  Greece  undertook  as 
i  recently  as  1 5  years  ago. 

"Greek  bankers  are  looking 
for  new  honeymoons  in 
!  southeast  Europe." 

Gikas  Hardouvelis,  chief  economist  of  Eurobank 

But  the  continuing  globalization  of 
Greek  firms  does  not  stop  at  the  Balkans 
and  the  wider  Eastern  Mediterranean 
region.  A  growing  number  of  compa- 
nies, especially  in  the  maritime  sector, 
I  are  tapping  the  international  capital  mar- 
<  ket  to  finance  their  expansion. 
Tanker  operator  Tsakos  Energy 

S Navigation  has  been  listed  on  the  New 
York  Stock  Exchange  for  about  five  years, 
and  new  players  such  as  Top  Tankers  and 
DryShips  have  been  raising  billions  on 
■  NASDAQ  over  the  past  few  years. 
The  Greek-American  economic  rela- 
tionship goes  back  to  the  19th  century, 
and  even  though  the  overall  volume  of 
trade  between  the  countries  has  slowed 
I  down  in  the  aftermath  of  the  Olympic 
[  games,  Greek  exports  to  the  U.S.  have 
increased  by  more  than  75%  since  1996. 
❖  Marco  Venditti 
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Hellenic  Republic 

Ministry  of  National  Education  Managing  Authority  ol  the  Operational  Programme  European  Union 

and  Religious  Attairs  (or  Education  and  Initial  Vocational  Training  European  Commission 


The  Greek  Educational  System 
in  the  21st  Century 


The  main  instrument  for  the  implementation  of 
the  educational  policy  in  Greece  is  the 
Operational  Programme  for  the  "Educational 
and  Initial  Vocational  Training",  which  is  co- 
financed  by  the  European  Social  Fund  and  the 
European  Regional  Development  Fund. 

The  Operational  Programme  is  closely  related 
to  the  revised  Lisbon  strategy  and  the  other  EU 
policies  (employment  policy,  gender  equality, 
ICT  and  life  long  learning),  synergy  with  the  pil- 
lars of  the  National  Action  Plan  for  employment, 
the  ESF  priorities  and  the  objectives  of  the 
National  Action  Plan  for  social  inclusion. 

Lifelong  learning  is  one  of  the  most  basic  pillars 
to  the  Greek  strategy  in  Education.  Through  the 
Programme,  the  aim  is  to  provide  everyone 
with  the  opportunity  to  acquire  or  improve 
his/her  knowledge,  that  will  allow  him/her  both 
to  be  an  educated  person,  an  active  citizen,  as 
well  as  a  fully  qualified  member  of  the  work- 
force needed  in  the  labor  market. 

One  of  the  main  choices,  reflected  in  the 
Programme,  is  to  provide  equal  opportunities 
in  education  and  beyond  that,  to  the  labor  mar- 
ket. Efforts  have  been  undertaken  during 
recent  years,  aiming  to  include  the  less  privi- 
leged groups  of  the  population  in  the  educa- 


tional system,  to  reduce  school  drop  out,  to 
improve  employability  and  combat  social 
exclusion. 

In  order  to  make  strategic  interventions,  the 
Greek  government  is  going  to  implement  eval- 
uation procedures  in  all  educational  levels.  The 
evaluation  process,  which  is  going  to  be  sup- 
ported by  the  Operational  Programme,  is  not  a 
means  for  punishment  but  a  means  for 
improvement. 

Furthermore,  investing  in  the  human  capital  of 
the  educational  system  is  one  of  the  most  sig- 
nificant priorities.  Therefore  an  extensive  pro- 
gramme of  teachers'  training  schemes  is  being 
implemented,  with  resources  from  the 
Operational  Programme. 

Another  major  strategic  choice  is  to  create  and 
consolidate  a  Greek  Education  and  Culture 
Center  for  south-eastern  Europe,  by  establish- 
ing a  new  International  University  in 
Thessalonica  for  students  that  are  coming 
mainly  from  abroad  focusing  on  the  Balkans 
area  and  the  Eastern  Mediterranean  basin,  but 
also  welcoming  students  from  all  over  the 
world. 

This  new  institution  will  be  financed  through  the 
Operational  Programme. 
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Ministry  ol  National  Education  and  Religious  Affairs 
Managing  Authority  of  the  Operational  Programme  for  Educationnnd  Initial  Vocational  Training-European  Commission 
Co-financed  by  the  European  Social  Fund  and  the  European  Regional  Development  Fund 
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Strike  a  Pose 


Stock  price 


It  seemed  like  a  marriage  of  opposites  when  PHILLIPS-VAN 
HEUSEN  (58,  PVH)  bought  Calvin  Klein  in  2003.  A  sober- 
minded  shirtmaker  (Arrow,  Izod,  Van  Heusen)  bet  its  future 
on  a  flashy  purveyor  of  jeans,  underwear  and  perfumes. 

Well,  the  combination  has  worked.  Calvin  Klein,  whose 
ads  remain  as  suggestive  as  ever,  now  makes  up  a  third  of 
Phillips'  profits.  Calvin  licensing  revenue,  which  occasions 
scarcely  any  incremental  costs,  rose  16%  in  2006,  com- 
pared with  12%  growth  the  year  earlier.  Executives  expect 
topline  growth  of  10%  to  11%  this  year  for  Calvin.  To  build 
the  brand  even  more,  Calvin's  conservative  parent  plans  to 
open  five  to  ten  stores  for  it  in  high-end  locales;  now  it  has  one  retail  store 
in  New  York  City. 

Beyond  the  Calvin  Klein  franchise,  Phillips  operates  less  noticed  but 
nicely  expanding  operations.  Wedbush  Morgan  Securities  analyst  Jeffrey 
Mintz  cites  two  new  businesses:  Izod  women's  apparel,  set  to  launch  this  fall, 
and  Timberland  sportswear,  which  will  hit  in  2008.  Phillips  booked  a  39% 
earnings  increase  for  the  year  ended  Jan.  3 1 ,  to  $  1 55  million,  on  $2. 1  billion 
in  revenue,  up  10%. 

Phillips'  stock  has  climbed  50%  since  August,  and  its  trailing  price/earn- 
ings multiple  is  now  a  higher-than-market  22.  But  that  P/E  is  less  than  the  per- 
centage points  in  the  earnings  growth  rate  expected  through  2012.  In  that 
respect  the  company  is  cheaper  than  its  peers.  — Alex  Davidson 


Stock  price 


Candy's  Dandy 

Hershey's  Kisses  turns  100  this  year.  Still, 
HERSHEY  CO.  (55,  HSY)  aims  to  grow  beyond 
Kisses  and  its  other  established  offerings — 
like  Reese's  peanut  butter 
cups,  York  peppermint 
patties  and  Kit  Kats — by 
rolling  out  new  treats. 

Confections  like 
Reese's  Crispy  Crunchy 
that  have  been  launched 
in  the  past  year  account 
for  a  tenth  of  revenue,  double  what  rivals 
have.  By  debuting  a  new  organic  line  and 
expanding  its  premium  and  dark  choco- 
late products,  Hershey  wants  to  increase 
its  30%  candy-market  share,  which  now 
trounces  Mars  (18%),  Wrigley  (15%)  and 
Nestle  (7%). 

But  there's  some  bitter  along  with  the 
sweet.  While  earnings  rose  14%  in  2006, 
they  slipped  in  2007's  first  quarter  by  24%, 
to  $93  million.  Revenue  is  flat.  Meanwhile, 


first-quarter  margins  dropped  from  38% 
to  36%.  Wall  Street  is  underwhelmed,  and 
the  stock  is  up  just  3%  in  the  past  year. 

Edward  Jones  analyst  Matthew  Arnold 
blames  the  tepid  financial  performance  on 
higher  marketing  costs  and  says  things 
should  pick  up  mightily  later  in  the  year. 
While  its  25  P/E  isn't  low,  the  prospects 
make  it  a  buy.  — A.D. 


No  Sale 


You  can  get  good  bargains  at  BJ's,  which 
operates  173  warehouse  club  stores  along 
the  East  Coast.  Too  bad  the  stock  isn't 
one  of  them,  at  32  times  trailing  earnings 
for  a  business  with  a  decidedly  shopworn 
outlook. 

When  BJ's  WHOLESALE  CLUB  (35,  BJ) 

reported  rocky  earnings  last  year,  Chair- 
man Herbert  J.  Zarkin  replaced  the  chief 
executive.  He  promised  a  turnaround  to 
make  the  chain  more  competitive  with 
Sam's  Club  and  Costco— each  with  hun- 
dreds more  stores  than  BJ's.  Zarkin  set 


a 


about  cutting  the  in-store  pharmacies, 
focusing  on  smaller  packaging  and  better 
organization  of  the  stores,  with  aisle  mark- 
ers and  express  check- 
out lanes  to  lessen  the 
cold,  cinder-block  feel. 

Some  of  this  appears 
to  be  working.  For  fiscal 
2006  (ended  in  January) 
BJ's  revenue  rose  7%  to 
$8.5  billion.  But  compa- 
rable stores  increased 
sales  a  mere  1.2%,  and  net  income  fell  44% 
to  $72  million,  thanks  in  part  to  restruc- 
turing expenses. 

The  stock  is  up  40%  from  its  52 -week 
low  of  last  fall,  some  of  that  based  on  spec- 
ulation of  a  buyout. 

Zacks  analyst  Robert  Plaza  says  BJ's 
two  larger  rivals  remain  formidable  and 
worries  about  a  much  predicted  slow- 
down in  consumer  spending.  We  say 
short  the  stock. 

—David  Armstrong 
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Capital  Markets  i  Marilyn  Cohen 


BUYING  ZERO 
COUPONS 


CERTAIN  ORACLES  HAVE  BEEN  PREDICTING  RISING 
interest  rates  for  at  least  the  past  six  months.  After  lis- 
tening to  them  many  of  you  have  probably  stashed 
excess  cash  in  money  markets,  certificates  of  deposit 
and  even  interest-bearing  checking  accounts.  But  I 
think  rates  are  somewhat  more  likely  to  drop  than  go  up.  Why? 
Signs  of  a  weakening  economy  we're  seeing  develop  now  (slower 
home  sales,  dipping  corporate  earnings,  etc.)  will  spur  the  Federal 
Reserve  to  ease  them. 

It's  impossible  to  really  know  where  rates  are  going,  but  it's 
not  hard  to  hedge  your  bets  a  little.  Put  some  of  your  cash  to 
work  in  an  investment  that  will  benefit  from  a  decline  in  rates. 
Buy  some  zero  coupon  bonds.  These  are  the  ones  that  pay  all 
their  interest  at  maturity.  With  them  you  don't  have  the  risk  of 
reinvesting  coupons  at  disappointing  yields.  In  other  words  your 
yield  to  maturity  in  this  part  of  your  portfolio  will  be  exacdy  what 
you  expected  when  you  bought  the  bonds. 

As  with  coupon-bearing  bonds,  zeros  are  available  from  the 
U.S.  Treasury  as  well  as  from  corporations,  and  in  taxable  and 
tax-exempt  varieties.  With  some  scarce  exceptions,  one  of  which 
I  will  mention  at  the  end  of  this  column,  I  don't  like  corporate 
zeros  because  there's  too  much  risk  of  a  deterioration  in  credit 
quality.  A  leveraged  buyout  of  the  issuer  surely  would  turn  your 
nice  investment-grade  paper  into  junk  overnight. 

It  is  commonly  said  that  taxable  zeros  should  go  only  in  a  tax- 
deferred  account  like  a  401(k).  The  advice  is  sound,  but  the  reason 
usually  given  is  wrong.  The  usual  reasoning  is  that  zeros  cause  tax 
misery  because  you  have  to  declare  the  interest  income  currently 
even  though  you  will  get  your  hands  on  the  interest  only  years 
later.  I  think  this  is  a  nonissue  for  most  FORBES  readers.  I  presume 
that  you  have  cash  from  othe>-  investments  or  a  paycheck  with  I 
which  to  cover  the  tax  bill  on  your  zero.  No,  the  problem  is  a  I 
more  basic  one:  the  fact  that  interest  from  corporates  and 
Treasurys  is  taxable  at  stiff  ordinary  income  rates.  So  try 
eep  all  your  taxab  ?  bonds,  whether  01  not  they  have 


coupons  attached,  in  your  tax-deferred  accounts.  Use  taxable 
accounts  for  stocks  or  tax-exempt  bonds. 

Because  of  the  flat  yield  curve,  interest  rates  on  zeros  are  not 
very  different  from  those  on  conventional  bonds.  Treasury  zeros 
yield  between  4.5%  and  5%.  The  one  due  in  February  2017  is 
priced  at  63  cents  per  dollar  of  maturity  value.  That  gives  it  a  yield 
of  4.8%,  a  tad  above  the  4.7%  on  a  coupon  bond  due  at  the  same 
time.  This  zero  would  be  a  fine  addition  to  the  IRA  of  someone 
planning  to  retire  in  ten  years. 

If  you  are  not  investing  a  minimum  of  $50,000  in  zero 
coupon  Treasurys,  then  buy  a  Treasury  zero  bond  fund.  Below 
$50,000  the  transaction  costs  are  too  disproportionately  large  to 
make  the  trip  worthwhile.  American  Century  has  four  no-load 
funds  with  final  maturity  dates  of  2010,  2015,  2020  and  2025. 
American  Century  Target  2010,  for  instance,  pays  out  in  three 
years.  The  fund  expense  is  0.57%  of  assets  yearly,  the  minimum 
investment  $2,500. 

Go  to  the  government's  Web  page,  ustreas.gov,  for  a  list  of 
Treasury  yields.  Ask  your  broker  to  look  at  his  Bloomberg  ter- 
minal and  quote  the  institu- 
tional bid  and  ask  on  the  zero 
you  are  interested  in.  How  far 
away  from  the  midpoint  of  that 
spread  is  his  net  price  for  the 
$100,000  face  amount  you  are 
buying?  If  the  markup  is  1%  or 
more,  shop  around. 

For  those  in  high  tax  brackets 
not  in  need  of  cash  flow,  zero 
munis  make  a  lot  of  sense.  New 
Yorkers,  for  instance,  should  con- 
sider Long  Island  Power  Author- 
ity Electric  Revenue  due  June  1, 
2019  (FSA  insured  and  AAA  rated),  with  a  yield  to  maturity  of 
4.15%.  It  costs  60.9  cents  on  the  dollar. 

Now  for  an  exception  to  the  rule  that  corporate  zeros  aren't 
worth  the  risk.  General  Motors  Acceptance  Corp.,  the  automaker's 
finance  arm,  now  51%  owned  by  a  private  equity  group,  has  some 
BB+  rated  zeros  that  I  think  will  go  back  to  investment  grade  over 
the  next  two  to  three  years.  Because  of  a  loophole  grandfathered 
into  place  years  ago  by  the  Internal  Revenue  Service,  no  tax  is 
owed  on  the  GMAC  zeros  until  maturity.  So  don't  bother  holding 
them  in  a  tax-deferred  account. 

The  GMAC  0%  due  Dec.  1,  2012  is  trading  at  65  for  7.85% 
yield  to  maturity.  There's  also  a  GMAC  0%  due  June  15,  2015, 
priced  at  55  for  a  7.5%  yield.  The  combined  amount  outstanding 
(market  value)  of  these  two  issues  is  $627  million,  which  means 
that  the  bonds  are  easy  to  find.  They  are  both  callable  every 
month  until  maturity.  A  call  in  the  near  future  (unlikely,  unless 
GMAC  crawls  back  to  investment  grade)  would  leave  you  with  a 
nice  double-digit  annual  return.  F 


If  you  think 
rates  are 
headed  down, 
owning  these 
makes  sense. 
Stick  most  in 
tax-deferred 
accounts. 
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Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc., 
a  Los  Angeles  fixed-income  money  manager.  Visit  her  home  page 
at  www.forbes.com/cohen. 
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Foreign  investing  involves  certain  foreign  risks,  including  currency  fluctuations  and  controls,  restrictions  on  foreign  investments,  less  governmental  supervision  and 
regulation,  less  liquidity  and  the  potential  for  market  volatility  and  political  instability.  Foreign  investments  involve  greater  risks  than  U.S.  investments.  Investments 
and  services  are  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  ©  2007  Morgan  Stanley.  m^mm^^Mjia^^m^g 


What  about  China?  There  is  great  opportunity  in  China,  but  it  takes  experience  to  find  it.  Since  1991, 
Morgan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets. 
We  were  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
provide  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
who  better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
experience,  access  and  insight  to  work  for  you. 


Ask  a  Financial  Advisor  tuday. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 


Exchange-Traded  Funds  i  Jim  Lowell 


BUY  SOME 
PROTECTION 


STEPPING  INTO  A  FIELD  OF  MAY  FLOWERS,  YOU  MAY 
think  that  the  world  is  now  a  sunny  and  beneficent 
place.  The  harsh  weather  of  recent  months  is  a  bad 
memory.  After  the  markets  horrifying  drop  of  Febru- 
ary and  early  March,  stock  prices  have  climbed  back 
above  their  previous  highs.  But  the  market,  as  measured  by  the 
Chicago  Board  Options  Exchange  Volatility  Index  (or  Vix),  is  still 
choppier  than  it  was  last  fall. 

I  suspect  that  more  turbulence  is  ahead.  Too  many  contradic- 
tory factors  are  loose.  Employment  remains  high,  retail  sales 
appear  to  be  rebounding  and  earnings  reports,  while  no  longer 
offering  the  double-digit  gains  they  did  for  14  consecutive  quar- 
ters, are  showing  decent  increases.  On  the  negative  side,  an  infla- 
tion-fearful Federal  Reserve  is  signaling  that  it  may  raise  interest 
rates,  dampening  economic  growth.  Inflation  is  indeed  pesky: 
Oil  and  food  prices  are  heading  up.  (They're  related:  Ethanol 
demand  is  making  corn  more  expensive.)  Meanwhile,  housing 
continues  to  slump,  and  subprime  mortgages  are  in  bad  shape. 
The  1992  classic  Martha  Stewart's  New  Old  House  is  replaced  in 
our  thoughts  by  another  classic  book,  Dickens'  Bleak  House. 

What's  an  investor  to  do  with  such  a  muddled  outlook? 
Flunker  down  and  you  might  just  miss  a  nice  rally.  Charge  into 
the  market  and  you  might  get  slammed. 

There's  a  way,  though,  to  build  an  investment  bridge  between 
terror  and  and  terra  firma.  It's  called  a  pairing  strategy— a  way  to 
seek  real  returns  no  matter  which  way  the  markets  wend.  The 
ideal  method  of  doing  this  is  via  exchange-traded  funds,  some  of 
them  newly  hatched.  Basically,  you  pair  two  long  ETFs  that  track 
well-known  indexes  with  two  short  ones.  Equal  amounts  go  into 
each  of  these  four  baskets. 

!  m  not  saying  allocate  all  your  assets  in  this  manner,  just  enough 
to  give  you  a  feeling  of  safety.  Keep  in  mind,  this  mix  won't  keep  up 
in  bull  markets.  At  best  the  portfolio  will  record 
tepid,  single-digit  gains.  But  your  investments 
like'  -  won't  collapse  in  a  broad  downtrend. 


Forbes 


The  ETF  long-short  admixture  is  far  cheaper  than  hedge 
funds,  which  claim  they  can  outfox  the  market.  Hedge  funds  typ- 
ically slap  you  with  2%  yearly  fees  and  slice  a  fifth  of  the  profits 
off  for  themselves.  Invest  $1  million  in  a  collection  of  hedge 
funds  that  merely  break  even,  while  some  go  up  a  lot  and  some 
down  a  lot,  and  you  could  easily  be  paying  $40,000  a  year  in  fees. 
Put  $  1  million  into  the  mix  of  four  ETFs  recommended  here  and 
you'll  be  paying  only  $7,100  a  year  in  fees. 

To  be  sure,  there  are  other  ways  to  hedge.  You  can  buy  a  put 
on  an  index  to  protect  your  $  1  million,  but  that  also  will  cost  you 
more.  Let's  say  you  get  puts  on  the  Chicago  Mercantile  Exchange 
E-mini  S&P  500  futures  contract  that  expires  in  September  (the 
furthest  out  they  go  now),  with  a  strike  price  of  1300.  The  S&P  is 
1480  today.  Thus  if  the  index  stays  above  1300  when  the  contract 
ends,  the  puts  expire  worthless.  You  paid  $5,075  for  the  options 
contracts,  now  down  the  chute.  To  keep  covering  that  $1  million 
for  a  full  year,  you  must  buy  another  round  of  puts,  which  over- 
all will  make  you  pay  far  more  yearly  than  the  ETFs'  $7,100. 
Certainly,  you  can  do  even  better  than  the  bargain  $7,100 

cost  I  cite  here.  Instead  of  buy- 
ing the  short-selling  ETFs,  you 
could  simply  cash  out  some 
similar  long  positions,  such  as 
in  U.S.  index  funds,  that  you 
already  own. 

My  ETF  hedge  has  you  tilt- 
ing your  strategy  to  be  bullish 
on  foreign  stocks  and  bearish 
on  U.S.  ones.  True,  the  umbili- 
cal linkage  between  American 
and  global  markets  means  that 
when  we  sell  off,  they  sell  off. 
But  with  the  faster-growing 
overseas  economies,  when  we  rally  back,  they  rally  back  more. 

For  the  shorts,  buy  ETFs  tracking  the  Dow  Jones  industrial 
average  for  domestic  large  companies  and  the  Russell  2000  for 
small  ones.  That's  equal  amounts  into  the  ProShares  Short 
Dow  30  (63,  DOG)  and  the  ProShares  Short  Russell  2000  (68, 
RWM).  These  two  ETFs  strive  to  return  the  inverse  perform- 
ance from  the  indexes;  both  have  annual  fees  of  0.95%.  On 
the  long  side  I'd  opt  for  the  iShares  MSCI  EAFE  (78,  EFA),  with  a 
0.35%  fee,  to  cover  large  companies  in  the  developed  world 
outside  the  U.S.,  and  the  Wisdom  Tree  International  Small 
Cap  Dividend  (70,  DLS)  whose  fee  is  0.58%,  for  small  companies 
in  the  same  countries. 

During  the  troubled  first  quarter  the  pairings  fared  well:  up  a 
collective  6.5%  (dividends  not  included),  versus  the  S&P  500's 
0.2%.  In  the  quarter's  worst  selloff  (Feb.  21  to  Mar.  5)  this  portfolio 
was  down  0.4%  as  the  S&P  dropped  5.7%.  For  the  first  period's  best 
rally  (Mar.  6  to  Mar.  26)  our  pairings  inched  up  2.9%;  the  market 
posted  3%.  But  you  bought  peace  of  mind.  F 

Jim  Lowell  is  chief  investment  strategist  of  Advisor  Investment  Management,  Inc. 
and  the  editor  of  Fidelity  Investor  and  Forbes  ETF  Advisor.  For  more  information 
visit  www.forbesnewsletters.com/etf. 


The  market's 
volatility  isn't 
over.  A  good 
way  to  shield 
yourself:  a 
long-short 
strategy  using 
new  ETFs. 
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Submit  your  plan  for  growing  your 
existing  business  and  you  could  win 
the  capital  to  make  it  come  true! 


Simply  complete  the  Contest  Entry  Form  on  Forbes.com,  including:  (1)  The  name  or  title  of  your 
business  (2)  A  500-word  description  of  your  business  and  how  you  would  use  $100,000  to  boost  it  to 
new  heights.  See  more  details  to  help  you  create  your  pitch  in  the  official  rules  on  Forbes.com.  Earn 
the  chance  to  get  business  experts  from  the  Forbes.com  editorial  staff  to  help  you  fine-tune  and 
improve  your  plan.  Entries  will  be  judged  by  small  business  experts,  Forbes.com  editors  and  readers. 
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ONE  GOOD 

BANK 


FOR  THE  MOMENT,  NOTHING  IS  HOTTER  THAN  A  COLD 
financial  institution.  On  Wall  Street  somebody  seem- 
ingly threw  a  switch.  The  subprime  mortgage  crisis  is 
not  so  intractable  after  all,  the  revised  story  line  goes. 
Certainly  not  when  Representative  Maxine  Waters 
(D-Calif.)  has  so  generously  volunteered  the  taxpayers'  money 
for  the  cause  of  keeping  the  nations  overextended  borrowers  in 
their  overencumbered  houses.  Then,  too,  the  bulls  contend,  a 
new  era  dawned  with  the  news  of  the  leveraged  buyout  of  SLM 
Corp.,  a.k.a.  Sallie  Mae.  Now  every  underperforming  bank,  thrift 
or  mortgage  lender  is  supposedly  in  the  crosshairs  of  a  private 
equity  titan. 

Well,  almost  every  one.  Bladex,  shorthand  for  the  Banco 
Latinoamericano  de  Exportaciones  S.A.  (19,  blx),  is  absolutely 
out  of  consideration.  That's  because  of  the  nature  of  the  Pana- 
manian bank's  mission  as  well  as  the  structure  of  its  ownership. 
Bladex  is  a  supranational  hybrid,  founded  to  promote  the  growth 
of  South  American  trade.  It  is  controlled  by  the  public  sector 
(including  23  regional  central  banks  and  monetary  institutions) 
but  capitalized,  in  good  part,  with  private  funds. 

Turnaround  stories  are  the  favorite  flavor  in  financial  stocks 
these  days.  Bladex,  however,  has  already  turned  around.  It  had  its 
near-death  experience  in  2002.  Late  in  the  1990s  management 
contracted  a  kind  of  new-era  grandeur.  Bladex  diversified  away 
from  trade  finance,  which  it  knew,  into  working-capital  lending, 
which  it  knew  not,  and  at  exactly  the  wrong  time.  Following  a 
post-2000  wave  of  Latin  American  defaults,  the  bank  acquired  a 
new  management,  a  smaller  balance  sheet  and,  of  course,  a  much 
smaller  stock  price. 

The  bank's  most  devastating  blow  was  the  December  2001 
Argentinean  default.  Bladex  was  in  over  its  stockholders'  heads, 
with  net  Argentinean  exposure  totaling  $1  billion,  or  167%  of  net 
worth.  You  might  have  forgotten,  though  Bladex  has  assuredly 
not,  that  Argentina's  gross  domestic  product  plunged  by  more 
than  50%  from  the  precrisis  peak  to  postdefault  depths. 


"[T]here  are  no  cycles  in  Argentina's  economy,"  a  man  at  the  bank 
reflected  in  early  2004.  "There  are  more  like  cyclones.  There  is 
an  inherent  volatility  to  Argentina  that  is  not  likely  to  change  at 
any  point.  [In]  the  banking  system  in  Argentina — and  we  have  a 
significant  exposure  to  the  banking  sector  still — the  balance 
sheets  are  an  approximation,  at  best.  . . ." 

The  speaker  was  Jaime  Rivera,  newly  installed  Bladex  chief 
executive;  he  was  as  purposeful  as  he  was  cautious.  He  vowed  to 
return  the  bank  to  profitability  and  to  its  roots  in  trade  finance. 
He  promised  to  speed  the  workout  of  the  bank's  Argentinean 
exposure.  These  things — and  more — he  has  accomplished.  Last 
year  the  bank  generated  36%  growth  in  operating  income  (earn- 
ings before  taxes  and  nonrecurring  items)  on  the  strength  of  rising 
fee  income  and  net  interest  income.  And  it  closed  out  all  but  the 
tag  ends  of  its  Argentinean  recovery  mission. 

What  Rivera  has  not  yet  done  is  to  generate  a  competitive 
return  on  equity.  Then  again,  he  has  a  good  excuse  for  this  short- 
coming. Bladex  is  hugely  overcapitalized,  a  legacy  of  the  years  of 
overcaution  that  followed  the  period  of  reckless  abandon.  The  pri- 
mary, or  Tier  1 ,  capital  amounts 
to  no  less  than  22.3%  of  Mar.  31 
assets.  Because  of  this  lush  cush- 
ion, the  board  recently  gave  the 
stockholders  a  raise  in  the  shape 
of  a  higher  dividend;  now  the 
shares  yield  4.6%. 

Of  course,  just  because  Bladex 
once  drove  into  the  ditch  doesn't 
mean  that  it  will  forever  after  re- 
main on  the  straight  and  narrow. 
One  point  of  vulnerability  is  the 
world-beating,  Chinese-led  com- 
modities boom.  Latin  American 
exports  jumped  by  2 1  %  last  year, 
according  to  the  Inter- American  Development  Bank,  the  third  con- 
secutive year  of  20%-plus  growth.  And  intraregional  trade  managed 
to  outpace  the  external  kind.  "As  has  been  the  case  since  2004,"  the 
IDB  observes,  "export  performance  in  2006  appears  to  be  driven  by 
a  combination  of  favorable  factors  led  by  the  U.S.  economy's  robust 
performance  and  by  the  exceptional  growth  of  natural -resource- 
scarce  China  and  India." 

Thus,  when  China  hiccups  or  India  sneezes  or  a  politician 
utters  the  dirty  word  "protectionism,"  Bladex's  shareholders 
shudder.  On  the  other  hand,  they  are  armored  against  adversity 
by  a  relatively  cheap  share  price.  The  stock  (it  has  American 
Depositary  Receipts)  trades  at  14.2  times  trailing  12-month  net 
income  and  1.2  times  Mar.  31  book.  You  can  find  U.S.  banks  and 
thrifts  almost  as  cheap,  but  you  will  not  find  many  nearly  so 
well-capitalized.  Bladex  has  come  back  from  the  abyss.  For  many 
American  institutions,  that  unforgettable  experience  is  still 
ahead  of  them.  F 


Bladex  isn't 
takeover  bait. 
But  its  business 
is  growing,  its 
management  is 
crisis-tested 
and  it  pays  a 
fancy  dividend. 


I  Forbes 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
Visit  his  home  page  at  www.forbes.com/grant. 
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Tim  Arnold  turned 
his  pinball  obsession 
into  a  small  fortune. 

Now  he's  using  his  pile 
to  preserve  pinball. 

By  Christopher  Helman 


ROM  1 1  A.M.  TO  MIDNIGHT, 
six  days  a  week,  you  can  find 
Tim  J.  Arnold  tending  to  the 
200  pinball  machines  in  his 
arcade.  Called  the  Pinball  Hall 
of  Fame,  it's  three  miles  from 
the  Las  Vegas  Strip,  next  to  a  shuttered 
movie  theater. 

In  a  grubby  T  shirt,  with  a  long  pony- 
tail  and  Coke-bottle  glasses,  Arnold,  51, 
looks  like  the  nerdy  kid  who  never  grew 
up.  He  usually  has  his  head  buried  in  the 
guts  of  a  vintage  machine,  maybe  fixing  a 
flipper  on  Mata  Hari. 

The  games  in  the  arcade  are  the  cream 
of  his  1,200-machine  collection,  which 
Arnold  began  in  1970  and  estimates  is  the 
best  in  the  world  (he's  probably  right). 
"You  can't  go  on  the  Internet  and  play 
these  games,"  he  says.  Which  is  why 
today's  youngsters  mostly  can't  be  both- 


A  man  and  his  flippers:  Tim  Arnold's  collection  of  200  vintage  pinball  machines  constitutei  nate  ir 


ered  with  such  mechanical  contrivances. 
"Kids  come  in  here  looking  for  violent 
kung-fu  videogames  and  stomp  out."  Such 
attitudes  complicate  Arnold's  goal:  to 
make  sure  his  collection  lives  on,  open  to 
the  public,  long  after  he  is  gone. 


He  operates  the  arcade  as  a  501(c)(3) 
nonprofit,  so  he  pays  no  taxes  on  what  the 
machines  bring  in.  Revenue  averages 
$12,800  a  month,  more  than  enough  to 
cover  $4,500  in  rent  and  $2,500  in  electric 
bills— at  least  for  now.  But  in  March  the 


184      FORBES      MAY  21,  2007 


movie  theater  next  door  went  out  of  busi- 
ness, taking  with  it  much  of  Arnolds  foot 
traffic. 

For  a  decade  he  has  earmarked  half 
the  profits  for  the  organizations  building 
fund,  now  $400,000.  The  other  half 


($350,000  so  far)  he  donates  to  the  Salva- 
tion Army.  His  inspiration  is  a  weathered 
copy  of  a  1991  FORBES  story  that  extolled 
the  Army's  streamlined  and  parsimonious 
ways.  "They're  like  us.  Low-rent,  down- 
town, highly  efficient;  and  if  anybody's 


paid,  they're  not  paid  much." 

Witness  to  that  are  the  arcade's  dark 
blue  carpet  (salvaged  from  a  Vegas  con- 
vention hall),  mismatched  ceiling  tiles 
and  a  change  machine  that  Arnold  scav- 
enged from  a  dumpster  behind  the 
Golden  Nugget  casino. 

The  arcade's  tax  status  helped  him 
persuade  the  Las  Vegas  county  commis- 
sioner (a  pinball  fan)  to  arrange  a  waiver 
of  the  $70-per-machine  licensing  fee. 
Arnold  doesn't  draw  a  salary.  He  doesn't 
need  to:  Pinball  has  already  made  him 
prosperous. 

His  obsession  started  with  Mayfair, 
the  first  machine  he  ever  bought— for 
$200  in  1970  when  he  was  14.  He 
installed  it  in  his  parents'  garage  and  was 
soon  milking  neighborhood  kids  for 
dimes.  When  he  was  15  his  mother 
would  drive  him  to  his  job  fixing  pinball 
machines  at  pool  halls  and  later  at  the 
Deja  Vu  strip  club  in  East  Lansing,  Mich. 
He  thought  nothing  of  riding  60  miles  on 
his  motorcycle  to  play  a  new  game.  He 
tried  going  to  college  for  a  while  but 
hated  it. 

In  1976  he  opened  the  first  of  what 
would  become  seven  locations  in  his 
Pinball  Pete's  arcade  chain.  The  econom- 
ics were  awesome.  He  would  pay  $1,800 
to  buy  a  new  machine,  which  would 
then  suck  in  $400  a  week  in  quarters. 
Michigan  had  no  sales  tax  on  pinball, 
and  there  were  no  permits  required.  "It's 
no  wonder  that  pinball  started  off  as  a 
bandit  industry  run  by  the  mob,"  says 
Arnold.  "I've  had  conversations  with 
drug  dealers  about  who  had  the  more 
lucrative  business.  With  arcades,  once 
you  deal  in  your  silent  partner,  Uncle 
Sam,  you  don't  have  to  worry  about 
laundering  your  money." 

When  tastes  turned  to  video,  Arnold 
lost  interest  in  arcades.  But  by  the  time  he 
sold  out  to  his  younger  brother  in  1990, 
Arnold  had  accumulated  $4  million  in 
savings,  one  quarter  at  a  time.  "We  wore 
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Rarest  of  three:  Bally  made  only  500  units  of  1%3's  Cue-Tease  (middle).  "You  can't  go  on  the  Internet  and  play  these  games,"  says  Arnold. 


out  steel  ice-cream  scoops  shoveling 
quarters,"  he  says. 

In  1991  he  crisscrossed  the  nation, 
stopping  at  old  arcades,  chatting  up  own- 
ers who  would  sell  dusty  machines  out  of 
backrooms  for  $50.  A  daunting  challenge 
(in  those  pre-Internet  days)  was  simply  to 
cobble  together  a  list  of  all  the  games  ever 
made.  He  was  shocked  to  discover  that 
even  some  of  the  manufacturers  hadn't 
kept  track  of  all  their  titles. 

At  a  Chicago  pinball  expo  Arnold  met 
a  former  designer  for  Gottlieb  &  Co.,  one 
of  the  biggest  makers.  The  man  handed 
him  a  record  of  the  production  runs  on 
every  game  Gottlieb  ever  made.  This  was 
Arnold's  Rosetta  stone.  Now  he  knew 
which  machines  were  so  scarce  that  he 
should  buy  them  on  sight,  no  matter  what 
their  state  of  disrepair,  and  which  were 
plentiful  enough  that  he  could  hold  out 
for  a  pristine  copy. 

He  acquired  most  of  the  games  for 
less  than  $100  each.  Today  they  might 
cost  $3,000.  The  rarest,  made  by  Gottlieb 
in  1951,  is  worth  $20,000.  Glamor  was  a 
dad  in  its  own  day  but  is  valuable  now 
because  Gottlieb  made  only  300  copies. 
Its  often  confused  with  Bally's  Glamour, 
a  better  game,  which  you  can  find  for 
$4,000. 

Gottlieb,  founded  in  1927,  helped 
spawn  a  cottage  industry  in  Chicago, 
where  for  decades  big  companies  like 


Bally  and  Williams  built  their  machines 
and  sourced  their  parts  within  a  dozen 
blocks  of  one  another.  The  "tilt"  mecha- 
nism, disqualifying  scores  boosted  by 
jostling  the  game,  was  introduced  in  1934. 
In  1947  Gottlieb  began  a  revolution  with 
Humpty  Dumpty,  the 
first  game  with  finger- 
operated  flippers. 

TKO  was  the  last  all- 
mechanical  model,  de- 
signed by  Gottlieb  in  1978. 
But  with  digital  displays 
becoming  dominant,  it 
was  never  mass-produced. 
A  worker  saved  prototype 
pieces  from  Gottlieb's 
crusher.  These  made  their 
way  to  Arnold.  A  clan- 
destine source  provided 
Arnold  with  the  original 
schematics.  It  took  him 
a  year  to  engineer  the 
wiring  and  piece  the  game 
together. 

Gottlieb  went  out  of  business  in  1996. 
Bally  and  Williams  stopped  making  pin- 
ball  machines  in  2000.  Chicago  company 
Stern  is  the  lone  holdout.  Its  most  recent 
machine  (Arnold's  top  revenue  generator) 
is  based  on  the  animated  television  pro- 
gram Family  Guy.  The  arcade's  number 
two  seller  is  the  exquisite  four- level 
machine  called  Pinball  Circus,  of  which 


By  the  Numbers 


Good  games  for  new  collectors. 

$4,000 

Captain  Fantastic,  1976 

$5,000 

The  Addams  Family, 
1992  

$6,000  Pirates 

of  the  Caribbean,  2006 

$7,000 

Star  Trek,  1978  

Source:  Tim  Arnold. 


Williams  in  1993  made  only  two  before 
deciding  it  was  too  costly  to  mass-produce. 

In  1991  Arnold  and  his  wife,  Charlotte, 
moved  the  collection  to  Las  Vegas,  partly 
because  the  warm,  dry  weather  was  easier 
on  his  machines  but  mostly  to  be  part  of 
the  spectacle.  '  I  liked  the 
Strip  back  then;  it  was 
still  run  by  showmen," 
says  Arnold.  The  Golden 
Nugget  still  had  a  show- 
case with  the  world's 
biggest  gold  nugget,  and 
Binion's  still  had  $1  mil- 
lion worth  of  $10,000 
bills  on  display. 

Today  the  Pinball 
Hall  of  Fame  has  three 
years  left  on  its  lease. 
And  after  that?  For  years 
Arnold  has  tried  to  per- 
suade some  wealthy  pin- 
ball fans  to  donate  a 
building  to  the  cause.  So 
far,  no  luck.  Meanwhile, 
the  Smithsonian  has  said  it  isn't  interested 
in  the  collection,  either.  No  matter  what, 
Arnold  insists  the  games  have  to  stick 
together.  "People  offer  to  buy  them  all  the 
time,  but  I'm  resigned  in  my  own  mind 
that  the  collection  will  never  be  for  sale. 
They're  my  friends,  and  I  don't  sell  my 
friends.  I  couldn't  do  it  again.  I  couldn't 
replace  them."  F 
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OF  THOUSAI 


Thanks  to  Michigan,  Gentex  Corporation 
looks  at  the  competition  in  the  rear  view  mirror. 


Fred  Bauer, 

Chairman  of  the  Board 
and  Chic/  Executive  Office 
Centex  Corporation 


Gentex  invented  the  auto-dimming  mirror 
and  today  their  technology  is  available 
through  virtually  every  automaker  in  the 
world.  And  soon,  you'll  find  Gentex's 
dimmable  windows  aboard  new  Boeing 
787  Dreamliners.  It  has  been  quite  a 
success  story. 

Chairman  and  CEO  Fred  Bauer  knows 
Gentex's  growth  wouldn't  have  been 
possible  without  the  help  of  the  Michigan 
Economic  Development  Corporation. 
In  addition  to  providing  major  funding, 
the  MEDC  helped  expedite  a  complicated 
building  expansion  that  makes  room 
for  625  new  jobs  over  the  next  five  years. 
Plus,  Michigan  keeps  Gentex  close  to 
many  of  their  core  customers  and  the 
location  helps  attract  and  retain  a  highly 
technical  workforce. 

High-tech  businesses  that  come  to 
Michigan  get  the  competitive  advantage. 
Yours  is  no  exception.  Here,  you  could 
have  access  to  the  $2  billion  21st  Century 
Jobs  Fund,  world-renowned  research 
universities  and  centrally  located 
technology  clusters.  Wherever  in  the 
world  you  compete,  Michigan  can 
give  you  the  upper  hand.  Let  us  show 
you  how.  Click  on  michigan.org/biz. 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 

michigan.org/biz 
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Nice  Wreck 

4,000  ships  litter  the  bottom  of  the  Great  Lakes. 
It's  worth  a  few  goose  bumps  to  visit  them. 

By  Mary  Ellen  Egan 


COSTA  RICA?  PALAU?  Fill?  THE  VIS- 
tas  under  their  warm  waters  may 
be  lush.  But  they  lack  wreckage. 
Divers  who  hanker  after  hulks  pre- 
fer the  grubby  Great  Lakes,  where  for  200 
years  industry  and  nature  have  conspired  to 
build  ships,  sink  them  and  then  preserve  the 
remains  under  conditions  so  perfect  as  to  be 
practically  archival. 

The  coldness  of  the  Great  Lakes'  water 
retards  decay.  Zebra  mussels  filter  silt.  The 
result  is  visibility  that  Scuba  Diving  maga- 
zine calls  "schnapps-clear." 

The  great  industrial  centers  of  die  Mid- 
west, in  order  to  reach  world  markets,  have 
historically  relied  on  huge  oceangoing  ves- 
sels. Fickle  weather  has  sent  many  to  the  bot- 
tom— none  more  famously,  perhaps,  than  the 
Edmund  Fitzgerald,  a  13,600-ton,  729-foot 
freighter  that  went  down  in  Lake  Superior 
in  November  1975,  taking  29  crew  members 
with  her.  The  tragedy  was  immortalized  in 
a  ballad  a  year  later  by  Gordon  Lightfoot. 

Any  thought  of  my  visiting  the  Fitzger- 
ald vanished  the  moment  I  discovered  that 
the  wreck  is  535  feet  below  the  surface— too 
deep  for  an  amateur,  especially  one  who  until 
last  summer  had  dived  only  in  swimming 
pools.  But  the  Great  Lakes  have  more  than 
4,000  wrecks,  many  at  depths  easily  acces- 
sible to  recreational  divers.  Standard  scuba 
equipment  lets  you  descend  to  130  feet. 
Deeper  dives  typically  require  advanced 
training,  a  breathing  mix  of  helium,  oxygen 
and  nitrogen,  and  a  dry  suit  (warmer  and 
more  protective  than  a  wet  suit). 

Superior,  the  biggest  of  the  five  Great 
Lakes  at  31,700  square  miles,  holds  100 
known  wrecks;  historians  estimate  that  there 
are  another  46  ships  that  haven't  been  lo- 
cated yet.  The  water  is  clear  and  insanely 
coid.  Even  in  die  summer  its  temperature 
averages  just  52  degrees  Fahrenheit. 

Last  summer  I  contacted  Jay  Hanson,  a 


veteran  wreck  diver  and  owner  of  Superior 
Scuba  Charters  in  Duluth,  Minn.,  who  sug- 
gested a  dive  that  would  be  manageable  for 
a  novice  yet  would  still  qualify  as  an  authen- 
tic wreck  dive. 

On  a  hot  and  humid  August  afternoon 
Harold,  my  boyfriend,  and  I  met  Hanson  at 
Split  Rock  Lighthouse  State  Park,  an  hour's 
drive  north  of  Duluth.  The  dive  beach  is  sit- 
uated in  a  cove  surrounded  by  steep  rock 
cliffs  topped  with  pine,  birch  and  ash. 

One  hundred  fifty  yards  from  shore  and 
23  to  120  feet  down  lies  the  Madeira,  a 
schooner-barge  that  carried  grain,  lumber 
and  iron  ore  through  the  Great  Lakes  and  on 
the  coasts.  Like  the  famed  Fitzgerald,  the 
Madeira  was  the  victim  of  a  November  storm. 

On  Nov.  28, 1905  she  was  under  tow  by 
the  steamer  William  Edenborn  during  the 
worst  storm  in  Great  Lakes  history.  The  cap- 
tain of  the  steamer  cut  the  towline,  so  both 
ships  could  have  a  better  shot  at  survival.  The 
Madeira  struck  Gold  Rock  on  the  northeast- 
ern side  of  the  cove.  Her  hull  broke,  and  she 
sank.  Her  present-day  remains  include  sub- 
stantial portions  of  the  bow  and  stern,  the 


pilot  house  and  boat  deck,  and  several  large 
sections  amidships. 

After  struggling  and  sweating  our  way 
into  extra-thick  wet  suits,  we  donned  our 
scuba  gear  and  waddled  into  water  that,  at 
least  on  its  surface,  was  a  balmy  70  degrees. 
We  waded  out  20  feet  and  began  to  submerge. 

Visibility  was  as  much  as  35  feet.  We 
slowly  descended,  following  the  lake's  bot- 
tom, where  boulders  were  covered  in  a  furry 
brown  silt  slick  to  the  touch. 

We  swam  across  the  bow  and  looked 
inside  the  anchor  winch,  through  which  the 
chain  had  once  run.  We'd  descended  so 
gradually  that  I  wasn't  aware  we  were  50  feet 
underwater  until  I  looked  up.  The  sudden 
realization  that  we  were  that  far  from  the 
surface  shook  my  confidence.  I  started  to 
feel  a  bit  panicky,  so  I  took  slow,  deep 
breaths  and  tried  to  calm  my  mind. 

We  paddled  around  the  wreck  for  20 
minutes;  then,  all  of  sudden,  I  began  to  rise. 
I  had  no  idea  what  was  happening  and 
couldn't  stop  my  ascent.  (We  discovered  later 
that  my  buoyancy-control  device  had 
malfunctioned.)  Jay  and  Harold  soon  sur- 
faced, and  we  all  swam  to  shore  to  rest  a  bit. 

I  tried  to  collect  my  wits.  If  I  quit  now, 
I  knew,  I  probably  would  never  dive  again. 
But  since  I  had  just  faced  down  my  fear  and 
survived,  it  didn't  make  sense  to  give  up. 

We  descended  again,  this  time  to  the 
Madeira's  stern,  and  swam  across  the  keel, 
then  to  the  fantail.  The  water  was  murkier 
on  this  second  dive,  thanks  to  the  sand 
and  silt  we'd  kicked  up  earlier.  But  as  we 
swam  through  the  middle  section  of  the 
hull  we  were  able  to  spot  a  couple  of  lake 
trout,  swimming  around  oblivious  to  our 
presence.  After  34  minutes  we  headed  to 
the  surface  and  back  to  the  shore. 

If  this  sounds  like  your  idea  of  fun,  there's 
plenty  more  to  see.  The  Thunder  Bay  Na- 
tional Marine  Sanctuary  near  Alpena,  Mich, 
has  more  than  100  historic  wrecks,  includ- 
ing the  New  Orleans,  a  wooden  side-wheel 
steamboat  that's  just  15  feet  below  the  sur- 
face. Isle  Royale  National  Park  farther  north 
has  the  America,  a  183-foot  freighter  that 
sank  in  1928  and  still  has  a  Model  T  truck 
(or  remnants  thereof)  in  its  cargo  hold.  Lake 
Huron's  Fathom  Five  National  Marine  Park 
has  22  wrecks.  And  a  338-foot  car  ferry 
awaits  you  off  Milwaukee.  F 
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You  couldn't  spot 
me  in  a  crowd, 
but  I  will  be 
th  ere  tor  you. 


When  you  help  the  American  Red  Cross,  you  help  America. 

We  all  have  to  look  out  for  each  other.  And  with  thousands  of  Americans 
requiring  help  every  day,  someone  needs  you  to  volunteer  now. 
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Red  Cross 
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Business  Opportunity 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 

(866)  862-1222 
inf*o(aamericandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Loans 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 
Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 
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Start  writing  options  for  income 
in  your  portfolio. 

Liberty  Trading  Group  is  the 
first  brokerage  firm  in  the  US 
to  specialize  exclusively  in 

selling  options. 
Free  sample  newsletter  at 
www.optionsellers.com 
(Futures  Trading  Involves  Risk  of  Loss) 
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FREE  SHIPPING 
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This  easy-to-read  common  sense 
on-line  guide  to  building  wealth 
includes  13  individual  sections 
covering  fundamental  analysis, 
technical  analysis,  reading  financial 
statements,  tax-favored  strategies, 
fixed-income  securities,  derivatives, 

mutual  funds,  hedge  funds,  and 
much  more.  Purchase  the  full  course 
for  only  $99.95,or  buy  individual 
sections  for  only  $9.95. 


Go  to  www.forbesstockmarketcourse.com 
to  place  your  order  today. 
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We  See  Your  Success 


Capital  To 


We  help  our  clients  grow  their  annual  sales  15%  or  more 
and  have  funded  in  excess  of  $1  billion  dollars  in  transactions 
to  firms  like  yours. 

212.755.3636  www.capstonetrade.com 
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For  over  twenty  years.  Forbes  Business  Classified 
listings  have  been  the  most  cost-effective  way  for 
marketers  to  reach  America's  most  affluent, 
influential  audience  with  their  direct  response 
messages:  Forbes'  900.000  subscribers  and  5 
million  readers. 


For  Advertising  Information  and  Rates  Contact: 
Media  Options: 
1-800-442-6441  mediopt@aol.com 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  —  Barron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."  —  U.S.  News  &  World  Report 


visit  insure.com 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 

Ad  Code:  FORBS  5/07 


NOTE:  The  sample  10  year  California  term  life  premiums  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  lnsure.com  or  visit 
www.insure.com  to  obtain  quotes  specific  to  your  health  history  profile.  Copyright  ©1984-2007  lnsure.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102, 
Darien,  Illinois.  CA  agent  #0A1 3858,  LA  agent  #200696,  MA  agent  #3335091 59.  In  California,  lnsure.com.  Inc.  dba  lnsure.com  Insurance  Services  under 
agent  #0827712.  in  LA  as  agent  #205078.  In  Utah,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  under  agent  #90093.  All  rights  reserved. 


THOUGHTS 

On  the  Business  of  Life 


ave  you  ever  heard  of  a  ship  named  the  Munchen?  In  a  time  when  everyone's  intimately 
familiar  with  tragedies  at  sea — Titanic,  Lusitania,  Morro  Castle,  Andrea  Doria,  Torrey 
Canyon — youd  think  wed  be  aware  of  a  very  recent  marine  disaster  that  involves  the  largest 
single  loss  ever  to  have  occurred  at  sea.  The  Munchen,  a  six-year-old  container  ship,  was  last  heard  of 
heading  into  a  storm  on  Dec.  12  off  the  Azores.  The  ship  was  insured  for  $43  million,  its  cargo  for 
$9  million.  With  its  crew  of  28,  the  ship  has  simply  totally  disappeared.     —MALCOLM  S.  FORBES  (1979) 


In  every  age  "the  good  old  days"  were  a 
myth.  No  one  ever  thought  they  were  good 
at  the  time.  For  every  age  has  consisted  of 
crises  that  seemed  intolerable  to  the  people 
who  lived  through  them. 

—BROOKS  ATKINSON 

The  golden  age  was  never  the  present  age. 

—ENGLISH  PROVERB 


At  each  epoch  of  history  the  world  was 
in  a  hopeless  state,  and  at  each  epoch 
of  history  the  world  muddled  through; 
at  each  epoch  the  world  was  lost,  and  at 
each  epoch  it  was  saved. 

—JACQUES  MARITAIN 


Every  epoch,  under  names  more  or  less 
specious,  has  deified  its  peculiar  errors. 

—PERCY  BYSSHE  SHELLEY 

Our  birthdays  are  feathers  in  the  broad 
wing  of  time. 

—JEAN  PAUL  RICHTER 

History  is  a  relay  of  revolutions. 

—SAUL  ALINSKY 

History  is  the  short  trudge  from  Adam 
to  atom. 

—LEONARD  LOUIS  LEVINSON 


History  has  many  cunning  passages, 
contrived  corridors  and  issues. 

— T.S.  ELIOT 
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The  weeks  slide  by  like  a  funeral 
procession,  but  generations  pass  like  a 
snowstorm. 

—NED  ROREM 


The  second  half  of  the  20th  century 
is  a  complete  flop. 

—ISAAC  BASHEVIS  SINGER 

History  teaches  us  that  men  and  nations 
behave  wisely  once  they  have  exhausted 
all  other  alternatives. 

—ABBA  EBAN 

We  Americans  are  the  best-informed 
people  on  earth  as  to  the  events  of  the  last 
24  hours;  we  are  not  the  best  informed 
as  to  the  events  of  the  last  60  centuries. 

—WILL  AND  ARIEL  DURANT 


Study  men,  not  historians. 

—HARRY  TRUMAN 


History  repeats  itself.  Historians  repeat 
each  other. 

—PHILIP  GUEDALLA 


Any  event,  once  it  has  occurred, 
can  be  made  to  appear  inevitable 
by  a  competent  historian. 

—LEE  SIMONSON 

It  is  a  fair  summary  of  history  to  say 
that  the  safeguards  of  liberty  have  been 
forged  in  controversies  involving  not  very 
nice  people. 

—FELIX  FRANKFURTER 

More  than  any  time  in  history 
mankind  faces  a  crossroads.  One  path 
leads  to  despair  and  utter  hopelessness, 
the  other  to  total  extinction.  Let  us  pray 
that  we  have  the  wisdom  to  choose 
correctly. 

—WOODY  ALLEN 


A  Text ... 


Buy  the  truth  and  sell  it  not; 
also  wisdom,  and  instruction, 
and  understanding. 

—PROVERBS  23:23 

Sent  in  by  Norman  Hill,  Eugene,  Ore. 
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The  #l  killer  of  teenagers 
doesn't  have  a  trigger. 

IT  HAS  A  STEERING  WHEEL. 


Motor  vehicle  crashes  are  the  1  cause  of  death  for 
teens  in  America.  They  take  nearly  6,000  young 
lives  and  injure  another  300,000  teens  every  year. 

Those  numbers  remain  unacceptably  high,  despite 
safer  cars,  better  roads  and  decades  of  safe-driving 
programs.  We  think  it's  time  for  a  change. 

So  The  Allstate  Foundation  has  developed  a  new, 
nationwide  program: "Keep  the  Drive."  It  mobilizes 
teens  to  become  safe-driving  activists  by  involving  them 
in  designing  a  new  safe-driving  program.  And  it  uses 
the  power  of  peer  influence  to  help  teens  think  and 
act  smarter  every  time  they  get  into  a  car  —  as  a  driver 
or  a  passenger. 

Peers  are  some  of  the  most  important  influences  in 
getting  teens  to  drive  more  safely.  "Keep  the  Drive" 


can  help  them  realize  that  smart  driving  is  the  key 
to  keeping  their  licenses,  their  cars,  their  friends 
and  their  futures. 

To  learn  more  about  this  issue  and  what  you  can 
do  to  help,  go  to  ProtectTeenDrivers.com.  If  you're 
a  parent,  you'll  also  find  a  link  to  the  Allstate 
Parent-Teen  Driving  Agreement.  Use  it  to  help  you 
and  your  teen  set  driving  limits  and  make  smarter 
decisions  on  the  road. 


It  5  time  to  make  the  world  a  better  place  to  drive. 
That's  Allstate's  Stand 


#  /instate 

You're  in  good  hands. 


Auto  Home  Life  Retirement 


LOUIS  VUITTON  CUP 

CHALLENGER  RACES  FOR  THE  32nd  AMERICA'S  CUP 


THE  PURSUIT 
OF  EXCELLENCE 


